Revenue

As with other large citiesColorado Springsrevenue structure has evolved over time and
encompasses a variety of tax and-texirevenue sources. This chapter will discuss:

e Current revenue structure, including a discussion of the specific types of tax ataknon
revenue;

o Performancé past, present, and predictions for the future;
Methods to assess revenue structures, including reliability and sustainability, equity, and
conpetitiveness;

e Constraints;
Key revenuealternativedor theSustainable Funding Plan

Current Revenue Structure

Colorado Springs relies primarily upon one source of revesates tax,to fund current
operations and serviced hisis fairly typical formost Colorado cities as under current state law

it is nearly impossible to diversify away from sales.ta®ver 50percentof General Fund
revenues areates and useak driven The next three signdant revenue categorids the

property #x, other financing ®urces like Paymestin Lieu of Taxes (PILTs) and charges for
servicesi each provide between 418! percenof General Fund revenuewhich isa third of
overall Gener al Fund revenue. This i s:anot <co
sustainable revenue structigenerally relies on three revenue streamsotaprisethe majority

of its revenues, preferably targeting different taxpaying businesses and individuals. It is
generally accepted t hat t-relianceeoroneskeymegenue pteamf e c t
will be more likely to expose its defects

The chalrt below shows the estimated share of General Fund revenues by major categories for
FY2009

Draw from Fund
Other Revenue b ‘

Intergovernmental Balance

Revenue ‘511435150?5‘% 365().(')0:)
$19,329,343 ' 0.27%
8.13% R
—

Other Taxes

53,564,150 ——___

1.50% A
Other Financing Sales and Use Tax
Sources $125,375,987
$31,019,106 52.73%

13.43%

Property Tax
$22,220,444
9-35%

Charges for
Services —
%02 830,831
9.61%

'FY2009 budget numbers are from the City of Colorado Sp
revenues and expenditures are still pending.
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Historic Growth Rates

Since 2005, General Fund revenues grew at an aveas® of 1.1 percent annually. Durithgs

time, the City benefied from regular growth ithe property tax due to favorable economic and

demographic trends that both raised the assessed value of properties and brought new residents to
ColoradoSprings. Charges for ervices have also seen healthy increases since 2005 with an

y e ay General Flind rev@nué sodrce, pr i n
the sales and usex, grew at nearly the same rate as total revenues or an avelrgugrcent
annually Other categories, including licenses and permits, intergovernmental revenue, and fines
and brfeits have exhibited little or declining growth. The following table generally details this

average growth rate of S per cent

historic performance

Negative to Flat
Growth

per

Flat to 2.5 % Annual

2.5% or Greater Annual

Specific Ownership Tax

Growth

Sales and Use Tax

Growth

Property Tax

Licenses and Permits

Business Taxes

Admissions Tax

Federal Grants

State-Shared Revenue

Charges for Services

Fines and Forfeits

PILTs

Miscellaneous Revenue

Sale of Capital Assets

Shared Services

Capital Leases

Transfers

The National Bureau for Economic Research has determined that a recession in the national
economy began in December 2007. According to the National LeagDitiex (NLC) Fiscal
Conditions 200&urvey city fiscal conditions have weakened dramatically in 2008. City fiscal
officers now predict that revenues will decline in inflatedjusted terms, by 4.3 percent. All
three of the major sources of tax reverabected by cities, sales and use, propatd income

taxes are expected to decline in real terms, with sales and useevaxuedeclining by 4.2
percent and property tagvenuedy 3.6 percent.

It is also notable that the survey suggests that conditions will continue to worsen inl2G09.
survey conducted by the NLC in December 20@8uary 2009, 92 percent of city finance
officers predict that their cities will be less able to meet needsndis¢ negative assessment of
city fiscal conditions offered in t HAhsishi
consistent with previous recesssonin each of the last three recessions, receipis Irailed
expenditures andontinuel to do sofor one to two years followinthe end of the recessioithe
degrading economic conditions seen during the fall months of 2008 will be felt by cities through
2009 and likely through most of 2010. This time lag means cities will face an increasingly
diffi cult proposition as the year progressé&hke following chart details this lag

stor
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As notedin the next sectigrthe current financial environment is not typical and will likely result
in a significant negative varoameeemwiué hgwobwat h .

Current Growth

As the economy has slowed, revenue growth over the past year has also slowed considerably.
Projections for FY2009 refleenticipated declines in bothe global and local economy. At this

rate, revenue growth will flato keep pace with consumer price increases, let alone expenditure
categories that tend to increaat a faster pacerfiployee healthcare benefits example).

The chart on the following page details General Fund revenues and growth rates in each major
category over the last five years
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General Fund Revenue$Y2005FY2009

Draw from Fund Balance

5,029,651

1,454,801

3,707,808

650,000

2005 2006 2007 2008 2009 Avg. Annual

Actual Actual Actual Budget Budget Growth Rate
General Property Taxes 18,232,717 19,603,715 20,068,017 22,449,484 22,229,444 5.19%
Specific Ownership Taxes 2,781,276 2,759,281 2,819,812 2,823,784 2,815,524 0.31%
General Sales and Use Tax 120,215,439 | 123,815,922 | 127,794,303 | 127,228,694 | 125,375,987 1.08%
Admissions Taxes 405,455 440,766 313,008 460,833 473,177 7.41%
Business Taxes 253,228 256,852 259,320 281,700 275,450 2.20%
Licenses and Permits 667,337 655,488 701,441 692,096 623,141 -1.52%
Federal Grants 1,833,735 1,824,274 2,023,500 - - -22.40%
State-Shared Revenue 14,908,000 17,020,350 16,454,678 15,717,771 15,619,955 1.44%
Other Governmental Units 3,050,098 3,328,252 3,376,680 3,497,774 3,709,387 5.05%
Charges for Services 18,748,650 20,217,467 18,454,966 19,603,407 22,839,831 5.46%
Fines and Forfeits 9,224,906 8,601,844 7,379,498 7,479,894 8,197,432 -2.50%
Miscellaneous Revenue 3,110,179 3,772,627 5,909,656 2,466,531 3,024,995 10.58%
PILOTs 25,148,864 25,188,306 25,804,967 26,890,407 26,958,474 1.77%
Shared Services 3,414,171 2,400,070 2,877,478 3,142,849 3,622,049 3.66%
Other Transfers 417,436 399,198 448,116 612,056 1,098,583 30.99%
Capital Leases 1,218,293 - 19,898,699 - - -33.33%
Sale of Capital Assets 750,062 369,085 213,564 200,000 240,000 -19.82%

1.07%

Total General Fund Revenue

229,409,497

232,108,297

254,797,704

237,255,088

237,753,430

Average annual growth rates over the past five years m@vieeerhealthy. Current economic
conditions areegatively impactin@ity revenue streams and will continue to preshatlenges
in the months aheaddowever, even prior to the reces
were beginning to underperfornil hi s i s partially due to t
discussed in a later section.

The projected decline inrpperty tax revenue is a key difference between the current economic
downturn and past recessions. In other recent downturns (including the recessions in 2001,
199091, and 198182), property tax cadictions held up reasonably welith property
continuirg to appreciate in value. This acted as an important buffer for other more economically
sensitive revenue sources. According toNi€ survey however, the full effects of the current
housing market decline will not be felt for another six to twelve thmnand the impact on
property tax revenues will continue through 2IEL0° Given this national experience, it is not
surprising that the City is projecting FY2009 declines in property taxes, as well as its primary
revenuedriverd thesales and use tax.

In recent recessions, property taxes acted as a stappilievenue source for cities because
property continued to increase in value. However, this recession was largely triggered by the
bursting of the housing bubble, and property values have detlimesbmeplaces precipitously.

Given theirunderreliance on property taxes versus the nation as a whole, Colorado cities are not
as impacted by this set of circumstances. However, the dependence on the sales tax, which is
usuallycloselytied to the lisiness cycle, suggests that the economic downturn will not reverse
itself in the immediate future.

FY2009 budget numbers are from the City of bDOdpétasir ado Sy
revenues and expenditures are still pending.

®Mi chael Pagano & Christopher Hoene, ACity Fiscal Con
2008, p.5.
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Future Growth

Most of the impacts reflected in the National League of Cities survey relate to the current
economic recession. However, there are othetofs, both economic and demographic, that
have been negatively impacting many city budgets for a nuafhyears. Absent changes iityc
revenue structures, thehouldbe expected to continue indefinitely.

First, the nation as a whole is getting oldem 1980 the median age of the United States
population was 30.0 years, and in 2007 it was 36.6. As the following chart shows, older
population cohorts spend less of their income on taxable goods, which is a reasonable predictor
of overal government regnue collections

Sales Tax Revenue Profile by Age, 2007
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Cities also tend to have lower household incomes than their suburban partsterhich can
impactoverall revenue performance. For example, ColoradoiSm g s 6 medi an house!
in 2007 was $50,749 comparedth $54,262 for the entire state of Colorado. As the following

chart indicates, on a per capita basis, higher income households provide a much larger share of
overall sales tax collections than other households
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Sales Tax Profile by Income Demographic, Z¥
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In additionto these demographic changes, other factwesalso negatively affectinggvenue
collection. As the following chart showspersonal consumptiohas shifted from goods to
services, which are nos aubject to sales tax collection
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Consumers are also shifting their purchases to catalogue, Intamtetother eeommerce
transactions, which also have lower sales tax collection rates. Comtiiaed trends hglto
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explain why sales tax revenwas a share of personal incgrhes been declining nationally over
the last 50 years.

Looking forward, revenues in FY2010 wil!l be h
rates. Due mainly to looming economic challenges, the current baseline forecast assumes
modest revenue growth, averagigout 1percent per yearver the finan@l plan period, and a
sharp decline for -Orived tleésaleytdxs pr i mary revenue

Current Revenues

The foll owing provides a brief overviteew of t
performance, and their general outlook over the fir@mplan period

Property Taxes

Propety tax revenue for 2009 is 9.3 percent t he t ot al Gener al Fund r
budget is based upon an assessed valuation of $4,780,292,660 and a tax levy of K.944enil
composition othe propertytax mill lewy is shown in the table below

Levy Millage per $1,000 AV
Interest Paid on General Obligation Bonds 0.019
Redemption of General Obligation Bonds 0.646
General Purpose 4.279
TOTAL 4.944

From20022007 propertyax revenuesncreased dramaticallgven with a mill levy reduction in
2004 of 0.088 mills due to the refunding of t

While property taxes historically have been resistant to downturns in most communities, many
cities naionally are expecting to see ndarm, real declines in property tax revenue due to
factors surrounding the changing housing market.Cdforado Springsstaff expectproperty

taxes to be impacted by these factavost key indicators of the local haog industry used by
budget stff posted declines through Decemhb2®08, with the exception of commercial
valuation. Commercial valuation is up from the same period last year largely due to construction
projects on the north side of the City.

Assumingcommercial valuations continue to grow, it is possible that Colorado Springs will be
able to continue through the economic storm with continued property tax revenue, goih

split in Colorado Springs is 29 percent commercial to 8 peresidentialproperty. However,
given the recent experience ofhet comparable citiesColorado Springs should continue to
closely monitor potential revenue losses associated with housing market corditions.

* William Fox, fiThree Characteristics of Tax Structures have Contributed tGuhent State Fiscal CriskState

Tax Notes, August 4, 2003, p. 379.

® The National League of Cities report, previously cited, noted that while many cities do not have information on the
number of foreclosures per city for each year from 2006 to 2008;it#% responded to their request for
information. For those cities, the number of foreclosures increased by 60 percent. While the response rate is not
sufficient to make general conclusions, it is an example of the magnitude of the problem in margcigs the

country.

Colorado SpringsSustainable Funding CommittédRevenué&ubcommittee Page |7



Other Tax Revenue

Other tax revenue accounts for 1.56ercentof total General Fund revenueThe other &x
category of revenue includes the City occupational tax on establishments selling alcoholic
beverages, the City sales tax on motion picture theater tickets, and revenue stemming from
specific ownershipaxes imposed by the State on licensed motor vehicles registered in the City.
Revenue from these taxes is expected to total $3.56 million, vidiahdecrease of $2,166 or

0.06 percentrom the 2008 Budget.

Intergovernmental Revenue

Intergovernnental evenue accounts for 8.13 percesft total General Fund revenue and totals
$19.33 million in 2009 which is a project increase of $113,768 or 0.59 peraarer the 2008
Budget.

Revenue resulting from thHel Paso County Road and Bridgallrrevy was originally estimated
to total $361 million for 2009 and assumehat theEl Paso CountyBoard of Commissioners
will not change the Road and Bridigdl levy from the 1.582 mills levied for 20084owever,
as part of their 2009 budget El Paso County redldbe amount to be provided to the City by
$2.8 million.

Highway Users Tax Fund (HUTF) revenue in 909 projected to decrease 0.37 perdéenh the
2008 Budget. HUTF revenue results from Stataposed excise taxes on gasoline and special
fuels as wellas various motor vehicle registration, title, and license fees and takesl
revenue of $14.26 million is anticipated for 2009.

Sales and Use Tax

Sales and setax revenue is 52.7 percenittotal General Fund revenues. City sales and use tax
collections rely upon the level of economic activity, consumer spending, and tourist activity
within the City. City staff report that sales argkuax has been flat or declined in 15 of the last
24 months with returns in 2008 significantly lower than expected. In 2009, sales tax is expected
decrease significantly witstaff budgetinga sales tax revenughortfall of approximately $13
million in the 2009 budgeaind a total shortfall of $16.8 million Drastic across the board
expenditure cuts and reductsim service have beemplementedn order tobalance the 2009
budget This $16.8 million projected shortfall comes after the City created its 2009 proposed
budget which included $23 million indactions due to anticipated poorly performing revenue
sources.Declining sales tax revenue is reflectivethe national economic crisisThe sles tax

will struggle toyield robust revenues as the economy continues to weaken.

Charges for Services

Charges for €nvices revenue accounts for 9.61 peragnibtal General Fund revenu®evenue

from charges for services to the public in 2009 is projected to increase by $3.2 million from the
2008 Budget to a total &22.84 million. This is a 16.5 percdantrease from the 2008 Budget.

The charges for services revenue category includeseh&rgservices provided Wolice; Fire;

Parks, Recreation and Cultural Services; City Clerk; Municipal Court; and Community
Development Departments.The National Lague of Ci t i e slanuafy €@0e mb e r
survey of city fiscal conditions reports that one in two (49 percent) city finance officers report
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increasing the level of fees and charges for services. Tveggty percent also report increasing
the number offees and charges, while 23 percent are targeting fee increases for new
development.

For 2009, the major increaseseadue to an increase in false alarm feesthe Police
Departre nt 6 s Al arm Fee Program and inaheStormwateri ng f o
Enterprise.The Alarm Fee Prograimas begumssigning more stringent fees on false alaans
collecting an annualalarm license renewal feeThe expenses associated with the labor and
operations that were transferred to the Stormwater Enterprigsef6uR008 ardeingtransferred

back into the General Fund for 2009 to better account for the activities associated with the
stormwater activities. The General Fund wilhow chargethe Stormwater Enterprise for the
services performed for that Enterpris@.here arealso inflationary increases in the fees for
Community Development, Comprehensive Planniagd Parks. Transit includes a $0.25
increase in fixed route fares and a $0.50 increase in paratransit Tdresharges for servise

will haveincreased almost 49 percesmce 2002 as a result of a concerted effort to increase cost
recovery for municipal services that benefit users of those servidgs.is consistent with the
Citydbs wuser pay philosophy.

Other Financing Sources

Other financig sources revenue accounts for 138.dercentof total General Fund revenue.
Other financing surces total $31.92 million for 2009, which is up $1.1 million from the 2008
Budget. One component of other finang sources revenue is Paymemid.ieu-of-Taxes
(PILT) or (PILOT)revenue, which is projected to increase 68,867 from the 2008 Budget. In
Colorado Springs, anajor compnent of the PILT idfrom Colorado Springs Utilities, which
totals $26.91 million in 2009Another component of other financisgurces revenue is from the
allocation of common staff and expensasd transfers from other fundgransfers from other
funds increased by $145,218 or 17 percgmimnarily due to a orime transfer from the
Economic Development Fund to fund the ecoitodevelopment agenciesA third component

of other financing sources revenue includes the transfer from the Lodgers and Auto Rental Tax
(LART) Fund for touristrelated expenseskFor 2009, there waan increase of $486,527 for a
total of $1.1 millionwith the current recession concerns, at this time the LART transfer will most
likely be less than the budget previously established

Other Revenue Sources

Other revenue sources account for 4.98 peroetwtal General Fund revenuéther revenue
sourcesinclude fines and forfeits, business licenses and permits, and miscellaneous revenue.
The total of the ther revenue categy is $11.85 million, up $1.21 million or 11.35 percéom

the 2008 Budget.

Fines and drfeits revenue, which includes fines ftvaffic and parking meter violations, is
projected to increase by $717,538owever, at this time, it is anticipated that fines and forfeits
revenue will be less than originally budgeted.

SChri s Hoene, AiFi scal Outl ook for Cities Wor sens i n
http://www.nlc.org/ASSETS/1F73FD6DD09249DB9B2FD014AA4D9C16/CFC_InterimSurvey 09.pdf
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The business licenses anermits revenue category totals $623,142009. This is a decrease
of $68,955 or 9.96 percefrom the 2008 BudgetThe decrease is due primarily to the reduction
in massag therapist license fees, whereleange in the State lawill go into effect April 1,
2009 allowing for State licensuoaly.

Miscellaneous revenue is expectedimcrease by $558,464 or 22.64 percemer the 2008
Budget.

Draw from the Fund Balance

An $811,90 draw from the unreserved, undesignated General Fund balance is necessary to
balance te 2009 GeneraFund Budget, accounting for 0.3percentof the General Fund
resources available for appropriatiothe fund balance is maintained for cash flow purposes
and to serve as a cushion against revenue shortfalls and unforeseen fiscal Hveqsoposed
onetime draw from the fund balance is specifically allocated for the 2009 municipal election for
$500,000 and other ofigne expenses in 200After the proposed 2009 fund balance dicavd

other fiscal actions taken in 200the General Fund balance will totalpapximately $17.4

million, or about 7.3ercenbof the 2009 General Fund Budget.

Colorado Springs and Comparable Cities

PFM, working in tandem with City staff and the Sustainable Fundiogh@ittee, arrived at a list
of tenbenchmarkingities, bothinside and outside of Colorado, that aoenparable to Colorado
Springs to use for the following analysis.

The chart on the following page shows the fiscal year 2009 budgeted General Fund revenues for
all tencomparable cities and Colorado Springs
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General Fund Revenue Structurd FY2009 Budget

FY 2009 Colorado Oklahoma

Springs Aurora Denver Fort Collins Westminster Albuquerque Austin Kansas City City Portland Omaha
Total Revenue 237,753,430 | 241,531,362 | 896,337,000 | 104,202,726 | 94,833,494 | 465,977,000 | 620,729,055 | 486,300,988 | 347,858,583 | 531,171,571 | 274,707,000
Total Revenue per Capita* 632 775 1,523 778 893 899 835 1,080 636 965 647
Revenue by Category
Property Tax 22,229,444 | 26,326,688 | 64,752,000 15,609,356 | 4,374,017 - | 209,059,390 | 53,298,000 - | 179,974,860 [ 62,450,000
Sales and Use Tax 125,375,987 | 155,262,596 | 448,729,000 59,687,220 | 59,709,449 [ 319,535,000 | 160,847,722 | 26,700,000 | 212,834,171 - | 128,087,500
Earnings Tax - - - - - - - | 206,500,000 - - -
Utility Tax - - - - - - -1 102,059,977 - - -
Business Tax 275,450 - - - - - - - - -| 32,655,095
Other taxes 3,288,701 | 15,753,730 | 79,852,000 2,456,240 | 4,865,305 | 72,970,000 6,085,000 500,000 | 10,180,639 16,079,911 9,020,000
Gross Receipts/Franchise
Fees - | 13,284,050 5,692,000 1,200,000 - - 33,833,691 - | 36,262,826 - -
Fines, Forfeitures, Penalties 8,197,432 6,972,101 | 43,233,000 2,803,461 | 2,211,050 - 18,900,992 | 19,930,000 | 19,046,684 - -
Licenses, Permits,
Inspections 623,141 3,051,103 | 21,582,000 1,417,000 | 1,597,600 | 10,424,000 24,471,251 | 26,779,045 | 11,108,838 | 141,515,687 8,437,700
Charges for Services 22,839,831 7,792,531 | 67,380,000 15,394,854 | 5,910,792 | 17,369,000 33,287,029 | 40,708,984 | 25,230,829 37,511,009 | 18,862,005
Transfers 1,098,583 -| 27,340,000 1,901,946 [ 2,596,391 | 11,058,000 | 122,704,690 - | 22,535,302 75,406,082 -
Intergovernmental 19,329,343 | 10,754,074 | 27,334,000 864,825 | 5,056,337 5,111,000 - - - 38,052,017 9,869,300
Fund Balance 650,000 - - - - - - - 5,000,000 42,632,005 -
Interest - 828,289 - - - - 8,000,988 5,298,745 2,270,950 - -
Investment Earnings - - - 1,936,294 - - - - - - 2,825,400
Miscellaneous - 1,506,200 - 861,530 - 4,266,000 - - - - -
Property/Leases - - - - - - 2,236,199 - 1,410,801 - -
EMS Billings - - - - 2,220,434 - - - - - -
Infrastructure Fee - - - - 1,045,563 - - - - - -
Intra-City - - - - -| 25,244,000 - - - - -
Grants - - - - - - - 3,568,503 - - -
Rents/Royalties - - - - - - - - - - 147,000
Use Charges - -1 16,550,000 - - - - - - - -
Internal Service/Direct Cost - -| 74,825,000 - - - - - - -
Payment in Lieu of Taxes 26,958,474 - - - - - - - - - -
Shared Services 3,622,049 - - - - - - - - - -
Other Revenues 3,264,995 -| 19,068,000 70,000 | 5,246,556 - 1,302,103 957,734 1,977,543 - 2,353,000

Colorado Springs haelatively low revenue per capita &632 for Fiscal Year 2009 UBigd, in contrast to the comparabtity
averageof $903 Excluding Denvera city/county the comparables yielverageevenue per capita of $83dr the same fiscal year

Colorado Springs, as well as the other Colorado cities, rely heavily upon/sases taxwhen compared with ne@olorado

municipalities. In addition, Colorado cities also have a smaller share of total revenues generated by property tax.

Thefollowing chartshows revenues by category for Fiscal Year 2008g8t as a percentage of total Gah&und revenues
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General Fund Revenue Percentages by Categoiry-Y2009 Budget

EY 2009 Colorado Oklahoma

Springs Aurora Denver Fort Collins Westminster Albuquerque Austin Kansas City City Portland Omaha
Revenue by Category by %
of total revenue
Property Tax 9.3% 10.9% 7.2% 15.0% 4.6% - 33.7% 11.0% - 33.9% 22.7%
Sales and Use Tax 52.7% 64.3% 50.1% 57.3% 63.0% 68.6% 25.9% 5.5% 61.2% - 46.6%
Earnings Tax - - - - - - - 42.5% - - -
Utility Tax - - - - 21.0% - - -
Business Tax 0.1% - - - - - - - - - 11.9%
Other taxes 1.4% 6.5% 8.9% 2.4% 5.1% 15.7% 1.0% 0.1% 2.9% 3.0% 3.3%
Gross Receipts/Franchise
Fees - 5.5% 0.6% 1.2% - 5.5% - 10.4% - -
Fines, Forfeitures, Penalties 3.4% 2.9% 4.8% 2.7% 2.3% 3.0% 4.1% 5.5% - -
Licenses, Permits,
Inspections 0.3% 1.3% 2.4% 1.4% 1.7% 2.2% 3.9% 5.5% 3.2% 26.6% 3.1%
Charges for Services 9.6% 3.2% 7.5% 14.8% 6.2% 3.7% 5.4% 8.4% 7.3% 7.1% 6.9%
Transfers 0.5% - 3.1% 1.8% 2.7% 2.4% 19.8% - 6.5% 14.2% -
Intergovernmental 8.1% 4.5% 3.0% 0.8% 5.3% 1.1% - - - 7.2% 3.6%
Fund Balance 0.3% - - - - - - - 1.4% 8.0% -
Interest - 0.3% - - - 1.3% 1.1% 0.7% - -
Investment Earnings - - 1.9% - - - - 1.0%
Miscellaneous 0.6% - 0.8% 0.9% - - -
Property/Leases - - - - - 0.4% 0.4%
EMS Billings - - - 2.3% - - -
Infrastructure Fee - - - 1.1% - -
Intra-City - - - - 5.4% - -
Grants - - - - 0.7% - -
Rents/Royalties - - - - - - 0.1%
Use Charges - 1.8% - - - -
Internal Service/Direct Cost - - 8.3% - - -
Payment in Lieu of Taxes 11.3% - - - - -
Shared Services 1.5% - - - - - - - - -
Other Revenues 1.4% - 2.1% 0.1% 5.5% - 0.2% 0.2% 0.6% 0.9%

Col orado

Bot h

charts

C | Usd ag revienuassare geseradyrb@ percendf total General Fund revenues. Forestoutside of Colorado
thatlevy a property tax, thpercentage of total remaes from property tax is 25.3 percent.

r ef

| ect

t hat
revenue diversity. Areas where the revenuesamnglow in Colorado Springs are Licees and Permits and Transfers.

Ceatly somahe pation,ian@ol@asld Springsxlikedto sisterecities, ilacks s
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Taxes in Colorado and the United States

Coloradodés tax system is different I n many r
i mportant i mplications for comparisons of Col
cities around the country. While in most states, the majoritytaié sand local revenue is
collected at the state level, the opposite is true for Colorado. In Colot&ddpercent of

revenue is raised at the state level 882 percent at the local level. The national average is
55.7percent raised at the statedéand44.3percent at the local levél.

Colorado is one of only five states where local revenue collections are greater than state revenue
collections. While New York is only slightly behind Colorado for the lead in local revenue
generation, it is notdé that New Yorkcountiesshare responsibility with the State for funding of
Medicaid, which is one of the larger areafsexpenditure by State governments across the
country.

Colorado alsccollects relatively little in tate taxes as a share of persanabme. In 200,
Colorado hadone ofthe lowest state tax collections of personal income of all the 50 States

ranking 48" with 4.9 percent of personal incom€o | or adoos tot al tax bur
$1.59 over the past three years. Nationally, the tax burden on the high end increased by $26.07
and on the low end by $4.74 over the past threeydans. cont r ast , Col or ado 0 s
ranks as the #3highest in the natanThe f ol |l owing indicates the

state taxeé

Coloradods Rank in Selected 7St ate Taxes
\ Colorado National

Tax | Rank Tax High Low
Total Taxes 47 $46.16 | $126.14 | $39.83
Individual 29 $24.05 $42.63 $0.00
Income

Sales/Use 45 $17.30 $64.39 $0.00
Corporate 43 $2.40 $29.81 $0.00
Income

Gas 31 $3.32 $6.64 $0.57
Liguor/Tobacco 37 $1.31 $4.01 $0.70

Nationally, the largest single source of tax revenue for cities is the propertyBtaxontrast,
Colorado cities are more dependent on the salesstakown in the following tahfe

" Federation of Tax Administrators, U.S. CenBuseau Census of Governments 2006. The complete listing for all
states is found in the Appendix.
8 U.S. Census Bureau, Bureau of Economic Analysis
9 .
Ibid.
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National and Colorado Cities Source of Revenye00506

In fact,C o |

Source US Percent = Colorado Percent
Intergovernmental Revenue 33.9% 24.7%
Property taxes 24.7% 23.2%
Sales and gross receipts taxes 5.6% 13.1%
Other taxes 4.1% 2.1%
Current charges 14.0% 17.2%
Miscellaneous revenue 6.1% 8.5%
Utility and liquor store revenue 7.8% 8.9%
Employee retirement revenue 3.7% 2.4%
TOTAL 100.0% 100.0%
oradodbés | ocal sal es tax

Local Taxes as a Share of $1,000 Personal Incon2800506

Colorado National
Tax Rank Tax High Low
Total Taxes 13 $46.23 | $134.09 | $15.88
Sales/Use 3 $15.74 $37.10 $0.00
Property 29 $28.00 $51.15 $9.33

cof’l ection

In general, the best way to assess a state and local tax system is to combine them, as the
relationship between state and local revenues and expenditures varies widely from state to state.

When viewed on a combindmhsis, Colorado still comes across as a low tax state, ranKfhat 47

a combined 9.8 percent of personal income. By contrast, the national average is 11.6 percent:

In general, Colorado always ranks low when comparing statistics as a share of pacsonal i

as Colorado is always a top 10 personal income state.

Colorado to other states on a per capita basis, the state would not rank as low

The

State of

Col

oradoods

However, if these studies compared

rel i anc earlpthreefoweths

ncorr

of general purpose revenues. When combined with sales, use, and excise taxes, these sources

make up over 93 percent of general purpose reverilies.followingtableillustrates this break

down?

YTom D

unn,

January 24, 20Q%. 2

1 Op. Cit., Federation of Tax Administrators and U.S. Census Bureau Census of Governments.

fiHow Col orado

12 State of Colorado, Comprehensive Annual Financial Report for fiscal year ended June 30, 2008, p. 29
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State General Purpose Revenue by SowcFY 200/-08

Investment .
Income

Orther Taxes
"

_ Corporate
= Income Tax

Insurance Tax

Greater reliance orthe income ta® and a reduced liance on sales tax revendewas

particularly pronounced in Colorado during the 1980s

Colorado Sales and Income Tax as a Share of Total Revenue

Bincome Taxas %
of Total Revenue

B Sales Tax as % of

Total Revenue

% of Total General Purpose Revenue

1998-90 199708 199697 199506 1004-95 199304 1992-93 199192 1990-91 1989-90

Fiscal Year

When looking at thecompositiono f Col oradobs
collections are generally similar to national averages, although general sales taxes are somewhat

higher and selective sales taxes somewhat I6tver.

13 |bid.

revenue mi

4 Op Cit., Federation of Tax Administrators. The rankings for each State can be found in the Appendix.
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Tax Policy

There are widely diverging opinions orhat constitutes good tax policy, and in many instances,

politics and selinterest enter into the discussion. Various resources are available that look at

the issues surrounding taxation in a relatively neutral fashion. The National Conference of State
LegislatureSNCSL)has publ i shed one frequent |-Qualtgi ted I
State Revenue System. o Whil e the focus 1is on
general. Their principles aes follows®®

1. A high-quality revenue system comprises elements that are complementary, including the
finances of both state and local governments.

2. A high-quality revenue system produces revenue in a reliable manner. Reliability
involves stability, certainty and suffemcy.

3. A high-quality revenue system relies on a balanced variety of revenue sources.

4. A high-quality revenue system treats individuals equitably. Minimum requirements of an
equitable system are that it imposes similar tax burdens on people in similar
circumstances, that it minimizes regressivity, and that it minimizes taxes eindome
individuals.

5. A high-quality revenue system facilitates taxpayer compliance. It is easy to understand
and minimizes compliance costs.

6. A high-quality revenue system pronast fair, efficient and effective administration. It is
as simple as possible to administer, raises revenue efficiently, is administered
professionally, and is applied uniformly.

7. A high-quality revenue system is responsive to interstate and internatiooabreic
competition.

8. A high-quality revenue system minimizes its involvement in spending decisions and
makes any such involvement explicit.

9. A high-quality revenue system is accountable to taxpayers.

The American Institute of Certified Public Accountaf#dCPA) has published a Tax Policy
Concept Statement that outlines their guiding principles for good tax policy. In many respects, it
mirrors the NCSL principle&®

1. Equity and fairness. Similarly situated taxpayers should be taxed similarly.

2. Certainty. The tax rules should clearly specify when the tax is to be paid, how it is to be
paid, and how the amount to be paid is to be determined.

3. Convenience of Payment A tax should be due at a time or in a manner that is most
likely to be convenient for thexpayer.

4. Economy in Collection The costs to collect a tax should be kept to a minimum for both
the government and taxpayers.

5. Simplicity. The tax law should be simple so that taxpayers understand the rules and can
comply with them correctly and ina@stefficient manner.

“National Conference of St atQualty Btate ReVeaue Systeng Fourfih Editiom c i p | e
June 2001.

YAGuidinge®rbhciGpod Tax Policy: A Framework for Eval
Certified Public Accountants, 2001, p19.
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6. Neutralty. The ef fect of the tax |l aw on a taxpa)
particular transaction or whether to engage in a transaction should be kept to a minimum.

7. Economic Growth and Efficiency. The tax system shaliinot impede or reduce the
productive capacity of the economy.

8. Transparency and Visibility. Taxpayers should know that a tax exists and how and
when it is imposed upon them and others.

9. Minimum Tax Gap. A tax should be structured to minimize noncompliance

10. Appropriate Government Revenues The tax system should enable the government to
determine how much tax revenue will likely be collected and when.

It is also useful to compare print&g among groups with varyirgeneral views on tax policy.
The Tax Fandation, generally considered a conservative tax think tank, lists the following as its
ATen Principles f Sound Tax Policy: o

1. Transparency is a must
2. Be neutral

3. Maintain a broad base
4. Keep it simple
5. Stability matters
6. No retroactivity

7. Keep taxburdens low

8. Dondét inhibit trade
9. Ensure an open process

10. State and local taxes matter.

The Institute on Taxation and Economic Policy, generally considered a liberal think tank, has
published their own assessment. They identify the following as tharmuiidbcks of a sound
tax systent?

1. Maintain vertical equity (tax systems should not be regressive)

2. Maintain horizontal equity (taxpayers in similar circumstances should pay similar
amounts of tax)

3. Adequacy (raises enough funds to sustain the levs#rvices demanded by citizens)

4. Simplicity.

5. Exportability (individuals and businesses from other locations that enjoy public services
should help pay for them)

6. Neutrality (tax system should stay out of the way of economic decjsions

Finally, Robert Blad identifies the three criteria that should guide local government revenue
policy making. These fall into three broad
swpport for a sound local economy’

1. Equity (the fair distribution of both the tax loien and the benefits from public services

Y"The Tax Foundation, @Ten hpriwwdaxfpuhdatonoogf Sound Tax Pol i
8 The Institute on Taxationaric onomi ¢ Pol i cy, fATax Principleg: Buildin
YRobert L. Bl and, AA Revenue Guide for Local Gover nment
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2. Neutrality (provide the least interference by taxes in the marketplace)
3. Effective administration (take into account the cost to government to administer the tax
or cost to taxpayers to comply with the tax)

While there is some variation in the terminology, there are some clear principles that emerge
where there is close to complete agreement. These principles are:

The system should minimize interference by taxes in market decisions
The system should be reliabstable, and sufficient

The system should be simple, allow for compligracel easy administration
The system should be equitable

The system should hawa balanced variety of sources (be brbadel).

arwnE

Because Blandbdés analysis focuses specificalll
useful areas where local revenue structumay be somewhat different from Federal ¢dat®

systems. In this analysis, he reaches the following conclusions, whidhevassessed in the
revenue resmmendations®

A When in doubt, use benefits based levies

A Broadbased taxes and a flat rate are less distorting to the local economy

Consumption and incorfigased taxes should be assessed on potential for tmirgler
effects

Avoid imposing corporate income taxes or gross receipts taxes on business sales

Any tax on business should be widely used in the State or region

Taxes on the less mobile components of production (land, buildings, equipment) have the
least detrinental effect on markets

Eliminate nuisance taxes that have low revenue yields and high administrativerand
compliance costs

Excise taxes, especially fAsind taxes and t
least opposition

>>> D>

>\

>\

2 Op cit., Bland, p.2483.
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Reliability/Sustanability

As noted above, Colorado Springs relies primarily on the sales tax for the majority of its revenue
collections. This is not considered a best practice. As the following chart shows, Colorado is
one ofmanystates that has limited revenue divieation for its cities

Municipal Tax Authority

FICURE 1*
Municipal Tax Authority

Key:

.l Propeny + Sales + Income

i- Propeny + Salis of Incoms
= Froperty or Sabes Only

4 Insome cases, the state may not peo-
wide suthority to all municipalitiss,
For notes sheowt special circum-
stances, cases, and provisions by
state, seo Tsble | in the Appandix

Of course, the availability of a revenue sour
is important to compare the magnitude and percentage of various revenue sources. The chart
below examinesmajor General Fund revenue streams acrossdhgarable cities by revenue
generated and percentage of total General Fund revenue. While some of these cities perform
county functions that complicate the comparisons, the findings are generally instrémtive

Col or ad orevenpe streargss 6
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General Fund Tax Revenue Structuré FY2009 Budget

Prope a g a a e e
Colorado Springs | 22,229,444 14.7%| 125,375,987 82.9% 0.0% 0.0% 275,450 0.2% 3,288,701
Aurora 26,326,688 13.3%]| 155,262,596 78.7% 0.0% 0.0% - 0.0%]| 15,753,730
Denver 64,752,000 10.9%)] 448,729,000 75.6% 0.0% 0.0% 0.0%| 79,852,000
Fort Collins 15,609,356 20.1%| 59,687,220 76.8% 0.0% 0.0% 0.0% 2,456,240
Westminster 4,374,017 6.3%| 59,709,449 86.6% 0.0% 0.0% 0.0% 4,865,305
Albuquerque - 0.0%]| 319,535,000 81.4% 0.0% 0.0% 0.0%| 72,970,000
Austin 209,059,390 55.6%| 160,847,722 42.8% - 0.0% - 0.0% 0.0% 6,085,000
Kansas City 53,298,000 13.7%| 26,700,000 6.9%| 206,500,000 53.1%]| 102,059,977 26.2% 0.0% 500,000
Oklahoma City - 0.0%]| 212,834,171 95.4% - 0.0% - 0.0% 0.0%| 10,180,639
Portland 179,974,860 91.8% - 0.0% 0.0% 0.0% - 0.0%| 16,079,911
Omaha 62,450,000 26.9%]| 128,087,500 55.2% 0.0% 0.0%| 32,655,095 14.1% 9,020,000

The data shows property tax revenu€olorado Spring$o be a smaller portion of overall General Fund revenue than the majority of
the nonColoradocomparable jurisdictionthat levy a property taxColorado Springss most reliant orthe sales and use tax like its
Colorado comparable cities, and those caraple cities that do not levy a property tax.

General Fund Tax Revenue per Capita FY2009 Budget

Colorado
Springs Aurora Denver Fort Collins Westminster Albuquerque Austin Kansas City ~ Oklahoma City Portland
Tax
Revenue 402 633 1,008 581 649 757 506 864 408 356 547
Per Capita

Col or ad otax®epenue pey capita is tkecondowestamong the comparable cities
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Equity

In general, it is accepted that tax fairness is a goal of a high performing revenue structure. While
there are various interpretations, it is often expressed in terms of horiandtakrtical equity:
horizontal equity refers to the tax treatment of persons or businesses in comparable
circumstances, while vertical equity refers to how the tax burden varies among taxpayers in
different circumstances (often by income for personsype f activity for businesses)The
following chart shows that as a percentage of total incomeptaktax burden for a family of

three is heaviest upon the highest income brackétsvever,sales tax and property tax burdens

are heaviest upon thewest income groups.

Colorado Springs Estimated Burden of Major Taxes Family of Three Income Level

Income Level $25,000 $50,000 $75,000 $100,000 $150,000
Sales Tax $824 $1,148 $1,574 $2,488 $2,488
Property Tax $744 $774 $950 $1,147 $1,810
Income Tax $3,038 $6,323 $11,774 $18,362 $31,299
Auto Taxes $281 $323 $600 $786 $907

Total Tax Burden $5,375.74 $8,243.99 $14,473.33  $21,869.50 $36,504.23

Tax Burden as % of Income 19.55% 17.14% 19.86% 22.78% 24.34%

Tax Rate Comparisons
Another method to assess the tax burden between jurisdictions is to compare common tax rates.
The following chardetails the major tax rates each of the comparable cities:

Comparison of Municipal Tax Rates

Aurora 10.876 3.75%
Denver” 27.119 3.62%
Fort Collins 9.797 3.00%
Westminster® 3.650 3.85%
Albuquerque® 10.946 1.75%
Austin® 4.012 1.00%
Kansas City 1.463 2.38%
Oklahoma City” 15.950 3.875%
Portland® 6.755 None

Omaha’ 4.339 1.50%
Colorado Springs® 4.944 2.50%
Colorado Cities Average (excluding Denver) 8.108 3.53%
Non-Colorado Cities Average 7.244 2.10%

*Excludes RTD 1.0%, Cultural and Scientific Facilities 0.1%, and Metro Football Stadium District 0.1% Sales Tax Rates

Denver's Property Tax millage is the eityunty combined rate

SProperty Tax millage is the City portion of the Property Tax. Total levied Property Tax will vary by Levy Code Areasaedsschand collected at the
County level. Sales Tax excludes S¥ate portiorin which 1.225% of the taxable gross receipts within a municipality is distributed to the municipality
“Excludes State Sales Tax of 6.25% and 1% for the Capital Metropolitan Transportation Authority

%15.95 mills is the City portion of tHeroperty Tax. Total levied Property Tax will vary by Levy Code Area and is assessed and collected at the Coul

Sales Tax excludes State Sales Tax of 4.5% State Sales Tax ] ] )
®Property Tax millage is the City portion of the Property Tax. TotaldeRimperty Tax will vary by Levy Code Area and is assessed and collected at ti

County level
"Excludes 5.5% State portion

8Excludes PPRTA 1.0% Sales Tax rate
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The average property tax millage for all municipalities is 9.380 and 8.108 for all Colot@ado
(excluding Denver), compared wenhve€Cdlkormido aj
significantly higher than the other comparable municipalities because the property tax millage
reflects the joint city/county rateFor comparable cities in coties that levy and collect taxes

for local governments Oklahoma City, Portland, and Albuquerquie total combined property

tax millage, including the portion for the school district, county, library, utility, and / or hospital,

will vary depending whe taxpayers live.

Al most al | of C-ofistatecantparabl& pities appyssome sarttof lodging or
hotel / motel tax as well as an auto rental tar. séveratities the auto rentalaix is in the form

of a dollar value surchargerhefollowing tables show the lodging or hotel/motel tax, as well as
the auto rental tax for comparable cities. Of note, these rates reflectyh@fion of each of
the taxes

City Lodging or Hotel/Motel Tax Auto Rental Tax
Aurora 8.00% 3.75%
Denver 10.75% 7.25%
Fort Collins™ 3.00% None
Westminster 7.00% 3.85%
Colorado Springs 2.00% 1.00%
Average 7.19% 3.71%

Fort Collins does not have an Auto Rental Tax. Auto Rental Tax is the City portion of the Sales Tax rate for Fort Collins

City Lodging or Hotel/Motel Tax Auto Rental Tax
Albuquerque 5.00% 5.00%
Austin® 9.00% 5.00%
Kansas City” 7.50% $4.00
Oklahoma City” 5.50% None
Portland® 6.00% None
Omaha 4,00% $6.00
Santa Fe’ 7.00% None
Salt Lake City® 11.55% 16.30%
Boise’ 7.00% None
San Francisco™ 14.00% 8.50%
Minneapolis 3.00% 6.50%
Tulsa 5.00% 6.00%
Wichita 6.00% None
St. Louis™™ 7.25% 7.74%
Nashville™ 6.00% 2.00%
Colorado Springs 2.00% 1.00%
Average 6.92% 4.39%

“There is an additional $2 per day per vehatiarge on Auto Rentals

3Lodging Tax excludes 6% State portion

“There is an additional $1.50 per day charge for Lodging

SOklahoma City does not have an Auto Rental Tax. Auto Rental Tax is the City portion of the Sales Tax rate for Oklahoma City
SLodging Tax excludes 5.5% County portion

"Lodging Tax includes 4% for City and 3% for Convention Center. Auto Rental Tax is the Sales Tax
8n addition to the Auto Rental Tax, Salt Lake City has a $1.00 surcharge

®Lodging Tax includes 2% Trav€lonvention Tax and up to 5% in Auditorium District Tax

“This is the combined City and State Tax. In addition, there is a $12.00 Transportation Fee

“This is the combined State, City, County tax

1%6% City portion, 9.25% State portion, and $2z0/litional flat tax
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The following citiesalsoapply a surcharge in addition to a tax for hotels/amdcar rentals

T Albuquerque: $2 per day charge on car rentals
I Kansas City: $1.50 per day charge for hothys

I San Francisco $12.00 transportation fee for car rentals

|
|
i Salt Lake City: $1.00 per day chargm car rentals
|
|

T Nashville: $2.00 flat chargéor hotelstays

The average lodgingax for nonColorado comparable cities is 6.92 percenwhich is

significantly high e r

percent

t han

Overall Evaluation

The

foll

owi ng

chart

Co | o rpardent TBepawveragegasito reriaxt@ob the
comparable citiegexcluding surcharges) is 4.39 percaatmpa e d

with Col

assesses t he (QGceepyred =X

policy metricsdiscussed in the previous sectioft should be noted that every tax has some
negative impact on the economy; by increasing the cost for a purchased gmodicg, taxes
change market behavior, generally resulting in a réaluat demand.

Metric

Adequacy

Characteristics

Does the revenue stream
generate enough revenue to
fund services currently
demanded by citizens?

Colorado Springs Analysis

Past revenue growth in Colorado Springs was sufficient to
fulfill at least the basic service demands, including draws from
the Fund Balance used to balance the budget in 2008 and in
2009, but the recent downturn may impede the delivery of
essential services.

Sustainability

Over the long term, is the
municipalityos
able to support projected
expenditure needs?

Colorado Springs' current revenue base and growth rates will
likely not meet sustainability goals given normal expenditure
pressures or increased needs in certain areas such as
infrastructure.

Horizontal Does the revenue structure Colorado Springs does not have a good balance of taxes
Equity provide fair treatment of similarly | which spread the tax burden across businesses, residents,
situated individuals and/or non-residents, each of whom all benefit and consume public
business taxpayers who benefit | services. The City relies upon the sales tax which primarily
from public services? affects the residents who purchase their consumer products
within Colorado Springs.
Vertical Does the revenue structure It is |l ess clear that the Cilt
Equity provide fair distribution of the equity. It is generally accepted that property and sales and
tax burden across individuals or | use tax are somewhat regressive taxes i lower income
businesses at differing income individuals tend to spend a higher percentage of their income
levels that benefit from public paying these taxes than higher income individuals.
services?
Neutrality Does the current tax policy There is |ittle evidence that

distort the market or heavily
influence economic decisions?

had a significant impact on economic decisions and job
relocations.
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Metric Characteristics Colorado Springs Analysis

Economic Is a high concentration of tax No government is immune from economic shocks. Colorado
Sensitivity | revenue subject to volatility from | Springs does not have a relatively broad tax base with heavy
economic conditions? dependence upon consumer spending for sales tax which will

track closely with the local economic cycles.

Constraints

Colorado Springs faces challengestmability to controlitsir evenu® asesa i mgsul t
State Constitution andt&utes, as well as political and regional obstacle®\ccordingly,

Colorado Springs must effectively manage within certain constraints and examine the ways in
which it can alter and modernize its revenue streams where applicable.

The lagest constraint the Citis currently faced withs its local Taxpayers Bill of Rights
(TABOR). In 1991, Colorado Springs voters endorsed TABOR and repealed the half cent
Capital ImprovementProject (CIP)sales tax that had been dedicated to capital construction
projects since . The following year, Colorado voters statewide endorsed a TABOR
amendment to the Colorado Constitution thereby creating a second TABOR law for Colorado
Springs. Since its statewide inception, there have been several successful local ballot initiatives
to spend or retain revenues above the TABOR’tap.

TABOR in Colorado Springs has two key provisions: all tax increases require voter approval and
City revenues are capped based on the previo

incorporates inflabn and local population growth.O f I mportance, I f t he
revenue collections are less than the TABOR limit fuat tyear, then the lower figudethe
actual collectordi s wused in the formula to determine

perent of City General Fund revenues count against the TABOR cap with the exception of the
Trails Open Space and Parkgpansion (TOPS)Public Safety Sales Tax (PSSBnd Pikes

Peak Regional Transit Authority (PPRT&Xes. Funds above the limit may be a@ied by the

City with voter approval.

Since TABOR was enacted in 1991, the City &aseededhe cap on nine occasions with voters
permitting the City to retain the overage on five occasions for specified capital projects. Since
2005, revenues have nexceeded the TABOR cap. The table below shows the TABOR cap
history in Colorado Spring€

Zcity of Colorado Spri ngs .cationd Depastment offthetCiyrof Chlorad® $pkings, ¢  Co m
June 2008.
2 bid.
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TABOR Cap History in Colorado Springs

Actual
Year ¥ Cap Outcome
($11lions)

1992 $2.0 Council refunded approximately 315 per household
Built Austin Bluffs/Academy intersection plus 11 other

1993 2.6 capital projects

1994 1.3 Voters rej?cted a ballot request and required refund
of approximately 32 per household

1995 3.1 ﬂfﬁgﬁ?ﬂiﬁeeﬂihmnmmMSecﬁnnphs 7 aother

1996 157 Built Woodmen Road widening plus 23 other capital
projects

1997 6.6 Built AcadermyfAirport storm sewer plus five other projects

1998 .5  Council refunded approximately 33 per household

1909 -5.8 Revenue did not reach cap

2000 Lg Voters rejected a ballet request and required refund
of approximately 32 per hounsehold

2001 -8.3  Revenue did not reach cap

2002 -7.&  Revenue did not reach cap

2003 -14.6  Revenue did not reach cap

2004 .6 Fixed Prospect Lake {combined with other funds)

2005 -3 Revenue did not reach cap

2006 -5.3  Revenue did not reach cap

2007 -10.3  Revenue did not reach cap

TABOR is complicated becauseempowers voters to limit the size of government by limiting
the growth of city revenues. However, it also permits City revenues to drop dramatically when
the local economy falters, but prevents the cap from recoveyimgkly, regardless of how
dramaic the growth in population and local economy may be.

A jurisdiction like Colorado Springs thad spending its revenue without significant waste finds
that cuts in revenue during difficult times hangpéne delivery ofessential city services. For
exanple, in the next couple of years as the recession deepens, tivelligy forced to decrease
expenditures by cutting public works, parks maintenance or community centengpssibly
public safety services. Once the local and national economy rehibwad, take years for the
city to return to the level of service it provided prior to the downturn.

ComplicatingCo |l or ado Spr i,mndightof & recessians that TABOR can slow

recovery once economic conditions improve. Because thenwevcap is based on the prior
year 6s actual revenues, t déo adowqy thamindrral figuee. aut o1
Once revenues improve, the ocapl remain at therecession level and wibe binding perhaps

resulting in the requirement of r@fund As revenues generally set expenditurég minor

incremental changes to the cap in each year will not be enough to cover the necessary
improvements in infrastructure and services that were delayed during the recession. In order to
realize theseevenues, the City must ask the voters for permission to retain it.
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Revenue Optiorfs
Policy Options Affecting Existing Revenue Base

As discussed in the long range forecast, the City should continue to pursue opportunities that will
grow its existing revenue base. Given the reliance on the sales tax, the City should pursue
strategies that grow its retail base.

As also mentioned ihe longr ange f orecast, over time, change
characteristics may reduce real City revenues. The City should wentrdevelop policies that

account forsome of these possible future losses. Attracting additionalihogimeresidents and

shopers is a logical strategy thaan be accomplished bydaesing on higkend housing and

services and amenities valued by these residents.

Tax Policy

It is important to recognize at the outset that every tax has some negative imphet on
economy. By increasing the cost for a purchased good or service, taxes change market behavior,
generally resulting in a reduction in demand. Thelted this market behavior, 6trd e ad we i gh't
l osso from taxation, mu st theegoodsaahda sewieeds thah g ai n
government delivers through use of those tax revenues.

As revenue alternatives are analyzed and considered, the economic impact of these choices
should and will be assessed. Generally, there is a preference for smallengimetechanges in

taxes as opposed to large, sweeping changes, particularly where they involve use of a new tax.
One reason for favoring incremental changes is that they are less likely to result in significant
changes in market patterns. With largerraes, there is a greater possibility that specific
businesses or industries will be negatively impacted by the market response to a particular tax.
Along the same lines, there generally is a preference for broad use of several tax methods as
opposed to ernsive use of only one or two taxes that may prove to be particularly burdensome
to specific businesses or industriés.

City revenue structures are unique to a particular community and are often driven by state and
local laws and ordinance, history, dafocal and regional issues, including competition and
intergovernmental relationships. In Colorado, they are also impacted by TABOR, which
establishes specific requirements for amounts of revenue that may be raised and approval by
voters for changes imé revenue structure.

Option 1. Increase the Sales Tax Rate

As noted previously, sales taxes are the predominant revenue generator for Colorado cities.
While notimposedto the same degree as Colorado, they have grownliration nationally as

well. Nearly 6,500 cities now levy a general sales tax, and it is seen as the primary alternative to
the property tax for diversifying the tax base, at both the state and local level. In fact, many

% The following options are in no particular order.
% Bland, Op. Cit., p.33.
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property tax relief proposals gelon increasing the rate or scope of the sales tax to offset
reductions in revenue from the property fax.

Several benefits of the tax explain its popityar First, it is collectedgenerallyin small
increments throughout the year (by contrast, progexgs are usually paid in one or two large
yearly payments). Sead, it is a tax on consumption. rdponents argue that it hasless
negative economic impact than a tax on income. While the tax is more regressive than an
income tax with multiple ratesnost state and local governments that assessathexempt
certain purchasesusually food,drugs, and sometimes clothingo reduce the regressive nature

of the tax?® Third, a significant portion of the tax is exported to mesidents of Colorado
Springs. This is appropriate, as nogsidential commuters and tourists consume city services,
including fire and police protection and have other impacts on the city, such as congestion and
road degradation. It has been suggeshat approximately halffdhe city sales tax burden is
exported, which is a significant consideration.

Every tax comes with its own set of difficult issues, and the sales tax is no exception. The sales
tax tends to move roughly in tandem witte tbusiness cyclebut it oftenfluctuates the most at

either extreme of the business cycle (growing faster during peaking periods, and declining more
during downturns). This can create difficult migear budget challenges that more stable
revenue sources, such as the property tax,tteagoid. In fact, one expert on local government
revenues suggests that, as a rule, cities and counties should keep property and sales taxes in
relative scale deriving no more than $1.00 in consumptizesed tax revenue for every $1.00 in
property taxevenue’’

The first local sales taxes were enacted in New York City in 1934 and New Orleans in 1936,
when the Great Depression put pressure on local governments to diversify their revenue
structure. California and lllinois authorized utilization of losales tax in the 1940s, and
Mississippi introduced local sales tax administered by the State in the next decade. In the 1960s,
the number of states allowing local use more than doubled, from 12%b [X&cal use of the

sales tax now tends to be concatdd in the South, Midwest, and West. There is very little
utilization of local sales tax in the East, with the exception of counties in New York State

% Most notable were the series of events in Michigan, where in 1993 approximately $7 billion of property ta
generated school operating funds were replaced by a two percent increase in the state sales and use tax. In this
instance, voters were given the option of either the increase in the sales tax or a 1.4 percent increase in the personal
income tax, and clse the sales tax. Therefore, average statewide millage rates on all property declined by 18.45, or

33 percent . See ASchool Finance Reform in Michigan Pr
Treasury, Office of Revenue and Tax Analyfiecember 2002.

% Twenty-nine states exempt food purchased for home consumption. Four other states haveéesedwax

structure and tax food at a lower rate. Probably the broadest exemptions are found in Connecticut, Massachusetts,
Minnesota, and Rode Island, which exempt all prescriptions, food purchased for home consumption, consumer
utilities, clothing, and services. See Bland, Op Cit., p1D®.

?’Bland, Op Cit., p.108.

BHoll ey Ulbrich, fiLocal Re v e nu e ff Beporte Adsidorfy Camentssion on Local
Intergovernmental Relations, September 1989, p. 3.
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Colorado is somewhat unique in that the authority to assess the tax locally is derived from home
rule powers; this is also the basis for local sales taxes in lllinois and North Bakatabama

and Arizona rely on business licensing powers as authority for the tax. In other locations, the
State enables the local government to collect the tax. In sost@nces, only one local
governing authority can collect the tax (as is the case in six states wheosititehas the sole
authority and another two where cities have the exclusive authority to collect the tax). The
following tableprovides a breakdowon local control over the tax

Breakdown of States with Local Control over Sales Tax

No Local Local Discretion Local Discretion Local

Control over Base over Rates Administration

One of the advantages of the Colorado situation is the abilitydime rule citieso controltheir

use of the tax. Whilevidespread usevould make it difficult for astate égislatureto take an
existing taxing power away from local governmemégislauresdo, on a fairly regular basis,
exempt items from the sales tax. In the case of Colorado cities, that is a local, not a state,
decision, which provides greater ability to ntain the local sales tax b@ser even expand it.
However, under the limitef TABOR, any policy options with respect to the sales tax that
ultimately result in a net revenue increase to the City are subject to an affirmative vote of the
citizens. This includes base widening policy clemngs well as rate increases.

The following table detals the rates and participation #ateswith the most extensive local use
of the sales taX’

21t should be noted that statutory cities in Colorado must use the state sales tax base with the exception that they
may choose to tax food for home consumption and home energy.
% Bland, Op Cit., p. 109.
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Municipal Sales Taxes by State

Most
frequently usec Voter Participation

State Range in Rates rate Approval (%)
Nearly all cities levy tax

Arizona 1.40-3.50 2.00 no 20
Arkansas 0.50 - 3.50 1.00 yes 90
California 1.00 1.00 no 90
Colorado 1.00 - 4.50 3.00 yes 90
lllinois 0.25-1.50 1.00 no 90
New Mexico 0.50 - 2.4375 1.4375 optional 20
Oklahoma 0.50 - 5.00 3.00 yes 90
Texas 0.50 - 2.00 1.00 yes 90
Utah 1.00 - 3.10 1.00 yes 100
Virginia 1.00 1.00 no 100
Washington 0.5.-2.10 1.00 no 100
Most cities levy tax

Alabama 1.00 - 8.00 3.00 no 75
Alaska 1.00 - 6.00 4.00 no 80
lowa 1.00 1.00 yes 74
Kansas 0.50-2.75 1.00 yes 86
Louisiana 1.00 - 3.00 1.00 yes 80
Missouri 0.50 - 2.625 1.00 yes 55
Nebraska 1.50 1.00 yes 34
North Dakota 1.00 - 2.50 1.00 yes 85
South Dakota 1.00 - 2.00 2.00 yes 68

A common local concern about the local sales tax is that it will hurt local retail sales. This issue
is more pronounced in Colorad¢here there is a variety of differing local rates, which affords
consumers the opportunity to seek out lower rates, particularly on large purchases. Previous
studies suggest that the impact is marginal where the differences in rates,gffedswhan 1
percent) but increases as the difference grdwsn ananalysis of the imposition of a 1 percent
sales tax by the City of Atlanta, the Fiscal Research Center at Georgia State University indicated
that studies found anywhere from no effect to a 7 pere#fatt from a 1 percentage point
difference in sales tax rates. They concluded that the estimates clustedt ar&upercent
reduction for a percentage point increase in tax differertfal.

Col or ad ocurtept sales tgxgale &5 percent. Given the heavy reliance on the sales tax
as a source of revenuecreasing the ratmo 3.0 percent is an obvious method for maintaining
sales tax collections in light of base erosion because of the increasing role of services and e
commerce in the local and national economy.

®John Due and John Mi keeasdelbchl StruétiuBeaahdeAsminisaatioan,t1994. n : St at
#)John Mathews, David L. Sjoquist and William J. Smith,
Policy Memorandum, 0 Fiscal Research Cent er ,Univemity,r ew You

August 11, 2004, p. 3.
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Possible Additional Revenue Generation
Current projections sugge#itat increasing the current 2.5 percent sales and use tax to 3.0
percent will generate an additional $27.0 million before adjusting for adverse effects from
consumer mobility. The following table showsthe current sales tax tes for surrounding

communites

City Sales Tax Rates

e ale olle 10 ale olle el O e
ale ere 0, ale O e R e
Colorado Springs 2.50% - 1.00% 1.00% Yes
Aurora” 3.75% - 0.25%-1.00% 0%-1.00% Yes
Canon City 2.00% - 1.50% 1.5% Yes
Castle Rock 3.60% - 1.00% 1.0% Yes
Centennial 2.50% - 0.25% 0.3% No
Denver’ 3.62% - 0.00% 0.00% Yes
Englewood 3.50% - 0.25% 0.25% Yes
Fountain 3.00% 2.00% 1.00% 1.00% No
Littleton® 3.00% - 0.25%-1.00% 0%-1.00% Yes
Monument 3.00% 2.00% 1.00% 1.00% No
Parker 3.00% - 1.00% 1.00% Yes
Pueblo 3.50% 2.00% 1.00% 1.00% Yes
Salida 2.00% None 2.00% 0.00% No
Walsenburg 3.00% 3.00% 1.00% 0.00% No
Woodland Park 3.00% - 1.00% 1.00% Yes
Average 3.03% 2.71% 0.92% 0.67% -

"Home Rule cities do not have a state collected local sales tax
purora is in Adams, Douglas, and Arapahoe counties, therefore the county sales/use taxes vary

Denver is a city/county and a selfllecting county for sales and use tax
‘Littleton is in Arapahoe, Douglas, and Jefferson counties, therefore the county sales/use taxes vary

Of course, the City rates alone are not the true point of comparison. Consumers paying sales tax
in these cities will also pay state and county sales taxes, as well as, in many instances, regional
transportation district and other special district sadets tThe better comparison includes these

taxes as well.

district ratefor cities within close proximity to Colorado Springs

The followinghap demonstrates the combineiy, county, and other special
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Combined City, County, Transportation and Other Special District Sales Tax Rate
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If the City were to increase its sales tax rat8.topercent Colorado Springsvould still havea

rate residing at the median of the local citi€@mparedwvith other municipalities neaolorado
Spri ngs, riomefth€salesytax slreayow at 2.5 percent However, the total sales
tax charged to consumers is 7.4 percghich is about the median valudlost of the research
sugeests that differences below 1.0 percarg not particularly significant. A 0.5 percent
increase would be 7.9 percasamparable to Green Mountain, Monument, and less than Manitou
Springs.

Impact on Citizens/ Businesses Developers

To the extent that the tax is levied on goods that most citizens will continue to purchase eve
with the imposition oftie tax,or for which demand is considered inelastis is a tax that will
generallybe passed on to consumers. Should consumers halt purchases in response to the
increase in the sales taot, for goods forwhich demand is coidered elasticthe seller will bear

the burden of the tax increase.

Equity
In general, the sales tax is considered to be a somewhat regressive tax, because lower income
families spend a greater portion of their income on taxable sales (utilities, glo#im).
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Colorado Springs does exemfiiod purchased for home consumptioom tax and this does
reduceits regressive nature

Reliability / Sufficiency

The sales tax is proyclical and thus subject to downturns with the economy as a wkien

that the global economig in a recession that began in December 2007, sales tax revenues will
continue to follow the overall declining economy.

Ease of Adoption/ Administration
The vehicle for collection of the tax is already in place. Eads tax rate increass subject to
an affirmative vote of the citizens Golorado Springsinder the provisiosnof TABOR.

Economic Efficiency

Any sales tax will have some deadweight loss associated with it, but the minor increase
suggested here is hard assess. The deadweight loss will increase with the decisions by
consumers to halt purchases or to make their purchases elsewhere.

Balanced or Broadbased

One of the concerns about the current sales tax is that the base is eroding and little thasebeen
to address this factAn increase in thactualrate of the taxdoes not address this concern. In
fact, it contributes to a policy that is more likely to lead to economically inefficient market
choices.

Option 2. Expand Sales Tax to Cover Services

The sales tax base as a share of personal income has been declining for*de@hdes.are
several reasons for this trend. Figgtelegislatureshave frequently exempted items from the
sales tax. In some instances, this has been done to make the tax less régfessixample,

over a period ofive years the State of lowa eliminated the sales tax on residential utilities. In
other cases, exemipns have been granted for specific items or industries. In some instances,
this has been pursued for tax policy reasons,
tax on inputs into manufacturing processes. In other cases, it has beerségessrbaolicy and

more based on the ability of certain types of businesses or industry to gain exemptions through
the political processOf course, as a home rule city, Colorado Springs is aldefineits own

sales tax base (with the exception of polgsiprohibitions within the b. or Colorado
constitutiony. While not large in number, sales tax exemptions have been adopted by City
ordinance, for example for the purchase of machinery or equipment located directly and
exclusively in the City for the anufacture of tangible personal property and purchase of aircraft
and parts by a commercial airline that maintains its headquarters within El Paso County.
Changes in the economy have also affected the sales tax®@aseof the concerns of the sales

tax, which has been previously discussed, is that consumption has been rising slower than the
growth in the purchase of servicesShe increased consumption of services as opposed to goods
has narrowed the tax badéshould also be notetiatrelativeprices have generally been falling

BWilliam F. Fox, #fAThree Characteristics of Tax Structt
State Tax Notes, August 4, 2003, p. 379.
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for goods(which are generally taxedyvhile rising faster for servicegsvhich generally are not
taxed)

Internet sales have also had an impact, although in some instances this effect may be overstated.
Even vhen consideringhe differing opinions on impact&ugene Steuerle, ddirector of the

Tax Policy Center at the Urban Institute conc
as a source of revenueod -jrisdicionatsalesbf t he inabi l

Most sales and use taxes were created at a time when most consumption was of tangible goods,
and those goods were subject to the tax. In most instances, all tangible goods are subject to the
tax unless specifically exempted. On the other hand, serti@ee grown in their prevalence

over the past 50 years, and they now are nearly two thirds of consumption in the United States as
a whole. They have generally not been subject to the sales tax unless specifically enumerated in

statute. The followingyraph reflects the growth in services as a share of consumption in the
United States over the past 50 ye&rs

National Consumption of Goods and Services
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¥AThe | mpact of Feder al Fi s ciasle sP.o | Rocuyn dotna bSitea t Rer oacnede dLioncg
of Cities Research Report on Americabds Cities, 2003, p.

% United States Department of Commerce, Bureau of Economic Analysis.
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Possible Additional Revenue Generation

Because there is little experience with taxation of sesvi@mong cities in Colorado, there is

little data to draw upon. In addition, across the nation, there is not an example of a city adopting
a broad based sales tax on services independent of all other municipalities in its region, so the
municipal cross haler effects are largely unknown. However, there is greater state experience
with taxation of various services. Some states, most notably South Dakota, New Mexico, and
Hawaii, tax services broadly. In general, states with a broad tax on services tha\a Iio

income tax. Hawaii, given its isda&d location, is a special caBecause crodsorder issues do

not exist.

Among dates, lowa has a policy of broadly applying the sales tax to services largely purchased
by consumers but not applying the taxservices that are largely paid by businesses. Thus, lowa
taxes haircuts and pool maintenarmg does not tax accounting or legal services.

There are strong arguments, both based on policy and pragmatism, for such an approach. First,
businesses, akast in the long run, are relatively mobile and, if taxes become an important
consideration, may change locations. It obviously t&@edged proposition to levy t@&x to

increase revenue if it leads to a significant relocation of businesses out ofrthreigity or state.

An argument can also be made that sales taxes on business services are more onerous on small
businesses, as larger corporations can simply emplbguse accountants or lawyers and escape

the tax. Finally, there are issues of tax taygi where a part of a process of creating a good or
service are taxed as well as the final produttat are generally viewed as less desirable in terms

of overall tax policy.

The pragmatic approach also recognizes that service prsveleeh asdoctors, lawyers,
accountantsand real estate and other professionals have significant political power. Even if the
tax were desirable, it is probably not going to make it through the political process.

Colorado Springs does tax some servigesuding:
A Gas and electric
A Bad debt collection
A Rental of personal property
A Lodging
A Amusement devices

Examples of the classes of services recommendedaxingconsideration are:
A Laundry and cleaning
Photographic studios
Beauty/barber shops

Shoe repairlsops

Funeral homes

Other personal services
Building maintenance
Automobile storage
Automobile repair and services
Electrical repair

> >

T I > I D D
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A Watch jewelry repair
A Furniture repair

A Miscellaneous repair
A Pet care and grooming
A Landscaping

A Other services

This exemptshe following services groups:

A Fire, insurance, real estate and leasing
Employment agencies

Business services

Health services

Legal services

Educational services

Social services

Professional services including realty, architects, construction, etc.
Member&ip organizations

Engineering anthanagemergervices

D D D D

By applying consumer expenditure behavior as reported by tBe Qépartment of Labor,
Bureau of Labor Statistics in the Consumer Expenditure Survey (CES) to Colorado Springs
households characterizég age and income cohorts, itastimate that applying the 2.5 percent
sales tax to personal services in the City of Colorado Springs would gemerthe range of
$21.0 million annually®*®

Impact on Citizens/ Businesses Developers

In general, the imposition of a general services tax will likely generate more revenue and perhaps
meet relatively less organized resistance when placed on services for which the consumer bears
the burden of the tax. Most often, this will be the cassdovices that represent a small portion

of the consumerds budget and ones for which
traveling to avoid the tax (services such as laundry services, video rentals, etc). In these cases,
the consumer continues pay for the good, even in light of the price increase due to the tax,
consumption levels remain fairly steady, and the tax is collected. This tax will likely be
productive without significantly affecting business activitydolorado Springs

Cases wheihe seller is forced to bear the burden of the tax are cases in which the consumer is
willing to travel or substitute to avoid the tax. These cases are generally less revenue productive

% This analysis produced an estimate of the revenue potential of extendirarahedles tax on 2 percentto

personal services. It was completed by developing a profile of Colorado Springs households by age and income
cohorts, separately, and then applying expenditure behavior as reported by the CES to those households. The
houshold cohorts were estimated by applyingth8 @ensus Bureaubs American Communi
share of households in each age and income cohort to t|
households within the City of ColoradSprings. Those cohorts of households by age and income were then
adjusted to match the cohort groups reported by the CES. Finally, the household expenditures in the appropriate
service categories were applied to the estimated number of householdsraig¢otal expenditures on services and

the 2.5percentsales tax rate was applied to complete the estimate of tax rev€here are some limitations within

this projection and the data that support it and should be viewed as a rough estimate.
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over the long term because many sellers, over time, will choosdoimate outside the City to
avoid the tax rather than allow the absorption of the tax to reduce their profits. Ultimately this
may erode the commeat base in Colorado Springand not result in significant additional
revenues for the City.

Burdens aremportant in this instance for another reason. As noted albwe, or ado Spr i r
imposition of general services taxes will be subject to a vote of its citizens. If the burden is
shown to fall on particular, wetirganized professional or citizens grougbgre will likely be a

stronger opposition to the vote

Tax Policy Evaluation

Under TABOR, Afa tax policy change directly ce
subject to an affirmative vote of the citizens of that district. Under that poyihe extension

of the sales tax to services would be subject to a vote. Since some of the other revenue options
discussed in this section will also be subject to a vote, it is imperative that the City strategically
evaluates its potential for successthe ballot box for this revenue option in relationship to the

others.

The structure of the vote on services will also be important. If the ballot language defines the
service base narrowly and with specific services enumerated, then any futurigatiodithat

results in increased revenue would require a subsequent vote. A more broadly worded ballot title
would provide the City Council with latitude to add services at a later date, but might meet with
increased citizen resistance. Given tGatorado Springsvould be the first municipalitin the

state to present to its voters a proposal for a broad based sales tax on services, the more narrowly
worded and better defined ballot language might be advisable, even though it limits future
flexibility.

Equity

As noted previously, equity is both horizontal and vertical. It can be argued that the sales tax is a
consumption tax, and there is little reason (beyond historical accident, according to one
commentatory to treat consumption of services differently from consumption of goods.
Furthermore, there is some evidence that suggests that the expansion of the sales tax to services,
particularly if the service mix includes those that are disproportionately condoynkdjher

income households, would serve to reduce slightly, or at least not exacerbate, the regressivity of
the sales ta¥®

Reliability / Sufficiency

Sales tax on services, as with sales tax in general, isyphoal and thus subject to downturns

with the economy as a whole. However, many of the consumer services subject to tax are for
common small purchases that are probably not all that éfasBecause services continue to be

Mi chael Mazerov, HfAExpanding Sales Taxation of Service
Priorities, June 2003.

% |bid.

% Elasticity refers to theesponsiveness of consumer behavior to price incre@@amandfor a product can be said

to be very inelastic if consumers will pay almost any price for the product, and very elastic if consumers will only

pay a certain price, or a narrow range of prices, for the product. Inelastic demand means a producer can raise prices
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a growing portion of overall purchases, adding tax to services shoptdve overall sufficiency
by reducing some of the base erosion.

Ease of Adoption/ Administration

At the City level, the vehicle for collection of the tax is already in place. Additionally, many
service industries such as salons currently sell prodhetsare subject to sales tax. These
industries already have systems for collection and remittance of sales tax. Other service
providers will have to establish such systems. While some education will be necessary to inform
those businesses of their ndednow collect sales tax, it should not be overly burdensolne.

will likely be important to establish an ggoing method for communicating the new need to
collect the tax, educating the eligible businesses and providing visible enforcement efforts to
engire high levels of compliance.

Economic Efficiency
Any sales tax will have some deadweight loss associated with it, but given that most of these are
fairly routine and small purchases, the reduc

Balanced orBroad-based
The extension of the sales tax to services fits with good tax policy of establishing the broadest
possible base and lowest possible rate.

Option 3. Implement aDifferential Sales Tax Rate

The State of Coloradallows home rule cities to determine their own sales tax base and rates.
Several cities have established differential rates for certain iteAmaong large cities, for
exampleDenver has a higher rate for prepared food and rental cars.

Possible Additicnal Revenue Generation

According to revenue data from the City, twzg North American Industry Classification System
(NAICS) code revenue fronprepared food subject to sales tax totaled $16.93 million in 2007,
reflecting 5.1 percent growth over the praisoyear. Assuming zero growth, it is estimated that

a one percent increase in the sales tax rate from 2.0 percent to 3.0 percent would generate
approximately 8.2 million.*® The City of Denver has a 3.5 percent general sales tax rate but
charges M percent for food and liquor for immediate consumption. It is likely that any increase

of less than D percent will not lead to significant border effects.

without much hurting dmand for its product, and elastic demand means that consumers are sensitive to the price at
which a product is sold and will not buy it if the price rises by what they consider too much.

0 Revenues from creating a differential sales tax for restauraes sare calculated using FY2007 data. Total
restaurant sales tax revenue wd$,$31,880. Using the current rate of 2.0 percent, PFM calculated the total
amount of money spent on restaurant dining, or the restaurant sales base, by di6#i8§880 by 2.0 percent.

The restaurant sales base 846594024 PFM then assumed a decrease of 1.0 percent in the base given the
increase in sales tax to 3.0 percent for restaurant sales, and calculated a new base of $838,128,083. Using this new
base, PFM apjed the new rate of 3.0 percent to calculate total restaurant sales tax revenue of $25,143,842. To find
the total new revenue generated by the differential sales tax, PFM subtracted $25,143,8426/88H880 to

identify $8,211,962 in new revenue foetlity.
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Impact on Citizens/ Businesseg Developers

Impacts of a differential sales tavould mostly bdimited to the particular business or industry
subjected to the higher rate. In general, tltBBerential tax ratesre applied to businesses or
industries with limited substitution.

Equity
It depends on its appl i c addnitoaelativelbhigh end servicePe nv e |
(restaurants and rental cars) should be reasonable.

Reliability / Sufficiency
These should have the same patterns as the general saldga#ax. given the current recession,
reliance upon any sales tax initiative will pose difficulties.

Ease of Adoption/ Administration
The vehicle for collection of the tax is already in place. Under TABOR, approval of these
differential rates would be subject to an affirmative vot€af | o r a d ocitiZepsr i ngs 6

Economic Efficiency

Any sales tax will have some deadweight loss assaCiat¢h it, but the minor increase
suggested here on differential servicsh as meals eaten out and rental, ¢éizedy will lead to
little or no behavioral change among consumers and thus little deadweight loss.

Balanced or Broadbased
One of the corerns about the current sales tax is that the base is eroding and little has been done
to address this fact. An increase in the rate for specific items does not address this concern.

Option 4. Increasethe Lodging and Auto Rental Tax

Excise taxes are les on specific products or services at rates that are specific to each particular
product or service. Cities in 48 states levy excise taxa@dy Connecticut and New Hampshire
report no reliancen these taxesAs with general sales taxes, Coloradansexception in that

the power to levy the taly home rule citieslerives from home rule powers (lllinois is another
exception). In most states, the state legislature has to enact enabling legislation for the tax to be
collected.

Among excise taxes, thmost widely used are benefibgsed taxes, which seek to recover a

portion of the cost of public services from those who benefit from it. These include gross
receipts taxes on utilities and hotemo t e | | odger 6s taxes (which v
gener al and specific sales tax i1 ssues). Ot her
part, (at least in theory) to discourage consumption of certain types of goods, such as cigarettes
and alcohol; and privilege taxes, which are levied to tgitas privilege of conducting a certain

type of business or transactio@olorado Springh as a | o thg fellovingtakiedetails
municipal governmentoés utilization of various

“! Bland, Op Cit., p. 125; Note that in Colorado motor fuel and alcoholic beverages taxes are state collected and
locally shared. There is a local option to impose a cigarette tax, but the City would forfeit its state share while its
retailers wold still be legally liable to collect and remit it.
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Utilization of Excise Taxes, FY2002

Type of Excise Tax Percentage of Total = Number of States Where
Excise Tax Revenue  Municipalities Levy Tax
Public Utilities 61.6% 40
Hotel/Motel Occupancy 15.0% 37
Restaurant 4.0% 14
Motor Fuels 2.2% 9
Alcoholic Beverages 1.7% 8
Tobacco Products 0.9% 19
Other 14.6% n/a

Total Revenue (in millions) $13,964.85

Public utility excise fees are by far the largest category. Most states give cities the authority to
regulate the use of their streets and highways, and cities impose a gross receiptsiliigoto
compensate for the wutilityés use of the city
set as a percentage of gross receipts, but in other instances, they are negotiated as a fixed fee.
For cities in the 40 states where thgem are levied, the revenue averages about 26 cents for
every $1.00 in property taxes collected in 2001. In three states (Arkansas, Missouri and
Oklahoma) these taxes raise nearly as much as the property tax, and in another 10, it raises at
least onethird of the revenues generated by the property*taxBy contrast,the average
Coloradolocal government raises just 1.83 percent of the revenues generated through utility
excise taxe§®

The Lodging and Auto Rental Taxes (LAR@&)e used locally and nationall In particular, the

lodging tx, which is often called the hotél motel tax, is authorized for use bychl
governments in 44 states; it is estimated that more than 90 percent of the largest U.S. cities now
levy the taxt* The auto rental tax which th@ity levies is fairly common as wellThis is
understandable, dbese taxesllow the city to, in essence, bill tourists and other travelers for
provision of public services from which they obtain some benefit (fire and police protection,
snow removalstreet maintenance, etc.). Because the tax is generally ndiypaity residents,

politically it is an fAeasy sell o to the votin

Colorado Springd c ur r e nak rate i®2peraent dnd its auto rentabk is 1 percent The

Ci t y 6 sty wmbDenxer cmipged with continued development and several tourist attractions
from the Garden of the Godso P i k gendakes tRecladgingnd auto rentalaxes useful
sourca of revenue for the City.

“2 Bland, Op Cit., p. 127. The ten states are Arizona, California, Florida, lllinois, Kansas, Nebraska, Nevada,
Washington, West Virginia, and Wyoming.

BUu. s. Census Bureau, i T axmdnteFindnces [ tLevel of Gavardmerlt and byl Stat8:o v e r
200506 . o Colorado | ocal governments raised $8,522,307, C
utilities.

“4Bland, Op Cit., p. 129.
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Possible Additional Revenue Generation

The current projection for FY2@is thatthe LART will generate 8.3 million. The Ci t yds
General Fund receives otfard of the total LART revenu@r $1.4 million. Thetable showshe

| odger 6 slsotparedvith the cyscounty sales tax rafer other Colorado cities

City Lodgerdés Tax Rates

City 'L odgeTadRate  Sales Tax Rate
Colorado Springs 2.00% 2.50%
Woodland Park 5.70% 3.00%
Monument 0.00% 3.00%
Calhan 0.00% 2.00%
Fountain 0.00% 3.00%
Green Mountain Falls 2.00% 3.00%
Manitou Springs 2.00% 3.90%
Victor 0.00% 3.00%
Aurora 8.00% 3.75%
Denver 10.75% 3.62%
Fort Collins 3.00% 3.00%
Westminster 7.00% 3.85%
By increasing both the | odgerdés and auto ren

respectivelytotal LART revenue wilimore than double. The City portion will increaseamput
$1.5million per year in additional revenif2

One of the adyv amtdagorentabxdsis thditley drethiddem® taxés$ room
ratesand car rental ratesre calculated prior to imposition of the égxand travel consumers are
generally more concerned with location anteaities than local tax rates.

Impact on Citizens/ Businesseg¢ Developers

L o d g and @wgo rentataxes are generally well received time general community they

seldom pay th€olorado Springsaxesand understand th#ttey aretools to export some of the
Citydbs tax burden. As |l ong as the rates do n
community are also receptive to these. Not surprisingly, members of the travel, tourism, and
hospitality industry may react negatively to any increasthey will view it as dampening

tourism and travel by increasing costs. One common method for reducing industry opposition is

to dedcate all or a portion of the revenue to marketing, tourism, or cultural and recreational

%5 PFM calculated the additional revenue by usingtheyCio s FY2009 budget &HOLIBART r eV e

Hi storically, the split between the | odgerds tax porti
for |l odgerdéds and auto rent al spendi rBg, andRHemdividen leach t he
revenue portion by its tax. For exampl e, the $3,650,
$3,650,013 by the 2.0 percent tax gives us a | odger ds
reductonh t he base for both the | odgeroés and auto rental

each of the new taxes, 4.0 percent | odgerdés tax and 3.

$8,480,335 Dividing this number byhree to find the City General Fund portion of the revenues gives us total
revenue of 8,826,778 By subtracting the original estimate of the City portion from the new calculated revenues,
PFM calculates total new revenues associated with the incretheeliART to be $,473,183
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programs, as these have the opportunity to make the City a more attractive travel and tourism
destination.

Equity

L o d g end auso rentalaxes are a small componteof the overall tax burden and tend to be

borne by business travelers. They are not considered overly regressive. There is a strong
argument that can be made for their use: those traveli@plmrado Springdor business or
vacation will use the Ciys i nfrastructure and services, i
Whil e many of these travelers wild.l al so pay
and auto rentabxesarereasonable methador ensuring that the City receives some revenue to
cover costs associated with their stay.

N

Reliability / Sufficiency
The | ocaddgaeto Gerstalaxes like other sales and excise taxa® pro-cyclical and thus
subject to downturns with the economay a whole.

Ease of Adoption/ Administration

The vehicle for collection of #setaxesis already in place, so collection and compliance should
not be unduly burdensome. To implement this incre@se,| or a d o citi@gmg mustg s 6
approve the tax increa at an election. However, since the burden of this tax will largely be
exported to nostitizens ofColorado Springsthe chance of a successful election is relatively
high.

Economic Efficiency

Any sales tax will have some deadweight loss associatda ityitbut the minor increase
suggested here, coupled with the relatively inelastic demand for hotel evaihrsar rentalby
business travelers, likely will result in little deadweight loss.

Balanced or Broadbased

This is an existing tax, so an incredasethe rate does not assist in making the system more
balanced or broallased. Given the small amount of revenue the tax raises, it probably is not a
major issue in any respect.

Option 5. Institute aWireless Phone Tax

The 2008 Census indicates that there are 309 million people in the United States; and, as of June
2008, there were 262.7 million wireless subscribehs.2007, there were an estimated 15.8
percent of wirelessnly household$ up from 7.7 percent in June 8005. Wireless revenue

also increased from $46.9 billion in June of 2000 to $143.7 billion in June 0f2008.

Traditional landlines have been subject to telecommunications taxes that cell phones have often
escaped. Cities across the country, lookorgifays to recoup the revenue lost from this decline,
have begun taxing cell phone usage as a replacement mechanism.

®CcTI A, Il nternational Association for the Wireless Te
http://www.ctia.org/advocacy/research
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Currently, cell phone service i@olorado Springss subject to the&.5 percent City sales tax.
However, unlike landines, they are ndeviedan occupation tax.

It has been suggested that the fAwatershed eve
was Pennsylvantas adopt i on calfphore tas in pPO8¥ ©thers have quickly

followed suit. In Virginia, 39 cities havapproved a tax. In California, which most extensively

applies the charges, 160 local governments have a cell phone tax. The foliawedetails

cell phone tax rates for selected cities

City Cell Phone Tax Rates

City Rate per Month

Baltimore, MD $3.50

Alexandria, VA $3.00

Los Angeles, CA 10.00%
Independence, MO* 9.08%
San Francisco, CA 7.50%
Columbia, MO* 7.00%
Eugene, OR 2.00%

* City franchise fee

Possible Additional Revenue Generation

The revenue a new tax could generate wouldcaifrse, depend upon the established rate.
Alexandrig VA, with a U.S. Censusestimated July2006 populaton of 138,327 raised
approximately $1.7 million in FY2006. It is notable that in previous years, Alexandria relied on
a 25 percent tax on local ph@service, which brought in an average of $7.50 per phone line per
month. However, the number of land lines in the city has drogigedicantly in recent years.

Portland, OR with a U.S. Censugstimated population dd41,604in July 2006 considered
establishing a 5 percent tax on revenues from wireless phones and land line services. In this
case, the Portland tax would have decreased the current land line taxes from 7 percent to the
unified rate of 5 percent. It was estimated that these changed haue added an additional $6
million in revenue for the city.

Based on household data for Colorado Springs, this would total approximately 327,171 cellular
phone subscribersThis total is probably low, as it would not include business subscribers and
those households with multiple accountslsing thisconservative 327,17humberof users
doubling the curren2.5 percent tax, based on an average bill 56 fer month, wou generate
approximately 899,720in annual revenue. At this time, it is unlikely that the additional tax
would significantly alter utilization athis service.

Impact on Citizens/ Businesseg¢ Developers

A cell phone tax will increase tax paymentstuany City residents. However, cities have found

this to be an acceptable tax because telephone calls have traditionally been subject to federal,
state, and local taxes. This aligns with the theory that an old tax is a gaofetaxconsumers

will be shaked to see a local tax added to a phone bill. Additionally, as residents experience

47 bid.
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lower landline phone charges due to reduced rates and usage, the absolute dollars of tax paid for
landline service will decline. In a sense, the cell tax would begecement tax rather than an
additional burden.

Equity

Landlines have traditionally been taxed, so taxing cellular phones is necessary for horizontal
equity. It could also be argued that a differential tax rate is acceptable, as cellular phone usage
hassome significant negative consequences, including motor vehicle accidents attributable to
cell phone use that does not exist with landlines.

Reliability / Sufficiency

The revenue associated with current charges for landlines are eroding, and thakp caaddhess

that revenue loss. Telephone usage tends to be rather inelastic, so the tax revenue will likely not
decline when the economy slows.

Ease of Adoption/ Administration

Cellular phone providers are accustomed to billing for taxes, so there should not be significant
issues associated with compliance or collection of the tax. However, under TABOR, this tax
increase would be subjecttoavote€Cod | or a d ocitiZepsr i ngs 6

Economic Efficiency

The taxes borne by cellular phone subscribers are significant. It does not appear to have
significantly dampened demand in the market to date. However, there may be a point at which
tax rates now nearly 20 percent on averadgeiill lead to a reduction in utilization. However,

the benefits of cellular phone service have so far outweighed the tax issues, and it is likely to be
the case in the future, absent the development of alternate technologies.

Balanced or Broadbased
Given tha landline tax collections are declining, this would be a method for preventing further
erosion in the tax base.

Option 6. SupporMarket Based Revenue Opportunities

Colorado Springs should implement an active and struttuviarketBased Revenue
Opportunity (MBRO) program to maximize the revergsmerating capacity of its municipal
assets. This broad term encompasses various entrepreneurial concepts, including advertising,
exclusivity arrangements, rental agreements, angbcate sponsorships.

While some MBRO opportunities, such as bus shelter advertising, are generally well established
in the municipal marketplace, other areas are still evolving. Further, such arrangements can raise
legitimate community concerns regardithg appropriateness of advertising content, aesthetics,
and excessive commercialization of public service. Consequently, the City should first establish
an MBRO policy to outline guiding principles for considering such arrangements consistent with
local community values.
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Next, within this policy framework, the City should inventory potential facilities, real estate, and
other assets with potential MBRO Revenue generation. This assessment shall include, but not be
limited to, consideration of opportures in the following categories:

A General outdoor advertisingBillboards and other outdoor signage can generate both a fixed
rental payment and/or a share of gross advertising revenues. While the precise revenue
generation potential largely depends owralkon, a single prime billboard location can
generate tens of thousands of dollars per ye8ome governments are also exploring
temporary ad banners onlgie construction site fences.

A Street furniture Advertising revenues can offset or even elimnath e cost s of f
I

furniture*® | i ncluding such amenities as bus she
trash receptacles, information kiosks, bicycle racks, and telephone pillars. In Boston, for
exampl e, t he <cityos ad kighrqualitysstreetgfurnitueevpeograne st r

includes both an annual fixed fee of $750,000 and a license royalty fee (10 percent of annual
revenues, generating $314,780 in 2003).

A Indoor advertising Advertisements may be placed in public restrooms, libraries, civic
centers, parking garages, and recreation venues. For a modestly scaled indoor advertisement,
vendors estimate that each frame can generate as much as $1,920 annually, with a
governmenteceiving 1625 percent of the revenue.

A Other miscellaneous advertising@ther advertising options being pursued by municipalities
nationally include: tax and utility bill inserts; banners on government websites; advertising
placements on the sides oflonit refuse carts as used in conjunction with automated trash
collection;ve hi cl e advertising Awrapo arrangements
poles.

A Secondary use of public real estaity facilities and/or infrastructure can generate
supplemental revenues from such options as leases for the placement of telecommunications
equipment (e.g., cepphone towers) and facility rentals for events and activities.

A Municipal marketing partnersps. A number of communities have developed corporate
sponsorship programs, often in a blended arrangement involving commodity delivery,
promotions, and discount&or example:

A Oakland, CA Named Cocd&Cola its official soft drink, giving it exclusiveghts in city
buildings and parks.

A San Diego, CA Corporate partnership program has netted $5 million over the past
several years, resulting ia revenue to expense ratio of 22*1 Corporate partners,
including Pepsi, Verizon, and General Motors, havepald for the right to be the

®HAStreet furnitured is the ter mi neostreetgoape bush as kidsks,sbusc al ¢
shelters, benches, and trash/recycling receptacles.
““The fiexpenseod referred to in this ratio is e amount

t h
that for every $1 spent, theyoO6ve generated $22 in MBRO
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Aexcl usiveo provider of their respecti ve

A Huntington Beach, CA Realizes $3 million in annual benefit from corporate partners
including CocaCola, Chevrolet, Simple Green, and Yamaha.

A Miami, FL: Purina sponsored construction of tw
marketing campaign in exchange for promotion rights and a waiver of fees for park
events.

A Austin, TX: Austin has recently committed to exploring MBRO options and is
consideing which types of assets and services should be involved in a future program.

MBROs are popular because they provide revenues that are not raised vidiiaweser, sme

citizens find the use of city space for advertising to be inappropfidte.Cityd s own el ect ed
appointed leadership must exercise judgment to determine which of the multiple MBRO
alternatives available would be most consi st e
standards. While a relatively small source of income, MBR@=ee a tool for continuing to

diversify the revenue stream with incremental steps away from the heavy reliance on the sales
tax.

Recentl vy, Colorado Springso6 City Council appr
Network, Inc., a San Francistase marketing firm, to find corporate sponsors for some City
property. "Marketing firms indicate a city this size might generate $1.5 million in the first year,"

Paul Butcher Direct of Parks, Recreation, and Cultural Services said of the city of 360M00. A
revenue could top $5 million in subsequent years, he said. The Active Network, Inc. sealed its

first city-corporate sponsorship deal with Huntington Beach, California, in 1999. Nissan now
sponsors that city's lifeguard rescue vehicles. Another cleandale, California, worked out a

deal with Viacom to sponsor city bus shelt®rs.

Equity
As a revenue source, there really arendt i ssu
the City providing its imprimatur to the businesses, productsreices that are advertised.

Reliability / Sufficiency
Experience is limited, but cities with active MBRO programs have enjoyed steady revenue
streams from their programs.

Ease of Adoption/ Administration

The City will need to support the opportunitig®vided to them by the consultants awarded the
contract to explore these options in Colorado Sprinigsgeneral, cities that have pursued this
action have required 128 months to begin generating revenues.

Al ysi a Potoado rSpriags joinsficities seeking to raise revenue eotiporate sponsorships The
Chicago  Tribune, January 14, 2009. www.chicagotribune.com/business/saismeltdowncity-
sponsorships,0,1314811.story
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