Revenue Ballot Items - 2008

Questions and Answers 

The city has placed two revenue ballot issues on the November 2008 ballot.  The following questions and answers may be of interest to those with questions about the two items: 

· Section I covers the proposed renewal of the .38% sales and use tax,
· Section II covers the proposal to remove the restrictions imposed on some city property tax revenues under the Taxpayer Bill of Rights (TABOR),
· Section III covers other information that may be of interest to voters either against or for the measures.
I. Renewal of the .38% sales and use tax
A. One of the ballot issues is the renewal of the current .38% sales and use tax that expires December 31, 2011. What is it used for? 

The tax was passed by the voters in November of 1988. The primary purpose of the tax in its early years was to fund debt payments for the library capital construction program.  The ballot language stated that amounts collected in excess of the debt payments could be used for any General Fund purpose. Over time, the amount over the debt payments for the library became a smaller component of the tax generated by the tax.  During 2008, approximately $9.7 million will be collected from the .38 percent sales and use tax. Of this total amount, approximately $1.1 million is used each year to make the annual debt payments on the remaining library debt.  The last payment on the debt will be made in 2011 prior to the expiration of the tax.

As the amount in excess of the debt payments increased over the years, the excess has been an unrestricted non-earmarked revenue source for all ongoing general programs/services of the city.  At the current time, this is $8.6 million annually.  Examples of these services are police and fire, parks maintenance and recreation, facilities maintenance and repair, library, planning, housing/human service, and general administration of the city.

B. What is the General Fund? 

In local government accounting, budgeting, and financial reporting, operations that collect their own revenues must be reported separately. When this occurs, this separate accounting and budgeting process is called a fund.  There are two specific situations where the operating revenues and associated expenses are uniquely accounted for in their own funds. Utility revenues such as water, sewer, and storm drainage/flood control fees are called enterprises and are accounted for as enterprise funds which are very similar to private business accounting.  

Other funds must be created when voters pass a dedicated tax and earmark it for items stated on the ballot.  These are called special revenue funds. Some of the special revenue funds in the city are: the .88% sales and use tax passed by the voters for Open Space and Mountain Parks, the .25% sales tax for Parks and Recreation, the .60% for Transportation.  The latter two taxes also receive other types of revenues that are accounted for in similar ways. Of the amount that goes to Open Space and Mountain parks, 40% is permanent and, for transportation, the .60% is permanent.  Both were passed by the voters of the city of Boulder in 1967.
Any program or service offered by the city that does not have a specifically dedicated tax or fee will be accounted for in the General Fund. The General Fund also subsidizes all other funds that do not receive adequate revenues from the dedicated taxes they receive.  Parks and recreation, housing and human services, and the library are examples of services that receive funding from the General Fund. 

C. Does the General Fund have any dedicated sales and use taxes that do not expire?  


Yes. The 1.00% that was passed by the voters in the 1964 does not expire.  

D. What is the break down of the current 3.41% that is charged as city sales and use tax?
Sales and use tax represents 39% of the city’s total revenue.  Sales tax is a transaction tax levied upon all sales, purchases, and leases of tangible personal property and taxable services sold or leased by persons engaged in business in the city and is collected by the vendor or lessor and remitted to the city.  The 2008 sales and use tax rate consists of several components.  The following is a list of the specific funds that have sales tax as a component of their revenue.

Fund
Rate
Start Date
Expiration Date

General 
1.00%
1/1/1964
None

General 
0.38%
1/1/1988
12/31/2011

General (designated)
0.15%
1/1/1993
12/31/2012

*General
0.15%
1/1/2005
12/31/2024

Open Space
0.40%
1/1/1967
None

Open Space
0.33%
1/1/1990
12/31/2018

Open Space
0.15%
1/1/2004
12/31/2019

Transportation 
0.60%
1/1/1967
None

Parks 
0.25%
1/1/1996
12/31/2015


Total for 2008
3.41%

* Prior to 2005 this tax was designated for public safety purposes.  It was changed by the voters in 2004.
E. Why is this .38% being put on the ballot as a request to make it a permanent tax?  

On January 15, 2008 the Blue Ribbon Commission (BRC) on Revenue Stabilization (information about the Commission can be found in section III) presented their report to the City Council.  The BRC projected revenue and expenditures for nine city of Boulder funds from 2006 through 2030.  This analysis indicated that Boulder’s revenues are expected to grow at 3% a year over this planning horizon while expenditures will grow at 4%.  The one percent difference each year, projected over 24 years, results in a $90 million shortfall assuming all General Fund-related sales taxes are renewed during this period.  If the taxes are not renewed the estimation is the gap will be $135 million.
The BRC found that the principle reasons for the growth differential is the decreasing productivity of sales tax revenue and the above average inflation rate of government inputs.  Specifically, the BRC found that sales tax productivity will continue to decrease due to a flat inflation rate associated with durable goods, durable goods diminishing as a percentage of personal consumption, changing demographics leading to fewer purchases of sales tax eligible products, and continuing increases in e-commerce.  Conversely, the cost of municipal inputs will outpace revenue growth due to inflation rates associated with energy (to operate offices, recreation centers, libraries and fleets), building materials (oil for streets, cement for sidewalks), and personnel (salaries, pensions, health care).  These diverging trend lines result in the expanding gap.  

The BRC has identified the renewal of existing sales taxes as the top priority for revenue stabilization in Boulder.  There are six sales taxes set to expire during this planning horizon that account for 41% of the city’s sales tax rate.  Combined, this would be a loss of $36 million dollars a year in 2008 dollars; to put this amount in perspective, this equates to more than the entire fire, housing and human services and library budgets combined.  Of most pressing concern is the expiration of the 0.38% General Fund sales tax in 2011 and a second General Fund sales tax in the amount of 0.15% in 2012.  The General Fund pays for core services such as public safety and administration, but also provides very significant transfers to parks & recreation, library, housing & human services, code enforcement, and other programs with no dedicated funding source. 

F. What is the financial significance of this tax?

If the .38% sales and use tax renewal is approved by the voters, it would not generate any new or incremental revenue for the General Fund.  It would continue current revenues for the General Fund and funds subsidized by the General Fund after Dec.31, 2011.  

Currently, 11.3% of the funds collected from the .38% sales tax are used to pay debt on bonds issued for the library.  This means that of the projected $9.7 million collected in 2008, approximately $1.1 million is used to make the annual debt payments. The last payment on the debt will be made in 2011 prior to the expiration of the tax.  

If the voters decide not to extend the .38% sales and use tax it will require the elimination of nearly $10 million dollars in General Fund expenditures and support for other city funds.  If applied across the board, this would represent approximately 10% of the General Fund operating budgets for programs such as police, fire, parks and recreation, facilities, library services, planning services, housing/human services, and support services such as finance, human resources, information technology, and administration. This would be in addition to the $13.2 million in General Fund expenditures that were eliminated from 2001 through 2005 that have not been reinstated due to a lack of revenue.  Due to the size of the reduction, the elimination process will need to occur over a three year period starting in 2009 when the 2010 budget will be prepared.
G. How much is .38% sales tax on a purchase?

For each $100 spent on a taxable item, it is 38 cents. 

II. Removal of the remaining restriction on property tax under the Taxpayer Bill of Rights (TABOR) 
A. What are the TABOR restrictions on property tax?
In previous ballot issue measures, Boulder has eliminated the restrictions on all other revenues as well as 2.0 mills of property tax dedicated to public safety services.  The total city mills on property tax are 11.981. In the proposed ballot language the TABOR restrictions would eliminate the current 2.780 mill levy credit over a six-year period.

The unit used to calculate property tax revenue is the mill.  A mill for property tax purposes is one-tenth of a cent. For example, based on a tax rate of 1.000 mill per dollar of assessed valuation, a property with an assessed value of $100,000 would be taxed $100 (or 0.001 times $100,000).


The assessed value is controlled by state law and the Colorado Constitution.

· For residential units, the market value of a piece of property is determined by the county assessor’s office and state law requires that the assessed value will be 7.96 percent of the market value.  Thus, to have an assessed value of $100,000, the market value of the house would be $1,256,280. (100,000/7.96%)
· For businesses, the assessed value will be 28 percent of the market value.  Thus to have an assessed value of $100,000, the market value of the business would be $357,143. (100,000/28%)
TABOR restricts the amount of revenue that the city may retain. The only way to remove the restriction is by a vote of the registered voters of the city of Boulder (commonly called “de-Brucing”).  When the revenues have not been “de-Bruced” and the city collects more property tax than would be allowed, it uses a credit against next year’s taxes in order to return the excess revenues.  If this proposal is approved by the voters, the credit would be phased out and eliminated by phasing it out over a six year period.

The following is a narrative of what occurs with the portion of the property tax that is still restricted by TABOR. 
1. TABOR states how much revenue the city can keep each year, and if the city collects more than this amount, it has to be given back. Therefore, each year the question must be answered about how much revenue the city can keep due to the remaining TABOR restriction on some of the property tax.

2. The current mill levy assessed by the city of Boulder is 11.981 mills. This is called the total mill levy of the city.  

3. Of the 11.981 total mill levy, the voters have previously approved removing the TABOR limits on the 2.000 mills dedicated to public safety. The remaining balance is 9.981 mills.

4. Based on TABOR, passed in 1992 by the voters of Colorado, the calculation concludes that the city may only keep the revenue that 7.201 mills will generate in 2008.  

5. This means that for 2008, the city had to return revenues that are equal of 2.780 mills.  Therefore, this amount of mill levy shows as a credit on each property tax bill that goes to a city resident or business. 

6. This ballot proposal would allow the city to retain the 2.780 mills instead of returning it by making credits against future revenues.

The following summarizes the mill levy credit:


Actual mill levy assessed by the city of Boulder:


11.981


Public Safety mill levy that is not TABOR restricted


( 2.000)


Balance that is restricted by TABOR




  9.981


Mill levy limit due to current TABOR restrictions


( 7.201)

Mill levy credit amount





   2.780

This ballot issue, if approved by the voters, would eliminate the restriction on the remaining annual mill levy of the city that is currently in place under TABOR.  This elimination of restrictions is also referred to as “de-Brucing” after Douglas Bruce, an author of TABOR.
B. How can this tax change be stated in the ballot language as not increasing taxes?

Because the revenue can be collected by the city and then credited back, this type of de-Brucing has been held by the Colorado Supreme Court to be a change in tax policy that is made without increasing taxes.  While this means the ballot language can state there is no increase in taxes, the city would receive additional revenue each year and the taxpayer’s property tax would increase by the amounts covered below.
C. Will the total credit be eliminated in one year?
No.  The Blue Ribbon Commission recommended that the elimination of the credit be spread over several years.  The City Council proposes in the ballot issue that the credit will be eliminated and phased in over six years.

D. How much of my total property tax bill goes to the city? 

Approximately 13% of the property taxpayer’s total tax bill goes to the city.  The majority of the property tax bill goes to the county and school district.

E. If the remaining restrictions are removed what is the impact to the taxpayer?
If this item is passed by the taxpayer, it would create new incremental revenue over current levels.  If approved by voters, the increase would be phased in over a six year period.  Table 1 below uses the six year phase-in approach.  This approach was recommended in order to spread out the financial impact for residents and businesses and to provide an annual source of additional funding to help close the funding gap identified in the Blue Ribbon Commission (BRC) report. The current credit that is being considered for proposed elimination is 2.780 mills. The six year phase-in proposal would reduce this credit by five-tenths of a mill each year until the credit is eliminated.

Table 1 below can be used as a generic calculator to determine the estimated financial impact on property tax increases for residential property.  The table shows the estimated impact per $100,000 of market value each year and is cumulative. In this example, at the end of the six year phase-in period, the homeowner would pay a total of $22.20 more per year in property tax for each $100,000 of market valuation. This table can be used to estimate the increase on any value of a home.  As an example, the increased amount of property tax on a home with a market value of $1 million dollars (assessed at $79,600) would be an increase of 10 times the $3.99 or $39.90 per year.  The total cumulative increase on the $1 million home would be 10 times $22.20 or $222.00 annually at the end of the phase-in period.
Table 1

	Year
	Mill Levy Credit Reduction
	Estimated Increased Revenues from De-Brucing Property Tax
	Annual cost increase per home at $100,000 of market  value
	Cumulative Impact

	2009
	0.50
	
$1,205,036
	$3.99
	
$  3.99

	2010
	0.50
	
$1,205,036
	$3.99
	
$  7.98

	2011
	0.50
	
$1,205,036
	$3.99
	
$11.97

	2012
	0.50
	
$1,205,036
	$3.99
	
$15.96

	2013
	0.50
	
$1,205,036
	$3.99
	
$19.95

	2014
	0.28
	
$   674,820
	$2.25
	
$22.20

	Total:
	2.78
	
$6,700,000
	
	


Table 2 below shows the impact on a business for each $1,000,000 of market valuation.  It is estimated to be $144.96 in the first year.  The total cumulative impact by the end of the sixth year is estimated to be $806.00.   This table can be used to estimate the increase on any value of business.  As an example, the increased amount of property tax on a business with a market value of $10 million dollars would be an increase of 10 times the $144.96 per year or $1,449.60 per year.  The total cumulative increase on the $10 million business would be 10 times $806.00, or $8,060.00 annually at the end of the phase-in period.
Table 2

	Year
	Mill Levy Credit Reduction
	Estimated Increased Revenues from De-Brucing Property Tax
	Annual cost increase for a commercial property with a market value of $1,000,000
	Cumulative Impact

	2009
	
0.50
	
$1,205,036
	
$144.96
	$144.96

	2010
	
0.50
	
$1,205,036
	
$144.96
	$289.92

	2011
	
0.50
	
$1,205,036
	
$144.96
	$434.88

	2012
	
0.50
	
$1,205,036
	
$144.96
	$579.84

	2013
	
0.50
	
$1,205,036
	
$144.96
	$724.80

	2014
	
0.28
	
$   674,820
	
$  81.20
	$806.00

	Total:
	
2.78
	
$6,700,000
	
	


The new source of revenue gained by eliminating the restrictions on the remaining property tax is one method the BRC stated could contribute to reducing the funding gap between revenues and expenditures.  The BRC recommended that if eliminating the TABOR restriction were taken to the voters, the impact should be spread out over time.  

F.
How would the new money generated by removing the remaining TABOR restriction on property tax be used? 

The table below shows by the end of the six year phase-in period how the $6.7 million in additional funding would be distributed to the General, Permanent Parks/Recreation and Library Funds based upon designated property tax amounts specified in the city charter.  In addition, a portion of the undesignated mill levy has been allocated by prior councils to support affordable housing via the Community Housing Assistance Program (CHAP) Fund.  
	Allocation of  Property Tax Revenue Resulting from Elimination of TABOR Restrictions

	Fund
	Amount
	Notes

	General Fund 
	
$ 5,340,000
	 Unrestricted 

	Library (Operations)
	
$    222,000
	 Charter restriction 

	Permanent Parks (Capital)
	
$    606,000
	 Charter restriction 

	CHAP (Affordable Housing)
	
$    534,000
	 Council designation  


As proposed in the ballot measure, which follows the recommendation of the Blue Ribbon Commission, the new General Fund revenue is not dedicated to a particular program or service.  The new revenue gained by eliminating the restrictions on the remaining property tax would be decided annually via the city’s business plan and budget process that are brought forward to the City Council during the annual budget process that is required in the City Charter.

III.
Other Information


A. What is the Blue Ribbon Commission (BRC)?
In 2001, a national recession began and directly affected the local economy.  As the local economy began to improve slightly in late 2004, the City Council felt that the volatility of sales/use tax (the primary source of funding for city services) combined with the sharp escalation in the cost of providing services was creating further instability in the city’s funding streams.  Additional factors impacting the revenues of the city were the closure of the Crossroads Mall, additional competition on the city’s boundaries and the opening of a new mall in Broomfield.  In response to these concerns, the City Council appointed a Blue Ribbon Commission (BRC) on Revenue Stabilization to examine the city’s revenue structure and to incorporate a long-range approach to addressing financial challenges. 

B. What did the Blue Ribbon Commission do?
A copy of the Blue Ribbon Commission report can be found at the following location if desired:http://www.bouldercolorado.gov/index.php?option=com_content&task=view&id=8556&Itemid=2421
C. What are the next steps for the Blue Ribbon Commission?
The second phase of the Blue Ribbon Commission work will be a review of the expenditures of the city to determine if the revenues of the city are being used effectively and efficiently.  The committee will also consider next steps in implementing the principles and policies proposed in the report made by the first Blue Ribbon Commission. This work will begin in September of 2008. 

D. What are the impacts if the ballot items are not approved by the voters?

The city will not collect the .38% sales and use tax after December 31, 2011.  
The city will continue to credit the excess amount that would be collected in property tax. 

E.
What are the impacts if the ballot items are approved by the voters? 


The city would continue to collect the .38% sales tax beyond December 31, 2011.

The city would phase out the current tax credit over a six year period.

