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INTRODUCTION

The purpose of thisreport isto assist members of the General Assembly, state personnel, and other interested
parties in understanding state funding decisions made during the 2005 Regular Session. This report provides
an overview of state general tax revenues and expenditures, comparative and historical information regarding
appropriations made during the 2005 Regular Session, and adetailed explanation of major funding changes for
each state department. The FY 2005-06 Appropriations Report includes the following five sections.

Part |: Overview of Revenues and Expenditures

This section of the report includes: (A) an overview of state Genera Fund revenues and expenditures, aswell
asadiscussion of related statutory requirements and limitations; (B) adiscussion of constitutional revenue and
spending limits; and (C) a series of charts identifying the sources of General Fund revenue and comparing the
distribution of expenditures by program and fund source over aten year period.

Part II: Summary Tables

This section consists of a series of tables that summarize FY 2005-06 appropriations and FTE authorizations
by department and funding source. Tablesin subsection B provide comparable datafor the previousthreefiscal
years.

Part I11: Appropriation Detail by Department

This section contains detailed information regarding funding for the operations of each state department and for
capital construction projects. The subsection for each department summarizes funding and FTE authorizations
for FY 2004-05 and FY 2005-06. The formeat reflects appropriations by bill and by division or program area.
Narrative sections describe mgor changes in funding from FY 2004-05 to FY 2005-06, factors affecting
departmental budgets, fund sources for each division, and division activities. This section also includes brief
summaries of bills adopted in the 2004 and 2005 Regular Sessions that contained an appropriation or
implemented a major policy change.

The footnotesto the 2005 Long Bill (S.B. 05-209) can be found at the end of each departmental sectioninthe
2005 Session Laws, or they can be accessed viathe internet at the following address:

http://www.leg.state.co.us/CL1CS2005A/cdl.nsf/Ibcontainer/sB05-209?0OpenDocument
Additional information on department activities and funding requests may aso be found in Joint Budget
Committee staff briefing, supplemental, and figure setting documents. These documents may be accessed via
the internet at the following address:
http://www.state.co.us/gov_dir/leg_dir/jbc/jbcstaffdocs.htm

Note that these documents, unlike information included in this appropriations report, reflect staff
recommendations rather than final funding decisions made by the General Assembly.
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Appendices

Thissectionincludes: (A) aglossary of termsused in thisreport; (B) descriptions of the general policieswhich
have been applied to determine funding for operations of state departments; (C) tables summarizing 2005
Session adjustments to operating and capital construction appropriations for years prior to FY 2004-05; (D) a
table summarizing appropriations from the State Education Fund; (E) atable summarizing appropriationsfrom
the Highway Users Tax Fund; and (F) a table summarizing appropriations related to the implementation of
Amendment 35 to the Colorado Constitution (which increased the tax on tobacco products).

| ndex

Finaly, this report includes an index to assist the reader in identifying the state department associated with a
particular division, service, or program.
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PART I: OVERVIEW OF REVENUES AND EXPENDITURES

A. GENERAL FUND OVERVIEW

This section provides an overview of General Fund revenues and expenditures based on Legidlative Council's
March 2005 revenue estimate. The Legidative Council March 2005 revenue estimate was used to prepare the
FY 2005-06 budget. A summary of actions taken by the General Assembly to balance the state budgetsin FY
2004-05 and FY 2005-06 is also provided. Table 1 provides an overview of General Fund revenues, spending
obligations, and ending reserves for both FY 2004-05 and FY 2005-06. Table 2 provides an overview of the
statutory General Fund appropriations limit for FY 2005-06.

Summary of Actions Taken to Balance the FY 2004-05 Budget:

Based on the March 2005 revenue estimates and JBC actions during budget preparations, there was
approximately $185.6 million General Fund in excess of the 4.0 percent statutory reserve in FY 2004-05.
Separate legislation (S.B. 05-210) appropriated $130.6 million General Fund to the Controlled Maintenance
Trust Fund (subject to the six percent limit) and transferred $55.0 million (not subject to the six percent limit)
from the General Fund to the Controlled Maintenance Trust Fund in FY 2004-05. The $185.6 million balance
inthe Controlled Maintenance Trust Fund will betransferred to the General Fund in FY 2005-06 to help support
the level of appropriations recommended for FY 2005-06.

Summary of Actions Taken to Balance the FY 2005-06 Budget:

A combination of five bills passed by the General Assembly in the 2005 session accomplished the following to
help balance the state budget:

> A total of $194.7 million cash funds will be transferred to the General Fund in FY 2005-06. This
includes $185.6 million transferred from the Controlled Maintenance Trust Fund to the Genera Fund
(S.B. 05-210). The remaining $9.1 million relates to H.B. 05-1262 and S.B. 05-211 concerning the
implementation of thetobacco tax authorized by Amendment 35 and H.B. 05-1349 concerning atransfer
of interest from the Controlled Maintenance Trust Fund.

> House Bill 05-1208 changed the method for calculating the Unemployment Insurance solvency tax for

the 2006 through 2010 calendar years. This change will reduce the TABOR refund by $50.8 millionin
FY 2005-06.
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Table 1 providesan overview of General Fund revenues, spending obligations, and ending reservesfor both FY
2004-05 and FY 2005-06.

Tablel
General Fund Overview (In Millions)
Description FY 2004-05 FY 2005-06

General Fund Available

Beginning General Fund Reserve $346.4 $237.5

Gross General Fund Revenues 6,052.9 6,445.9

Transfer to Older Coloradans Fund (1.5 (2.0)

Transfers from/(to) Other Funds 65.9 228.0

Excess Article X, Section 20 Revenues 0.0 (342.4)

Total General Fund Available $6,463.7 $6,567.0
General Fund Obligations

Capital Construction Transfer $0.0 $0.1

Rebates and Expenditures 113.6 140.7

Excess Reserveto HUTF 81.6 0.0

Excess Reserve to Capital Construction 40.8 0.0

Reimbursement for Senior Property Tax Cut 0.0 0.0

Controlled Maintenance Trust Fund Transfer 55.0 0.0

General Fund Appropriations 5,935.2 6,178.3

Total General Fund Obligations $6,226.2 $6,319.1
Ending General Fund Reserve (Available Funds L ess Obligations) $237.5 $247.9
General Fund Reserve I nformation

Statutorily Required General Fund Reserve $237.4 $247.1

General Fund Reserve in Excess of Statutory Requirement $0.1 $0.8

Beginning General Fund Reserve

These figures represent the projected total balance in the General Fund reserve at the start of the fiscal year,
based on the assumptions used for revenues and obligations. The beginning General Fund reserve is the same
asthe prior year's ending General Fund reserve. Section 24-75-201.1 (1) (d) (111), C.R.S., requires areserve
of at least four percent of General Fund appropriations and Section 24-75-201.5, C.R.S., requiresthe Governor
to take action to reduce state spending during the year if revenue estimatesindicate the reserve would fall below
two percent. House Bill 05-1330 permits the Governor to direct the executive director of the Department of
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Personnel and Administration to attempt to sell alegal interest in one or more €ligible state facilities if the
revenue estimate prepared by the Office of State Planning and Budgeting in June, September, or December of
2005 indicatesthat General Fund expendituresfor FY 2005-06 will result in the use of one-half or more of the
statutory General Fund reserve, based on appropriations then in effect.

Gross Genera Fund Revenues

Thesefiguresrepresent estimates of thetotal General Fund revenues asreflected in Legidative Council'sMarch
2005 revenue estimate. The magor components of the State's General Fund revenues are sales and use,
individual and corporate income, insurance, and cigarette taxes. Genera Fund revenues must be applied to
statutory obligations before the General Assembly can appropriate the remaining General Fund. These
obligations include rebates and expenditures and the capital construction transfer as described below.

Transfer to Older Coloradans Fund

Moneys are transferred to this fund pursuant to Section 39-26-123 (4), C.R.S.

S.B. 97-1 Transfer to Highway Fund

Senate Bill 97-1 allows 10.355 percent of thetotal salestax revenueto betransferredto the State Highway Fund
for transportation projects as long asthereis enough revenuein the General Fund to fund asix percent increase
in Genera Fund appropriationsand the four percent statutory reserve. Based on the Legidlative Council March
2005 revenue estimate, there is not sufficient General Fund revenue for transfersto occur in either FY 2004-05
or FY 2005-06.

Transfers from/(to) Other Funds

Thislineitemidentifies miscellaneoustransfersto or fromthe General Fund. The amount showninFY 2005-06
isprimarily dueto S.B. 05-210 that transfers $185.6 million from the Controlled Maintenance Trust Fund back
into the Genera Fund. Theremainder of theamount isderived fromsmaller transfers of Tobacco moneys(H.B.
05-1262 and S.B. 05-211) and interest from the Controlled Maintenance Trust Fund (H.B. 05-1349) into the
General Fund.

Excess Article X, Section 20 Revenues

Article X, Section 20 (TABOR) of the Colorado Constitution placesrestrictions on the amount of total General
Fund and cash funds that can be collected and, consequently, spent by the State. Based on the Legidative
Council'sMarch 2005 revenue estimate, the State will not meet the allowable amount of total General Fund and
cash fundsthat can be retained by the State in FY 2004-05. It is estimated that $342.4 million will need to be
returned to tax payersin FY 2005-06. Thisamount is based on the Legidative Council's March 2005 revenue
estimate of $393.8 million adjusted for changes in two special bills (H.B. 05-1208 and H.B. 05-1264) that
decrease the estimated amount of refund by $51.4 million.

Capital Construction Transfer

Section 24-75-302 (2), C.R.S,, providesfor transfers of General Fund to the Capital Construction Fund. These
transfers are exempt from the calculation of the statutory General Fund spending limit. The General Assembly
can, and has, changed the amount of the annual transfer when necessary. House Bill 04-1412 eliminated the
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required transfersin FY 2004-05 (areduction of $101.8 million) and decreased them by $100.7 million in FY
2005-06.

Rebates and Expenditures

These statutory obligationsinclude Old Age Pensions, cigarettetax rebatesto local governments, Fireand Police
Pension Payments for local governments, and Elderly Property Tax and Heating Credits. These statutory
obligations are exempt from the calculation of the statutory General Fund spending limit.

Excess Reserve to HUTF and Excess Reserve to Capital Construction

Section 24-75-218, C.R.S., provides that any General Fund reserve in excess of the four percent statutory
reserve betransferred two thirdsto the Highway Users Tax Fund and one third to the capital construction fund.
Amounts shown in this line item reflect those transfers.

Reimbursement for Senior Property Tax Cut

Inthe 2000 General Election, Colorado votersapproved aconstitutional amendment that reducesproperty taxes
for qualifying senior citizens. The property tax reductionisavailableto senior citizens 65 years of age or older.
Qualifying seniors must have owned and lived in their homes for aleast ten years. The cost of the exemption
is borne by the State rather than by local governments or other property owners. Beginning in 2003, the State
Treasurer isrequired to annually reimburse local governments by April 15 for property tax revenues lost as a
result of the exemption. However, S.B. 03-265 suspended this programfor threeyears (FY 2003-04, FY 2004-
05, and FY 2005-06). Asaresult, there will be no costs associated with this program in FY 2004-05 or FY
2005-06.

Controlled Maintenance Trust Fund Transfer

Section 24-75-302.5, C.R.S., established the Controlled Maintenance Trust Fund to help address capital upkeep
needs.

Inorder to balancethe FY 2003-04 budget, H.B. 04-1222 eliminated the transfer of $40.0 millionthat was made
in S.B. 03-242 for the cash flow reserve. This resulted in an increase to the General Fund of $41.9 million
including interest accrued on the $40.0 million. Additionally, H.B. 04-1267 eliminated the required payback
from the General Fund to the Controlled Maintenance Trust Fund of $138.2 millionin FY 2004-05 and $138.2
million in FY 2005-06.

In order to hold funds available for the FY 2005-06 budget, S.B. 05-210 appropriated $130.6 million General
Fund (subject to the statutory six percent limit) and transferred $55.0 million General Fund (not subject to the
statutory six percent limit) to the Controlled Maintenance Trust Fund in FY 2004-05 when excess moneyswere
estimated to be available. These fundsare then transferred back to the General Fund in FY 2005-06 when they
can be used to support the appropriated level of spending in that year.

Genera Fund Appropriations

These figures represent the total appropriations made in the Long Bill and in any separate bills. This amount
does not include funds appropriated for Rebates and Expenditures, which are described above and are exempt
from the calculation of the statutory General Fund spending limit.
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Ending General Fund Reserve

Thisfigure represents the amount of General Fund in reserve after the transfers and other obligations described
above have occurred. The ending General Fund reservefor onefiscal year becomesthe beginning General Fund
reserve for the next.

Statutorily Required General Fund Reserve

Section 24-75-201.1 (1) (d) (I11), C.R.S,, requires areserve of at least four percent of the total General Fund
appropriationsat the beginning of the fiscal year. If at any time during the year revenue projectionsindicate that
there would not be sufficient General Fund revenues to maintain at least half of the required four percent (i.e.,
two percent), the Governor must take steps to reduce or restrict spending pursuant to Section 24-75-201.5,
C.R.S. House Bill 05-1330 permits the Governor to direct the executive director of the Department of
Personnel and Administration to attempt to sell a legal interest in one or more eligible state facilities if the
revenue estimate prepared by the Office of State Planning and Budgeting in June, September, or December of
2005 indicates that General Fund expendituresfor FY 2005-06 will result in the use of one-half or more of the
statutory General Fund reserve, based on appropriations then in effect.

PART I - A 7 GENERAL FUND OVERVIEW



Statutory Limit on General Fund Appropriations

Section 24-75-201.1, C.R.S,, restricts the increase in state General Fund appropriations to the lesser of five
percent of state personal income or six percent over thetotal General Fund appropriations of the previous year.
The statutes also provide exemptions from the limit for thefirst year of new federal mandates, requirements of
final court orders, and voter approved increases. Sinceits passage, the lesser amount has been six percent over
the previous year's General Fund appropriations, so it is commonly called the "six percent spending limit." It
is also referred to as the Arveschoug or Arveschoug/Bird limit after the prime sponsors of the last version of
the statute, Representative Arveschoug and Senator Bird.

Table 2 showsthe FY 2004-05 General Fund appropriations base used to calculate the allowable General Fund
appropriationsin FY 2005-06. The table also showsthe General Fund appropriationsthat are exempt fromthe
limit in FY 2005-06, and the amount of General Fund appropriationsthat could be made within the limit for FY
2005-06 if revenues become available.

Table2
Section 24-75-201.1, C.R.S,, Statutory AppropriationsLimit (In Millions)
FY 2004-05 General Fund Appropriations Base $5,935.2
Multiplied by: Allowable Growth of Six Percent 1.06
FY 2005-06 General Fund Appropriations Limit $6,291.3
FY 2005-06 General Fund Appropriations $6,233.9
Less: General Fund Appropriations Exempt from Statutory Limitation (55.6)
FY 2005-06 General Fund Appropriations Subject to Limit $6,178.3
Over/(Under) FY 2005-06 Genera Fund Limit ($113.0
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B. ARTICLE X, SECTION 20 (TABOR) OVERVIEW

Description of TABOR

In addition to the General Fund appropriation limitationsimposed by Section 24-75-201.1, C.R.S., Article X,
Section 20 of the Colorado Constitution (TABOR) placesrestrictions on the amount of total General Fund and
cash fundsthat can be collected and, consequently, spent by the State. This section providesinformation about
this constitutional revenue and spending limit.

The provisions of Article X, Section 20 have severa key points affecting the state budget:

. Fiscal year spending is defined as expenditures or reserve increases. In other words, all revenues
received by the State that are not specifically exempt are considered "spending”;
. The change in fiscal year spending for the next year is restricted to the change in inflation plus the

percentage changein state populationinthe prior calendar year, adjusted for revenue changes approved
by the voters after 1991,

. Prior to July 1, 2003, any revenues received in excess of the alowable change in fiscal year spending
must be refunded in the next year unless the voters approve the State keeping the excess,
. After July 1, 2003, any revenues received in excess of the allowable change in fiscal year spending must

berefunded inthe current fiscal year unlessthe votersapprovethe State keeping the excess (S.B. 03-222
and H.B. 03-1238 addressed thisissue); and

. The base for calculating the allowable growth is the lesser of either actual revenues or the allowable
limit.

In order to comply with the limits contained in Article X, Section 20, several calculations are necessary.
Because this provision makes no distinction between General Fund and cash funds collected by the state, it is
necessary to make forecasts of all the separate cash funds as well as the General Fund. The estimated totals of
the General Fund and cash funds are then increased by the estimated changes in inflation and population to
project the allowable increase in fiscal year spending.

Asaresult of the 2000 Census, it was discovered that actual population growth in the State was under-counted
in prior years, resulting in over-refunds of state revenues. House Bill 02-1310 allowsthe state to recoup state
revenues lost due to over-refunds resulting from the underestimates of population growth. The hill establishes
a process which allows the adjustment of population every decade to match the federal census. This process
alows the adjustment to occur over more than one fiscal year when the actual amount of state fiscal year
spending for the first fiscal year in which such an adjustment can be made is insufficient to allow the state to
recoup thefull amount of all over-refunds. Therefore, Legidative Council'sMarch 2005 revenue estimate makes
adjustments to the calculation of the alowable increase of revenues that the State may retain in FY 2004-05.

Referred Measures regarding TABOR

During the 2005 Session, the General Assembly passed legidation referring two measuresto thevotersregarding
TABOR. Thefollowing excerpts from the Digest of Bills prepared by Legidative Legal Services describe the
bills associated with the referred measures:

H.B. 05-1194 (Referendum C): Refersto the registered electors of the State at the November 2005 election
ameasure that would authorize the State to retain and spend moneys in excess of the constitutional limitation
on state fiscal year spending as follows:
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® For the 2005-06 fiscal year through 2009-10 fiscal year, authorizesthe State to retain and spend all
state revenues in excess of the limitation on state fiscal year spending; and

® For the fiscal year 2010-11 and each succeeding year, authorizes the State to retain and spend all
state revenues in excess of the limitation on state fiscal year spending, but less than the excess state
revenues cap for the given fiscal year.

Within the State General Fund, establishes the General Fund exempt account, which consists of an amount of
moneys equal to the amount of state revenues in excess of the limitation on state fiscal year spending that the
Stateretainsfor agiven fiscal year. Establishesthat moneysin the account shall be appropriated or transferred
for the following purposes.

e To fund hedlth care;

e To fund education, including any capital construction projects related thereto;

e To fund retirement plans for firefighters and police officers, so long as the General Assembly
determines that such funding is necessary; and

® To pay for strategic transportation projects included in the department of transportation's strategic
transportation project investment program.

Clarifiesthat the statutory limitation on General Fund appropriations, and the exceptions or exclusions thereto,
shall apply to the moneys in the General Fund exempt account.

Defines "education”, "excess state revenues cap”, and "state revenues’.

Requires the Director of Research of the Legidative Council to prepare an excess state revenues legidative
report that includes the amount of excess state revenues that the State retained and a description of how the
excess state revenues were expended.

H.B. 05-1333 and H.J.R. 05-1057 (Referendum D): Creates the Critical Needs Financing Corporation
(Corporation) as an independent public body politic and corporate. Specifies that the governing body of the
Corporation is a board consisting of the Director of the Office of State Planning and Budgeting, the State
Controller, the State Treasurer, amember of the Joint Budget Committee of the General Assembly selected by
the members of the Committee, and the Chair of the Capital Development Committee of the General Assembly.
Allows aboard member to designate an official or employee of the member's agency or committee to represent
the member on the Board. Allows board members reimbursement for actual expenses but no other
compensation. Specifies the general powers and duties of the Corporation.

Contingent upon the approval by the voters of the State of H.B. 05-1194, which if approved will allow the State
to retain and spend excess state revenues, at the November 2005 statewide election, authorizes the issuance of
Critical Needs Notes (Notes) approved by voters of the State voting on a ballot issue submitted as required by
ajoint resolution of the General Assembly at a statewide election for the purposes, under the terms, and up to
the maximum amounts approved by the voters by the Department of Transportation (Department) for
transportation purposes and by the Corporation for other purposes. Specifies that if such a voter-approved
ballot issue authorizes the crediting of note proceeds to the Fire and Police Members Benefit Fund, the State
contribution to the Fund required by current law shall be satisfied to the extent of the actuarial equivalency of
the proceedsfromthe Notes. Under specified conditions, allowsthe General Assembly to act by joint resolution
to limit the scheduled annual payments of principal and interest on notesissued after the date of passage of the
joint resolution and to remove or modify the limit by passage of a subsequent joint resolution.
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Creates the Critical Needs Fund (Fund), authorizes the General Assembly to make annual appropriations that
are exempt fromthe statutory limitation on State General Fund appropriationsfromthe State General Fund and
from other legally available sourcesto the Fund, and authorizesthe use of the Fund to pay the principal, interest,
and necessary costs of notes and to pay for strategic transportation projects. Specifies that the repayment of
notes and the deposit of moneys to the Fund are subject to annual appropriation by the General Assembly, and
requires notes and associated contracts to state that they do not create any constitutional or statutory
indebtedness of the State.

Requiresthe Corporation and the Department to annually report to the Joint Budget Committee and L egislative
Audit Committee of the General Assembly specified information regarding the Notes, the Fund, and the
distribution of note proceeds and moneys in the Fund.
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