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The Legislative Council, which is composed of six Sena-
tors, six Representatives, plus the Speaker of the House and the
Majority Leader of the Senate, serves as a continuing research
agency for the legislature through the maintenance of a trained
staff. Between sessions, research activities are concentrated on
the study of relatively broad problems formally proposed by
legislators, and the publication and distribution of factual
reports to aid in their solution.

During the sessions, the emphasis is on supplying legis-
lators, on individual request, with personal memoranda, providing
them with information needed to handle their own legislative
problems. Reports and memoranda both give pertinent data in the
form of facts, figures, arguments, and alternatives.
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To Members of the Fifty-second Colorado General Assembly:

Submitted herewith are the final reports of the Legis-
lative Council dinterim committees for 1978. This year's report
consolidates the individual reports of eight committees into two
volumes of Research Publication No. 236. The reports of the
Committees on School Finance (Research Publication No. 235); Air
Pollution (Research Publication MNo. 237); Transportation and
Energy (Research Publication No. 238); Health, Environment, Wel-
fare, and Institutions (Research Publication No. 239); and
Judiciary (Research Publication No. 240), are contained in sep-
arate volumes.

Respectfully submitted,

/s/ Representative Carl Gustafson
Chairman
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FOREWORD

The recommendations of the Colorado Legislative Council
for 1979 appear in six separate volumes (Research Publication
Nos. 235 through 240). The reports of the Committees on Correc-
tions, Higher Education, Water and Coal Slurry, and Legislative
Procedures are contained in Volume I of Research Publication No.
236. Reports in Volume II (this volume) of Research Publication
No. 236 are from the Committees on Finance - Tax Package, Local
Government, Fire and Police Pensions, and Judiciary -- Inheri-
tance and Gift Taxes.

The Legislative Council reviewed the reports contained in
this Volume II (Research Publication No. 236) at its meetina on
November 27, 1978. The Legislative Council voted to transmit all
bills dincluded herein with favorable recommendation to the 1979
Session of the General Assembly, except for Bill 28 from the
Committee on Local Government which was disapproved by the Legis-
lative Council,

The committees and staff of the Legislative Council were
assisted by the staff of the Legislative Drafting Office in the
preparation of bills and resolutions contained in this Volume.
Douqg Brown, Becky Lennahan, and Gary Davis assisted the Committee
on Finance - Tax Package; Gary Davis, Dave Doering and Matthew
Flora, the Committee on Local Government; Sue Burch, the Commit-
tee on Fire and Police Pensions; Becky Lennahan, the Committee on
Judiciary.

December, 1978 Lyle C. Kyle
Director
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LLS  FINAL/FINANCE

COMMITTEE ON FINANCE - TAX PACKAGE

The Legislative Council directed the Conmittee on Finance - Tax
Package to review the effects of five tax package bills enacted by the
1978 General Assembly. Specifically, the committee was charged to:

a) Monitor the indexing effects of House Bi11 1194, which pro-
vides that the components of the personal income tax may
vary according to an annual inflation factor;

b) Examine the potential effect of the repeal of the surtax as
prov;ded in House Bil11 1181 (vetoed by the Governor, May 5,
1978);

c¢) Examine the effect of the income tax credit for property
taxes paid on pollution control property -- House Bill
1111,

d) Examine the effect of the income tax credit for development
of business facilities resulting in employment opportuni-
ties -- House Bill 1191; and

%ﬁigéneoﬁh5r8§§$%§ gxngﬁfgrrIRg g Alg §199 Houseag11¥a1?¥5m

In addition to the above areas of study, on August 4, the
Legislative Council directed the committee to expand its study to
include a review and clarification of provisions in House Bill 1452
(the comprehensive property tax law enacted in 1977) regarding the
issue of whether personal property should be included in the base year
concept used to establish real property valuations.

Committee Procedure

To study the effect of House Bills 1111, 1112, 1191, and 1194,
the committee reviewed the provisions of each’ law, the administration

of the measures, and their impact on state revenue. In addition,
during each meeting the committee heard from the Office of State Plan-
ning and Budgeting (0SPB) regarding the latest projections on revenue
receipts and available funds for future tax relief.

Summary of OSPB Reports

On May 8, shortly after the passage of the “tax package*, OSPB
distributed projections on the impact of the measures upon state
revenue. These projections were reviewed by the committee at 1its
first meeting. The projected revenue impact of the arts assigned to
the committee reads as follows:



(In millions)

Act 1978-79  1979-80 1980-81  1981-82
H.B. 1194 $32.3 $54.2 $80.4 $110.7
Cash flow effect 13.5 8.7 10.3 12.0
H.B. 1181 (vetoed) - -- 8.8 9.3
H.B. 1111 -- 0.9 -- --
H.B. 1191 0.05 0.1 0.2 0.4
H.B. 1112 0.8 0.8 0.7 _0.7
TOTAL $46.65 $64.7 $91.6 $123.8

The remaining portions of the tax package were not included in
the committee study; however, OSPB included the impact of those acts
as they formulated projections for revenue receipts and future funds
available for tax relief.

According to the May 8 report, the overview of general fund
revenues and expenditures for the next four fiscal years resulted in
the following projected additional funds available for tax relief;

1978-79: $§ 2 million
1979-80: $-31 million
1980-81: $ -5 mi1lion
1981-82: $ 27 million

As the interim progressed, 0SPB informed the committee of the
strength of the state's economy and the increase over previous
projections of 1income and sales tax receipts. By the committee's
October meeting, OSPB presented the year-end revenue balances for FY
1978 and the 1latest revenue projections for FY 1979. The revised
1978-79 estimates were some $65 million higher due to exceptionally
strong growth in the Colorado econormy, higher inflation than antici-
pated, and somewhat conservative economic assumptions used for earlier
estimates.

According to the October 17, OSPB estimates, the overview of
general fund revenue and expenditures for the next four fiscal years
resulted in the following projected additional funds available for tax
relief:

1978-79: $101 million
1979-80: $ 66 million
1980-81: $ 66 million
1981-82: $ 81 million

Combining the $101 million from 1978-79 and the $66 million
from 1979-80, allows approximately $167 million for tax relief by the
1979 General Assembly.
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House Bill 1111 -- Tax Credit for Pollution Control Property

Provisions of the Act

This act gives an income tax credit equal to 30 percent of the
ad valorem taxes paid by an individual, corporation, or public utility
on certified pollution control property which is acquired after Janu-
ary 1, 1970. The benefit also applies to property used for testing,
monitoring, or sampling, or gathering such data as required to be col-
lected by pollution control agencies of government. Specifically
excluded from the broad definitions of air and water pollution control
property are motor vehicle emission control devices and residential
sewage disposal systems. The act, as adopted during the 1978 Session,
is only applicable for the taxable year 1979.

The deadline for filing a request with the state Department of
Health for certification of pollution control property was September
30, 1978. The department is responsible for determining eligibility,
but is allowed the discretion to certify all, a part, or none of the
property, except that property required by governmental agencies or
court order is to be certified for its entire value. The application
fee for requesting certification is $25; and upon issuance of a
certificate, the applicant pays any additional amount established by
the department to cover its costs in determining eligibility.

If the health department denies a request, in whole or in part,
the applicant may file a written objection, and the department must
grant a hearing. Final determinations by the department are subject
to judicial review.

Projected Fiscal Impact

Prior to enactment of the bill, the fiscal impact of the mea-
sure for FY 80 was projected to be $.9 million. The health department
reported to the committee that by the September application deadline
some 60 applications were made. The total value of the pollution con-
trol property upon which certification was requested exceeded $198.5
million. If the department certifies all of the requests, the fiscal
jmpact could approach $400,000 or approximately one half of the ini-
tial fiscal note.

Proposed Amendments to the Act -- Bills 16, 17, and 18

The committee finds that several sections of the act should be
amended and, as a result, recommends Bills 16, 17, and 18. The amend-
ments make more specific the definitions of air and water pollution
control property; more equitably distribute the cost of conducting the
certification process; allow the taxpayer a choice of when he claims
the credit provided by the act; and extends the life of the measure
for more than one taxable year,



Bill 16 -- Definition of pollution control property. Although
the administrators as well as businessmen who may benefit from the
measure have experienced few problems with provisions of the act, both
groups concluded that the definitions of air and water pollution con-
trol properties should be clarified and made more specific. While the
amendment specifies what pollution control properties are, it also
specifies what properties do not fall within the definition. The
committee concludes that property that is voluntarily installed -- an
internal exhaust fan, for example -- for the sole use of the business-
man or his personnel, should not be certified. MNeither should a
facility which is only partially used to abate pollution be totally
certified.

Bill 17 -- Extending the life of the act, and allowing credit
on tax assessed. As adopted, the act took effect on July 1, 1978, and
applies only to the taxable year beginning on January 1, 1979. The
act further provides that the credit against the income tax is to be
based on general property taxes paid for the taxable year. The net
effect of such a provision, taking into account the timetable applied
in Colorado for the assessment of property (during one year), the pay-
ment of taxes on that property (during the following year), and the
claiming of an income tax credit (in the third year), results in an
unnecessarily 1long delay in realizing a tax benefit. The amendment
changes such a process by stating that, at the option of the taxpayer,
the credit against income taxes may be based on taxes assessed for a
certain year or on taxes actually paid. The amendment also extends
the 1ife of the bill for an indefinite period and provides that by
January, 1981, the Department of Revenue, the Department of Health,
and the Division of Property Taxation are to report to the General
Assembly on their experience in implementing the act. These reports
are to contain comments and recommendations on the law.

Bi1l 18 -- Sharing the costs of administering the act. For the
first year's administration of the act, the Department of Health was
appropriated $65,980 in cash funds. Acting on the advice of legal
counsel, the department charged each applicant the single $25 fee set
by statute, although in many instances a single application contained
several sites and facilities. The statute provides that after inspec-
tion of the property for which certification is requested, an addi-
tional fee may be charged to cover expenses incurred by the depart-
ment, but only if certification is granted. The statutes also provide
that the department bear the entire cost of the appeal procedure set
forth 1in the law. As a result of the first months of administrative
experience with the act, and presuming the General Assembly will con-
tinue to cash fund the program, the committee recommends that the
following changes be adopted as a means of sharing costs on a more
equitable basis:

-- the $25 fee should apply to each plant site comprising the
application for certification.

-- if an applicant appeals the department's decision to deny
certification, he should pay the actual costs of the appeal process if

-4-



the denial is upheld, whether in whole or in part.

The act currently provides that the Department of Health notify
county assessors when a request for certification is granted. With
the agreement of the state's property tax administrator, the committee
recommends that instead the Department of Health notify the property
tax administrator of certifications. The administrator maintains a
constant line of communication with local assessors.

House Bill 1112 -- Property Tax Deferral for Senior Citizens

Provisions of the Act

The act authorizes deferred collection of property taxes on
homesteads owned by the elderly. A person 65 years of age or older
may elect to receive the benefits of this act by filing a claim with
the county treasurer between January 1 and April 1. To qualify for
deferral: 1) the property must be the homestead of the taxpayer; 2)
the taxpayer must own or be purchasing the fee simple estate; 3) the
property must not be income-producing; 4) all property taxes for prior
years must be paid; 5) the property must not be subject to any lien
the terms of which are dictated by federal law, rule, or regqulation
prohibiting deferral; and 6) the value or equity of the property must
be sufficient to pay the lien established by the deferral.

Under provisions of the law, deferred taxes are a first lien
for the five years following execution of a mortgage. Deferred taxes
become subordinate to the mortgagee's claims on mortgages dated more
than five years prior to the year for which deferral is claimed. The
act prohibits inclusion of a clause in any mortgage, deed of trust, or
contract of sale which would bar the owner from deferring his property
tax for any year beginning more than five years after the end of the
calendar year in which the mortgage, deed of trust, or contract of
sale was executed. However, the act does permit the mortgagee to
execute a separate instrument which provides that the mortgagor prom-
ises not to defer his taxes for any year; although the mortgagor is
authorized to rescind such an agreement within three days following
its execution.

The act specifies the procedures by which the deferral mecha-
nism operates, including payment by the State Treasurer to county
treasurers, The 1law also specifies the conditions under which the
deferred taxes become payable; the form of deferral notices which must
be filed annually by the taxpayer; the procedure to be followed by the
State Treasurer in maintaining deferral accounts and calculating
interest (eight percent) thereon; and the process followed in fore-
closing on deferred tax liens.

The act becomes effective on February 28, 1979. It requires

that the State Treasurer submit, by May 1 of each year, a report to
the General Assembly concerning the act. For FY 79, $800,000 was
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appropriated to implement the measure.

Issues Discussed by the Committee

A majority of the committee's time during the 1978 interim was
devoted to discussing the provision of House Bill 1112 and the issues
rajsed by the act. The range of issues discussed included questions
regarding the constitutionality of the act; whether private lending
institutions would serve as mortgagees without changes to the law; the
reaction of federal lenders and secondary purchasers of loans to the
measure; whether the requlations of federal agencies requiring the
escrowing of taxes would indirectly prohibit the deferral of taxes;
the fiscal impact of the act; how receptive senior citizens are to the
act; and whether the current state programs of property tax relief for
senfor citizens are more workable and appropriate than House Bill
1112.

Projected fiscal impact. The fiscal note that accompanied
House B through the General Assembly projected the cost of the
act to be $1.1 million for FY 79. Representatives of senior citizens
groups that appeared before the committee during the interim stated
that most senior citizens do not plan to take advantage of the oppor-
tunity to defer property taxes. Generally, older citizens are
offended by the thought of a tax lien on their estate, and are con-
fused over the provisions of the act. Also, a review of the impact of
the state's aged and disabled property tax credit or refund law indi-
cates that the low income elderly with 1incomes under $6,500 were
receiving almost total property tax relief prior to the enactment of
House Bill 1112.

The data obtained from other states authorizing deferred
collection of property taxes (California, Florida, Oregon, and Vir-
ginia) indicates that the deferral program has not been used to a
great extent in terms of either number of participants or the amount
of property taxes deferred. In California, for the period 1977-78,
1.6 percent of the eligible elderly participated in the deferral pro-
gram. In Oregon, less than two percent utilized the deferral provi-
sion in 1978.

Opinion on the constitutionality of the act and its relation-
ship with other state and federal laws. Early in the interim the
committee requested an opinion from the Attorney General on several
issues:

1. May elderly persons who qualify for deferred property taxes
and the state's income tax credit for property taxes 1law claim both
benefits for a single year? The response was that qualified elderly
persons are entitled to both benefits.

2. Does the deferral of taxes in effect constitute a 1loan by

the state? If the state assumes the role as a lender, is the state in
violation of Article XI, Section 1 of the state constitution, and are
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consumer disclosure requirements of part 3, article 3, title 5, C.R.S.
1973, applicable? Finally, are any of the provisions of the federal
Truth in Lending Act applicable? In response, the Attorney General
reported that it does not appear that the act violates the state con-
stitution since there 1is no pledge of credit or lending of credit.
The second reason for its constitutionality is that there will be no
mingling of public funds with private funds; and third, a valid public
purpose is presumably being furthered by the act. It was suggested by
the Attorney General that, in regard to the third point, a legislative
dﬁc1$ration detailing the act's public purpose should be included in
the law.

Under the Truth and Lending Act and the Uniform Consumer Credit
Code, taxes are excluded because they are non-consentual obligations.
However, House Bill 1112 does provide an option -- tax deferral.
Therefore, deferred property taxes would constitute a debt and be
subject to the Truth and Lending Act and the UCCC. Governmental agen-
cies are subject to the Truth and Lending Act when they assume the
role of creditor. However, there is another provision in the act that
exempts governmental entities from liability for failure to comply
with the act (there 1is no such exemption in the UCCC). Currently,
House Bill 1112 cannot comply with the Truth and Lending Act. For
example, there 1is no mechanism to allow a three day riqght of rescis-
sion.

In the opinion of the Attorney General, to comply with the
UCCC, the state would have to conform to the disclosure requirements,
including the three day right of rescission. In addition, if the
effective annual interest rate exceeds 12 percent, the State Treasurer
is required to be licensed as a creditor.

Regarding the eight percent annual interest rate in House Bill
1112, the State Treasurer is subject to the interest rates allowed
under the UCCC. The maximum rates are 18 percent on larage amounts and
36 percent on small amounts. The problem in the act is the number of
months interest can accrue. For example, the deferral could be filed
on March 31, The interest is retroactive to January 1. The taxpayer
could receive a tax refund and decide to pay his property taxes May 1,
which he deferred on March 31. The deferral would be in effect one
month, but the interest would have accrued for four months. There-
fore, the effective annual interest rate would be 32 percent. (Inter-
est for one month equals 2/3 of one percent. Two-thirds of one per-
cent accruing for 4 months, January - April, equals 2 2/3 percent
interest actually charged for the one month the deferral was in
effect. Two and two-thirds percent, times 12 months, equals 32 per-
cent effective annual interest rate). To solve this problem, it was
suggested that the interest should accrue upon the filing of a valid
tax deferral claim or when the deferred taxes are paid by the state.

First 1lien provision. One of the main issues discussed by the
comnittee was the priority of the state's 1lien for deferred taxes.
The position of the lending institutions in Colorado, as was the case
in Oregon prior to the amendment of their law in 1977, is that a
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state's first lien for deferred taxes places 1in jeopardy the nprior
lien of the lender on a homestead. California and Oregon laws provide
that the deferred taxes create a lien which is subordinate to the
mortgage lien under the so-called "first in time, first in richt"
procedure. Virginia provides a first lien for deferred taxes, as long
as the total tax lien does not exceed 10 percent of market value of
the homestead. Florida grants the state a first 1lien for deferred
taxes, but a homeowner must have at least 30 percent equity in the
home and the total amount of all 1liens against the property, including
the deferral lien, cannot exceed 85 percent of the property's assessed
value.

In response to an inquiry from the conmittee, special counsel
for the Federal Home Loan Mortagage Corporation and the Federal
National Mortgage Association, both purchasers of mortgages in the
secondary market, stated that they did not believe that any law, rule,
or requlation imposed by these institutions prohibits the deferral of
real property taxes. They noted that while "some deeds of trust pur-
chased by FHLMC or FNMA will be affected by the Act, neither Corpora-
tion feels that the fact alone should stand in the way of such 1legis=-
lation".

Escrowing requirements. Another question discussed by the
committee was whether escrowing requirements on the part of some fed-
eral agencies would indirectly prohibit the deferral of taxes.
Section 39-3.5-103 (1) (e) of House Bill 1112 provides that 1in order
for property to qualify for tax deferral, such property "must not be
subject to any lien, the terms of which are dictated by federal Ilaw,
rule, or regulation prohibiting deferral of taxes”.

The Department of Housing and Urban Development (HUD) requires
escrowing of property taxes under FHA mortgages. However, this
requirement was modified by HUD for tax deferral in Oregon. Annual
escrow requirements were waived by HUD in Oregon, provided that the
mortgagee holds an amount equal to one year's taxes in an escrow
account as a protective measure against the possibility that tax
deferral is terminated.

The Veteran's Administration (VA) does not require escrowing;
however, all of their mortgages, deeds of trust and other standard
forms provide for escrowing property taxes. Local savings and loans
are governed by the Federal Home Loan Bank Board (FHLBB). The FHLBB
requires escrowing when the 1loan-to-value ratio is greater than 80
percent. Although no written response was received from the FHLBB,
representatives of the board indicated orally that this requirement
may be modified to enable tax deferral.

Representatives of Colorado savings and 1loan institutions
stated that the problem with escrowing is not restricted to the legal
requirements of FHLBB but also concerns the availability of funds for
home loans 1in the future. The institutions are of the opinion that
wajving the escrow requirement may severely jeopardize the sale of
Colorado 1loans on the secondary market. Colorado is a short capital
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state, therefore it is necessary to sell mortgages on the secondary
market. If Colorado mortgages become subordinate to a deferred tax
lien and all the other states' mortgages are first liens, not subordi-
nated by deferred taxes, the position of Colorado mortqages on the
secondary market may not remain competitive.

Proposed Amendments to the act -- Bills 19 and 20. As a result
of the testimony and committee discussion on House Bill 1112, the
committee adopted a recommendation which states that if the beneficial
changes provided for in Bill 19 are not adopted by the effective date
of the act, February 28, 1979, the General Assembly should repeal the
entire law (repeal is provided in Bill 20). The committee suggests
that there may be better ways to relieve the property tax burden on
senior citizens than deferral. The committee is concerned over the
lack of support among those eligible to benefit from the law, and the
attitude that implementation of House Bi1l 1112 erodes support for
continued broadening of benefits under the state's property tax credit
law.

The major provisions of Bill 19 are:

1) The act now provides that if the qualified taxpayer owns
the property or owns the property as a joint tenant with a spouse, the
property is entitled to deferral. The bill addresses the issue of
joint ownership or tenancy in common between taxpayers otherwise qual-
ified who are unrelated or are related other than as husband and wife,
by stating that such property is also entitled to deferral.

?) The bill includes in the definition of "homestead" resi-
dents within a multiunit building (e.q., condominiums).

3) The bill repeals the state's first lien right for deferred
taxes, thus making the state's lien for deferred taxes subordinate to
the lender's mortgage lien under a "first in time, first in right"
priority.

4) The law is amended to provide that interest shall accrue on
deferred taxes beginning May 1 and that the interest shall be com-
pounded annually. The act now provides that interest accrues from the
beginning of the year. The law is currently silent on whether the
interest is to be compounded annually.

5) The bill states that the State Treasurer shall pay the
county treasurers the amount of deferred taxes due those 1local enti-
ties on or before April 30.

. 6) The annual notice to the taxpayer asking if he wishes to
defer taxes for another year will, under provisions of the amendment,
specify the amount of taxes (and interest) which the taxpayer has
deferred to date.

7) The bill states that a qualified taxpayer who has continu-
ously deferred taxes should not be required to pay his deferred taxes
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and interest if he does any of the following:
a. subsequently decides not to continue deferral; or

b. has discontinued deferral because his property's net value
or equity is not sufficient to pay off the state's lien; or

c. continuously defers taxes, then discontinues deferral and
pays his current taxes, and then claims deferral aqgain.

8) When a taxpayer dies, the bill states that even thouah a
surviving spouse does not meet the age requirements of the act, a
liability is not established for the previously deferred taxes until
the spouse's death or any other event occurs which requires payment
under the act.

Homestead Exemption for Senior Citizens and the Disabled

During the interim, the committee received permission from the
Legislative Council to extend the scope of its original directive to
include examination of the homestead exemption concept. This study
was to be a part of the review of House Bill 1112, the property tax
deferral act for senior citizens. As a result of its examination of
the homestead exemption concept, the committee recommends Bill 21, a
concurrent resolution. The resolution establishes an ad valorem prop-
erty homestead exemption of $2,000 for residential property occupied
by a person who 1is sixty-five years of age or older or who is dis-
abled, and within specified income 1imits established by the General
Assembly. Under provisions of the proposed constitutional amendment,
the General Assembly would define "residential property" and "“dis-
abled", in addition to establishing 1income 1limits for those who
receive the exemption.

House Bil1l 1191 - The Job Expansion
and Investment Credit Act of 19/8

Provisions of the Act

The act provides a ten-year income tax credit for the estab-
lishment of a "new business facility", "separate facility", or "new
facility" as defined in the act. The credit is $50 per new business
facility employee (minimum of five employees) and $57 per each
$100,000 (or major fraction thereof) in new business facility invest-
ment. This credit is doubled in counties with less than 50,000 popu-
lation. The credit cannot exceed 50 percent of the facilities' income
tax liability. Neither may the credit be applied to the establishment
or expansion of a public utility. The act permits a taxpayer to defer
the commencement of his ten-year credit for up to three years. It
also allows a taxpayer to pass any remainder of the credit to the
state or distributee upon death.
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Generally, a "new business facility" 1is defined as a
revenue-producing enterprise acquired or leased to the taxpayer after
July 1, 1978, and prior to December 31, 1981, Any facility in the
hands of a taxpayer for the sole purpose of leasing the facility is
not eligible for the credit. The facility cannot be a replacement
business facility or be previously operating immediately prior to a
transfer of title.

If a facility not constituted as a "new business facility" is
expanded, the expansion is considered a “separate facility", eligible
for the credit, if the investment exceeds one million dollars or, if
less, it is 100 percent of the investment in the original facility and
otherwise qualifies as a new business facility.

"Replacement business facilities" are not eligible for the
credit. A "new facility" is called a "replacement business facility"
if the taxpayer operated the old facility for three out of five pre-
ceding years and the new operation remains identical or similar to the
previous operation. A "new facility" is eligible for the credit if it
is not classified as a "replacement business facility" and the
taxpayer's dinvestment 1in the "new facility" exceeds three million
?ollars or, if less, 300 percent of the investment in the old facil-

ty.

A taxpayer entitled to the credit may elect to defer the com-
mencement of the ten-year credit period up to three years following
the start of commercial operations. If he elects to defer, the tax-
payer notifies the Department of Revenue. The act also provides
procedures for the transfer or retention of the credit if a new busi-
ness facility is leased to or acquired by a related taxpayer. If a
facility 1is closed during the ten-year period in which the credit is
allowed, but the business resumes activities within the ten-year
period, the act allows the Department of Revenue to grant the taxpayer
the remainder of the credit for reasonable cause.

Issues Discussed by the Committee

Since House Bill 1191 is basically identical to a law enacted
in Kansas, the committee was interested in receiving fiscal data on
the implementation of that act. The data received from Kansas
illustrated that in 1976, the first year of implementation, only 15
claims were filed, amounting to about $25,000. With incomplete fig-
ures for 1977, the number of claims has risen to 40, amounting to
nearly $87,000. The projected revenue loss to Colorado as a result of
the implementation of House Bill 1197 is $50,000 for FY 1979 and
$100,000 for FY 1980,

Another issue discussed by the committee during the interim was
the credit, both its need and its amount. During testimony before the
committee, representatives of industry, independent business, and
chambers of commerce recommended an increase in the $50 credit to pro-
vide additional incentive for new development and expansion. Some
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committee members questioned the need of a larger credit, or the
present credit, as an incentive to business development and expansion
due to the growth and strength of Colorado's economy. Regardless of
the size of the credit, the committee suggested that the adoption of
House Bill 1191 created a renewed “pro-business attitude" in Colorado.

Proposed Amendments to the Act -- Bill 22

The committee did adopt several technical changes which are
offered as Bill 22. The bill extends the termination date from Decem-
ber 31, 1981, to December 31, 1983; reduces the number of new business
facility employees required to claim the credit from five to two; and
revises the method used to calculate the "property factor" provided in
the act.

The act was extended to allow more time to accommodate the
mechanics of locating or expanding a business, particularly new con-
struction. Testimony indicated that a taxpayer who becomes aware of
the credit may not have enough time to construct or expand a facility
and commence operations before December 31, 1981. The extension also
provides additional time to assess the fiscal impact of the law.

Reducing the number of required new business facility employees
from five to two was intended to allow more small businesses an oppor-
tunity to utilize the credit, although those who testified indicated a
preference for eliminating the minimum employee requirement and allow-
ing the credit for each new job created.

In the calculation of new business facility income, the commit-
tee approved a change from "average value" of the taxpayer's real and
tangible personal property to “original cost", since "average value"
would be difficult to calculate and continually fluctuate, whereas,
"original cost" is a known amount that requires no calculation and
will not fluctuate.

Assessment of Personal Property

Background

In 1977, the General Assembly passed House Bill 1452, a compre-
hensive bill concerning property taxation. The act created a
four-year assessment framework (also referred to as the base year con-
cept) within which county-wide revaluations of real and personal prop-
erty are to be prepared and implemented. Generally, the concept
freezes levels of value for real and personal property to a base year
(currently 1973) in determining value for assessment purposes. The
following four years, levels of value are set for the next base year.

Since personal property was included in the four-year assess-
ment framework, the state property tax administrator and the majority

-12-



of county assessors stopped depreciating personal property after the
base year. Because of the resulting confusion over the intent and
application of the act, the state property tax administrator requested
counsel from the Attorney General. The Attorney General concluded
that personal property was not entitled to annual depreciation in the
period between the base years. According to the provisions of House
Bill 1452, real and personal property are entitled to depreciation
only when the seven factors (one of which 1is “current replacement
cost, new, less depreciation") are used to determine actual value.
The Attorney General stated that the seven factors, including depreci-
ation, cannot be applied between the base years.

During the second special session of 1978, the General Assembly
attempted to define legislative intent regarding personal property and
depreciation under the act by adopting Senate Joint Resolution 2. In
part, the resolution

That, 1in employing the words “level of value" in
House Bill No. 1452 the General Assembly intended that
the determination of actual value of personal property
for all years would take into account depreciation in
value (loss in value from all causes) including, but not
limited to, functional and economic obsolescence and
normal wear and tear.

After the adoption of S.J.R. 2, the state property tax adminis-
trator requested a second opinion from the Attorney General reqarding
the 1impact of the resolution upon the December 19 opinion. In
response, the Attorney General reaffirmed his earlier statement.

The Issue

On August 4, 1978, the Legislative Council directed the commit-
tee to review and clarify the provisions of House Bill 1452 regarding
personal property and the base year concept. The issue before the
comittee was whether to amend House Bill 1452 to allow annual
depreciation of personal property between the base years. The commit-
tee was also concerned about where the tax burden would shift if per-
sonal property was removed from the base year concept.

Testimony supported the removal of personal property from the
four-year assessment framework. The resulting effect of removing per-
sonal property from the base year concept would be to allow personal
property annual depreciation. The move would benefit short 1life
equipment which depreciates quickly.

Amendment to the Act -- Bill 23

To satisfy concerns over maintaining current exceptions of per-
sonal property from the base year concept and removing all personal
property from the base year concept the committee recommends Bill 23
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which amends House Bill 1452, The bil1l removes all reference to per-
sonal property in Sections 39-1-104 (9), (10), and (11) regarding the
four-year assessment framework. In subsection (12), reference to per-
sonal property is removed when pertaining to the determination of
actual value but is retained when it refers to the exceptions to the
base year concept. In addition, the conmittee attempted to avoid any
misunderstanding regarding personal property and the four-year assess-
ment framework by adopting subsection (12.1) which states:

(12.1) It 1is the 1intent of the general assembly
that the actual value of personal property is not to be
determined according to a specified year's level of
value and manuals and associated data published by the
administrator in said specified year and approved by the
advisory committee to the administrator. The mention of
personal property in the exclusions listed in subsection
(12) of this section shall not be construed to mean that
subsections (9), (10), and (11) of this section apply to
personal property.

House Bil1l 1194 -- Indexation of the Individual Income Tax

Provisions of the Act

The act requires that the General Assembly, prior to May 1 of
each year, determine an “Annual Inflation Factor" (AIF) to be applied
against the income tax rates, standard deduction, low income allow-
ance, personal exemption, minimum filing thresholds for taxpayers, and
other components of the individual income tax structure. (The AIF for
the 1978 taxable year is 106 percent.) The act provides that if the
General Assembly fails to determine the AIF prior to May 1, the AIF
shall be presumed to be 106 percent. Adjustments in the tax rates,
standard deduction, personal exemption, and low income allowance,
based on the AIF each year are cumulative,

The act also implements the following:

1) ;he individual personal exemption is raised from $750 to
350;

2) the exemption for estate or trust income is raised from
$750 to $850; and

3) the income levels which require the filing of an income tax
return were raised for all categories dincluding single,
married jointly or separately, over age 65, and resident
estates or trusts.l/

1/ See foilowing page for footnote.
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In monitoring the effect of House Bil1l 1194, the committee
found that the act decreases the tax 1iability of all Colorado tax-
payers but does not jeopardize the revenue position of the state. The
committee concludes therefor that the act should continue 1in its
present form.

The following table 1is a prediction by the Department of
Revenue of the reduction in the tax liability for the next several
years,

Indexation of the Income Tax
Estimated Effect on Income Tax Liability 2/

State Total Tax Total Tax
Tax Fiscal Liability Liability Total
Year Year Without Indexing With Indexing Reduction
eccccccscses eeoMillions of Dollars..ccee.. cesese
1978 1978/79 423.0 394.7 28.3
1979 1979/80 512.1 457.9 54.2
1980 1980/81 589.9 509.5 80.4
1981 1981/82 676.3 565.6 110.7
1987  1987/88 1,401.9 991.9 410.0

17 Single individuals -- from 51,750 to $1,850; single individuals
over age 65 -- from $2,500 to $2,700; married filing jointly --
from $2,500 to $2,700; married filing jointly one spouse over
age 65 =-- from $3,200 to $3,500; married filing jointly both
spouses over age 65 -- from $4,000 to $4,400; married filing
separately -- from $750 to $850; married filing separately over
age 65 -- from $1,500 to $1,700; and resident estates or trusts
-- from $750 to $850.

2/ Based on the assumption used in Indexation of the Income Tax,
The Colorado Alternative, as presented to the National Associa-
tion of Tax Administrators by the Department of Revenue. The
factors assumed annual growth rates as follows: income - 8%;
population - 2.5%; inflation factor 6%.
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The committee found that the act allows lower income taxpayers to
benefit slightly more, as a group, than do higher-income taxpayers.
The effect of House Bill 1194 wupon selected adjusted gross income
levels 1is 1{llustrated below in a table compiled by the Department of
Revenue.

Comparisons of 01d and New
Tax Distributions

Difference Percent Percent
Family Adjusted In Tax Difference Percentage of Tax of Tax
Gross Income Liability Average Savings Burden Burden
Brackets (000) Tax Tax 01d Tax New Tax
Less than $ 5,000 § 1,167 $ 6.62 13.84% 1.99% 1.84%
$ 5,000 to 10,000 2,839 13.73 9.23 1.27 7.08
10,000 to 15,000 4,411 27.41 9.36 11.14 10.08
15,000 to 20,000 5,721 40.03 8.67 15.59 15.26
20,000 to 25,000 4,957 47.08 7.65 15.32 15.17
25,000 to 50,000 7,979 53.48 5.52 34,17 34.60
50,000 to 100,000 1,055 59.58 2.67 9.35 9.75
100,000 and over 220 56.02 1.00 5.17 5.48
TOTALS $28,349 $29.42 6.702 100.00% 100.00%

The overall effective tax rate for all households with taxable 1income
declines from 2.85 percent of adjusted gross income to 2.65 percent of
adjusted gross income. This represents an average tax "savings" of
$29.42 or 6.7 percent of average liability. The act also means that
approximately 20,000 households are switched from a tax liability
status to a nontax 1iability status.

Committee Recommendation == Bill 24

The committee recommends Bill 24 which attempts to simplify the
present individual income tax structure by eliminating the low income
allowance and the percent standard deduction in favor of a $1,000
standard deduction.

Presently, the Colorado standard deduction 1is the percentage
standard deduction or the low income allowance, whichever is greater,
plus a deduction for federal income tax. The percentage standard
deduction 1is 10 percent of Colorado adjusted qross income or $1,000
whichever is the lesser. The low income allowance consists of a basic
allowance and an additional allowance; however, the calculation is
very difficult.3/

3/ See following page for footnote.
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According to the Department of Revenue, eliminating the 1low
income allowance and the percentage standard deduction in favor of a
flat 51,000 standard deduction, would simplify the income tax tables,
make them more accurate, and provide a less complicated method of
claiming the standard deduction for all Colorado taxpayers. By pro-
viding a flat $1,000 standard deduction, (multiplied yearly by the
Annual Inflation Factor according to House Bill1 1194), the percentage
standard deduction, the basic allowance, and the additional allowance
can be eliminated.

Currently, taxpayers with Colorado adjusted gross incomes (AGI)
of over $10,000 would claim the $1,000 standard deduction as the
lesser of 10 percent of their Colorado adjusted gross income or
$1,000. Those taxpayers below the $10,000 Colorado AGI level either
claim the 10 percent deduction (the lesser of 10 percent of their AGI
or $1,000), or the low income allowance.

Under Bi11 24, those Colorado taxpayers over $10,000 AGI would
not be affected; they would still receive the $1,000 standard deduc-
tion. However, those taxpayers below $10,000 AGI would benefit
because they would receive a $1,000 standard deduction rather than the
percentage standard deduction or 1low income allowance. The $1,000
standard deduction would be larger than the deduction allowed under
the percentage standard deduction or the low income allowance unless
the lTow income allowance received was the maximum -- $1,000.

The Department of Revenue estimates the revenue decrease of
Bi11 24 to be about $5.4 million.

House Bi11 1181 -~ Concerning the Income Tax

House Bi11 1181 was vetoed by the Governor. Its major provi-
sion repealed the two percent surtax on income over $5,000 derived
from dividends or interest. The remainder of the bill's provisions
are contined in House Bi11 1194, which was signed by the Governor.

The committee did not review the impact of this measure during
the interim.

3/ The basic allowance is $200 plus $100 for each exemption. The
additional allowance 1is the excess, if any, of $800 over the
number of exemptions multiplied by $100 and the aggregate of
1/2 of the Colorado adjusted gross income in excess of $1,000
plus the number of exemptions multiplied by $750. The 1low
income allowance cannot exceed $1,000.

-17-



1

Ww o N OO

10

11
12
13

COMMITTEE ON FINANCE - TAX PACKAGE
BILL 16

A BILL FOR AN ACT
CONCERNING THE DEFINITION OF "AIR POLLUTION CONTROL PROPERTY" FOR
THE PURPOSES OF THE INCOME TAX CREDIT RELATING TO SUCH
PROPERTY.

Bill Summary

(Note: This summary applies to this bill as introduced and

does not necessarily reflect any amendments which may be
subsequently adopted.)

Amends the definition of "air pollution control property",
for purposes of the income tax credit relating to such property,
to clarify what property may or may not be eligible for
certification by the division of administration of the department
of health.

Be it enacted by the General Assembly of the State of Colorado:

SECTION 1. 39-1-102 (12.1), Colorado Revised Statutes 1973,
as amended, is amended to read:

369-1-102. Definitions. (12.1) (a) "Pollution control
property' means all owned or leased property acquired or first
utilized after January 1, 1970, which is INSTALLED, CONSTRUCTED,
OR used:

te) (I) For the PRIMARY purpose of eliminating, reducing,

or preventing the emission INTO THE ATMOSPHERE of air
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contaminants, as defined in section 25-7-103 (1), C.R.S. 1973, to

the extent that such property is certified as pollution control

property in accordance with the provisions of section 39-4-110 or

39-5-131. The term includes any treatment works, control
devices, disposal systems, machinery, equipment, BUILDINGS,
structures, LAND, or OTHER REAL OR PERSONAL property, or any part
or accessories thereof, installed, or-acquired CONSTRUCTED, OR
USED for the PRIMARY purpose of reducing, controlling, or
disposing of air contaminants. It does not include any motor
vehicle emission control device OR ANY MOTOR VEHICLE UNLESS IT IS
INCLUDED IN THE ASSESSMENT FOR GENERAL PROPERTY TAXES.

¢b3(I1) For the PRIMARY purpose of eliminating, reducing,
or preventing the release of pollutants, as defined in section
25-8-103 (11), C.R.S. 1973, into state waters to the extent that
such property is certified as pollution control property in
accordance with the provisions of section 39-4-110 or 39-5-131.
The term includes any treatment works, control devices, disposal
systems, machinery, equipment, BUILDINGS, structures, LAND, or
OTHER REAL OR PERSONAL property, or any parts or accessories
thereof, installed, or-acquired CONSTRUCTED, OR USED for the
primary purpose of reducing, controlling, or disposing of
pollutants which if released into state waters could cause water
pollution. It does not include any residential sewage disposal
system.

€e)(III) For testing, monitoring, or sampling or to gather

such data as 1is required to be collected by pollution control
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agencies of state, federal, or local government.

(b) THE TERM "POLLUTION CONTROL PROPERTY" DOES NOT INCLUDE:

(1) ANY PROPERTY WHICH IS USED IN OR ON ANY RESIDENTIAL
BUILDING OR STRUCTURE;

(I1) ANY  PROPERTY WHICH IS  VOLUNTARILY  INSTALLED,
CONSTRUCTED, OR USED SOLELY FOR THE SAFETY, HEALTH, PROTECTION,
OR BENEFIT OF PERSONNEL OF THE OWNER OR LESSEE OR SOLELY FOR THE
BENEFIT OF THE OWNER OR LESSEE.

(c) IN THE EVENT ANY POLLUTION CONTROL PROPERTY ALSO SERVES
ANOTHER BENEFICIAL PURPOSE OR USE, THE DIVISION OF ADMINISTRATION
OF THE DEPARTMENT OF HEALTH SHALL CERTIFY ONLY THAT PORTION
THEREOF AS MAY BE REASONABLY CALCULATED TO BE NECESSARY FOR AND
DEVOTED TO THE PRIMARY USE OF ELIMINATING, REDUCING, OR
PREVENTING THE EMISSION INTO THE ATMOSPHERE OF AIR CONTAMINANTS
OR THE RELEASE OF POLLUTANTS INTO STATE WATERS.

SECTION 2. Safety clause. The general assembly hereby

finds, determines, and declares that this act is necessary for
the immediate preservation of the public peace, health, and

safety.
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COMMITTEE ON FINANCE - TAX PACKAGE

BILL 17

A BILL FOR AN ACT
CONCERNING THE CREDIT AGAINST INCOME TAX BASED ON  TAXES
ATTRIBUTABLE TO POLLUTION CONTROL PROPERTY.

Bill Summary

(Note: This summary applies to this bill as introduced and
does not necessarily refiect any amendments which may be
subsequently adopted. )

Provides that the credit against income taxes based on taxes
attributable to pollution control property may be based on taxes
assessed for a certain year or taxes actually paid, at the option
of the taxpayer and that a taxpayer may qualify for said credit
in more than one taxable year. Also provides that the agencies
responsible for implementation of the credit will report to the
general assembly concerning the credit.

Be it enacted by the General Assembly of the State of Colorado:

SECTION 1. 39-22-508, Colorado Revised Statutes 1973, as
amended, is amended to read:

39-22-508. Credit for property taxes attributable to

pollution control property. (1) There shall be allowed to all

taxpayers as a credit against the income taxes imposed by this
article a tax credit equal to thirty percent of: The amount of
general property taxes; that portion of lease payments providing

revenue for payments in lieu of taxes; or payments 1in lieu of
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taxes paid in Colorado for the taxable year on pollution control

preperty, as defined in section 39-1-102 (12.1), certified as

such under the provisions of section 39-4-110 or 39-5-131; except

that no credit shall be allowed for general property taxes
assessed on pollution control property which is used in or on any
residential structure or building.

(2) SAID CREDIT AGAINST INCOME TAXES MAY BE BASED, AT THE
OPTION OF THE TAXPAYER, ON GENERAL PROPERTY TAXES ASSESSED DURING
THE TAXABLE YEAR OR PAID DURING THE TAXABLE YEAR, AND THE SAME
OPTION SHALL BE ALLOWED IN THE CASES OF PAYMENTS IN LIEU OF TAXES
AND LEASE PAYMENTS PROVIDING REVENUE FOR PAYMENTS IN LIEU OF
TAXES.  IF THE CREDIT CLAIMED UNDER THIS SECTION IS BASED ON AN
ESTIMATE OF PROPERTY TAXES ASSESSED FOR A TAXABLE YEAR AND THE
PROPERTY TAXES ACTUALLY PAID DIFFER FROM SAID ESTIMATE OR ARE NOT
PAID, THE TAXPAYER SHALL FILE AN AMENDED INCOME TAX RETURN FOR
THE APPROPRIATE TAXABLE YEAR REFLECTING SAID DIFFERENCE OR
NONPAYMENT; THE REQUIREMENT OF FILING AN AMENDED RETURN SHALL
ALSO APPLY IN THE CASES OF PAYMENTS IN LIEU OF TAXES AND LEASE
PAYMENTS PROVIDING REVENUE FOR PAYMENTS IN LIEU OF TAXES.

(3) If the ;ax credit provided by this section exceeds the
amount of income tax due for the taxable year, the excess amount
may be carried over and applied against the income tax due in
each of the five succeeding years, but such carry-over credit
shall be applied against the tax due for the earliest of the
taxable years to which such credit may be carried. The portion

of such credit which may be applied to each succeeding year to
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which such credit is applicable shail be the excess, if any. of
the amount of such credit over the income tax due for each of the
prior taxable years from which such credit may be carried. Any
tax credit claimed under this section shall be deducted from
those property taxes allowed as a deduction in determining
taxable income.

(4) ON OR BEFORE JANUARY 1, 1981, THE DEPARTMENT OF REVENUE
SHALL REPORT TO THE GENERAL ASSEMBLY ON THE EFFECT ON REVENUES OF
THE CREDIT FOR PROPERTY TAXES ATTRIBUTABLE TO POLLUTION CONTROL
PROPERTY, AND THE DIVISION OF ADMINISTRATION IN THE DEPARTMENT OF
HEALTH AND THE DIVISION OF PROPERTY TAXATION IN THE DEPARTMENT OF
LOCAL AFFAIRS SHALL REPORT TO THE GENERAL ASSEMBLY ON THEIR
EXPERIENCE IN IMPLEMENTING THE PROVISIONS OF SECTIONS 39-1-102
(12.1), 39-4-110, AND 39-5-131. SUCH REPORTS SHALL CONTAIN SUCH
OTHER COMMENTS AND RECOMMENDATIONS AS THE REPORTING AGENCIES DEEM
APPROPRIATE.

SECTION 2. 39-5-131 (1), (3), and (4), Colorado Revised
Statutes 1973, as amended, are amended to read:

39-5-131. Certification and valuation of pollution control

property. (1) On or before September 30, 3978 OF EACH YEAR, a
person owning or leasing pollution control property, as defined
in section 39-1-102 (12.1), may file with the division of
administration of the department of health, on forms prescribed
by such division, a request for certification of such property as
pollution control property, which certification shall issue for

the wuseful 1life of said property and shall remain effective for
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the benefit of all succeeding owners or lessees.

(3) On or before March 31 1979;-with-reference-to-each-soch

request OF THE FIRST YEAR FOLLOWING FILING OF A REQUEST, the

division of administration shall determine the eligibility or
none]igibiiity of such property as pollution control property and
certify such determination to both the assessor of the
appropriate county, or, in the case of property leased pursuant
to section 29-3-120, C.R.S. 1973, the county treasurer, and the
owner or lessee of such property by certified mail with return
receipt requested. The division may determine and certify as
pollution control property all of the property included in any
request, specified portions of such property, any part thereof,
or none of such property; except that any property which is
acquired as the result of an order of or agreement with any
federal, state, or local regulatory agency for any of the
purposes set forth in section 39-1-102 (12.1) or which is
acquired as the result of a judicial decision or decree for such
purposes shall be certified as pollution control property for its
entire value. In making its determination, the division shall
consider all avaj]ab]e pertinent information. For the purposes
of this section, "appropriate county" means the county 1in which
the property is permanently located or, if portable or movable
equipment, the county in which the principal office of the owner
or lessee is located.

(4) If the determination of the division of administration

denies a request for certification in whole or in part, the
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applicant may file, within ten days after receipt of writtien
notice of such determination, a written objection to such
determination with the division, and, if a written objection is
so filed, the division shall grant the applicant, within thirty
days after receipt of such written objection, a full hearing held
in accordance with the provisions of section 24-4-105, C.R.S.
1973, and make its final determination on the basis of such
hearing. The final determination shall be certified to both the
assessor of the appropriate county, or, in the case of property
leased pursuant to section 29-3-120, C.R.S. 1973, the county
treasurer, and the applicant no later than May 31 31979 OF THE
FIRST YEAR FOLLOWING FILING OF A REQUEST.

SECTION 3. Section 6 of chapter 102, Session Laws of
Colorado 1978, is amended to read:

Section 6. Effective date - applicability. This act shall

take effect July 1, 1978, and shall apply oniy to the-first
taxable year YEARS of-the-taxpayer beginning on or after January
1, 1979.

SECTION 4. Safety clause. The general assembly hereby

finds, determines, and declares that this act is necessary for
the immediate preservation of the public peace, health, and

safety.
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COMMITTEE ON FINANCE - TAX PACKAGE

BILL 18

A BILL FOR AN ACT
CONCERNING THE ADMINISTRATION OF THE CREDIT AGAINST INCOME TAX
BASED ON TAXES ATTRIBUTABLE TO POLLUTION CONTROL PROPERTY.

Bi1l Summary

(Note: This summary applies to this bill as introduced and
does not necessarily reflect any amendments which may be
subsequently adopted. )

Makes miscellaneous changes concerning the administration of
the income tax credit for taxes paid on pollution control
property 1including, among others, the following: Provides that
the application fee shall be paid for each plant site certified,
provides that any additional fee cover the costs of determining
eligibility or noneligibility and that if denial of certification
is objected to or appealed, that the costs thereof shall be paid
by the applicant if the denial is upheld; extends the time within
which the division of administration of the department of health
must hold a hearing if objection is made to a denial of
certification; and provides that the division may give advice to
an applicant as to the estimated total cost of certification.

Be it enacted by the General Assembly of the State of (Colorado:

SECTION 1. 39-5-131 (2), (3), (4), and (8), Colorado
Revised Statutes 1973, as amended, are amended to read:

39-5-131. Certification and valuation of pollution control

property. (2) At any time after the filing of a request for
certification and prior to its determination, the division of
administration may schedule a conference OR OTHERWISE CONSULT

with the applicant in order to obtain further information
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relevant to its determination of eligibility for certification as

pollution control property OR TO RENDER ITS ADVICE AS TO THE

ESTIMATED TOTAL COST OF CERTIFICATION.

(3) O©On or before March 31, 1979, with reference to each
such reqﬁest. the division of administration shall determine the
eligibility or noneligibility of such property as pollution
control property and certify such determination to both THE
ADMINISTRATOR, WHO SHALL NQTIFY the assessor of the appropriate
county, or, 1in the case of property leased pursuant to section
29-3-120, C.R.S. 1973, the county treasurer, and the owner or
lessee of such property by certified mail with return receipt
requested. The division may determine and certify as pollution
control property all of the property included in any request,
specified portions of such property, any part thereof, or none of
such property; except that any property which is acquired as the
result of an order of or agreement with any federal, stéte, or
local regulatory agency for any of the purposes set forth in
section 39-1—102 (12.1) or which is acquired as the result of a
judicial decision or decree for such purposes shall be certified
as pollution control property for its entire value. In making
its determination, the division shall consider all available
pertinent information. For the purposes of this section,
"appropriate county" means the county in which the property is
permanently 1located or, if portable or movable equipment, the
county in which the principal office of the owner or lessee is

located.
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(4) If the determination of the division of administraiicn
denies a request for certification in whole or 1in part, the
applicant may file, within ten days after receipt of written
notice of such determination, a written objection to such
determination with the division, and, if a written objection is
so filed, the division shall grant NOTIFY the applicant, within
thirty days after receipt of such written objection, OF THE TIME
AND PLACE AT WHICH a full hearing WILL BE held in accordance with
the provisions of section 24-4-105, C.R.S. 1973. and THE HEARING
SHALL BE HELD WITHIN SIXTY DAYS AFTER RECEIPT OF SUCH WRITTEN
OBJECTION AND THE DIVISION SHALL make its final determination on
the basis of such hearing. The final determination shall be
certified to both the ADMINISTRATOR, WHO SHALL NOTIFY THE
assessor of the appropriate county or, in the case of property
leased pursuant to section 29-3-120, C.R.S. 1973, the county
treasurer, and the applicant no later than May 31, 1979.

(8) Any owner or Jlessee of pollution control property
filing with the division of administration of the department of
health a request for certification as to the eligibility of such
property for assessment as pollution control property shall pay a
minimum nonrefundable fee of twenty-five dollars FOR EACH PLANT
SITE to the division. tpon--issuance--of--such-certification
pursuant-to-this-section-or-section--39-4-1386 AFTER MAKING ITS
DETERMINATION OF ELIGIBILITY OR NONELIGIBILITY, the owner or
lessee shall pay to the division an ANY additional fee determined

by the division to cover the actual costs thereof, INCLUDING
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INSPECTION COSTS. THE OWNER OR LESSEE SHALL ALSO PAY TO THE
DIVISION THE ACTUAL COSTS DETERMINED BY THE DIVISION OF ALL

HEARINGS AND APPEALS ON THE DENIAL, IN WHOLE OR IN PART, OF A

REQUEST FOR CERTIFICATION IF THE DENIAL, IN WHOLE OR IN PART, IS
UPHELD.

SECTION 2. Safety clause. The general assehb]y hereby

finds, determines, and declares that this act is nécessary for
the immediate preservation of the public peace, health, and

safety.



COMMITTEE ON FINANCE - TAX PACKAGE

BILL 19

A BILL FOR AN ACT
CONCERNING DEFERRED COLLECTION OF AD VALOREM TAXES ON PROPERTY
OWNED BY THE ELDERLY.

Bill Summary

(Note: This summary applies to this bill as introduced and
does not necessarily reflect any amendments which may be
subsequently adopted. )

Makes several changes in the law authorizing deferral of
property taxes by the elderly in order: (1) To clarify that tax
deferral 1is available to persons whose homestead is in a
multiunit building and is available to persons of the specified
age who jointly own property but aren't related as husband and
wife; (2) To provide that net value or equity of a homestead is
determined with reference to the assessor's actual value; (3) To
provide, with regard to the state's 1lien for deferred taxes,
that: (a) That state's lien includes interest on deferred taxes;
(b) The state's lien for deferred taxes is subject to mortgages,
deeds of trust, or contracts of sale recorded prior to the
attachment of the state's lien; and, concomitantly; (c) Waiver of
deferral 1is prohibited; (4) To change the date wupon which
interest on deferred taxes begins to accrue and to clarify that
said 1interest is compounded annually; (5) To limit the effect of
the provision that recordation of a certificate of deferral is
conclusive evidence of the validity of deferral; (6) To specify
the time by which the state treasurer must make payment of
deferred taxes to county treasurers; (7) To insert a notice to
the taxpayer of the amount of taxes previously deferred and the
interest accrued thereon; (8) To specify certain events which do
not require payment of deferred taxes and interest and to provide
that a surviving spouse who cannot continue deferral because of
age does not have to pay deferred taxes and interest merely
because of the taxpayer's death; and (9) To make additional
technical amendments.
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Be it enacted by the General Assembly of the State of Colorado:

SECTION 1. 39-3.5-101 (1) and {(4), Colorado Revised
Statutes 1973, as amended, are amended to read:

39-3.5-101. Definitions. (1) "Homestead" means the
owner-occupied residence of the taxpayer. IF THE HOMESTEAD IS
LOCATED 1IN A MULTIUNIT BUILDING, THE HOMESTEAD IS THE PORTION OF
THE BUILDING ACTUALLY USED AS THE RESIDENCE AND ITS PERCENTAGE OF
THE VALUE OF THE COMMON ELEMENTS AND OF THE VALUE OF THE LOT UPON
WHICH IT IS BUILT. THE PERCENTAGE IS THE VALUE OF THE UNIT
CONSISTING OF THE HOMESTEAD COMPARED WITH THE TOTAL VALUE OF THE
BUILDING EXCLUSIVE OF THE COMMON ELEMENTS, IF ANY.

(4) "Taxpayer" means a person who has filed or whose
guardian, conservator, or attorney-in-fact has filed a claim for
deferral pursuant to this article, OR INDIVIDUALS WHO HAVE
JOINfLY FILED A CLAIM FOR DEFERRAL UNDER THIS ARTICLE.

SECTION 2.  39-3.5-103 (1)(b) and (1)(f), Colorado Revised
Statutes 1973, as amended, are amended to read:

39-3.5-103. Property entitled to deferral. (1) (b) The

taxpayer claiming the deferral must, by himself or together with
his spouse, own the fee simple estate or be purchasing the fee
simple estate under a recorded instrument of sale, OR TWO OR MORE
PERSONS MUST TOGETHER OWN OR BE PURCHASING THE FEE SIMPLE ESTATE
WITH RIGHTS OF SURVIVORSHIP UNDER A RECORDED INSTRUMENT OF SALE
IF ALL OWNERS LIVE IN THE HOMESTEAD AND IF ALL OWNERS APPLY FOR
THE DEFERRAL JOINTLY.

(f) The property for which the deferral 1{s claimed must
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have a net value or equity sufficient to pay the lien proviaed
for in section 39-3.5-105 (3). NET VALUE OR EQUITY SHALL BE
DETERMINED BY REFERENCE TO ACTUAL VALUE OF THE PROPERTY AS
ENTERED ON THE ASSESSOR'S RECORDS 1IN THE NORMAL COURSE OF
BUSINESS.

SECTION 3.  39-3.5-104 (1) (e), Colorado Revised Statutes
1973, as amended, is amended to read:

39-3.5-104. C(Claim form - contents. (1) (e) Include a

certificate from the assessor as to the actual value of the
property as shown-by ENTERED ON the assessor's records IN THE
NORMAL COURSE OF BUSINESS;

SECTION 4. 39-3.5-105 (3), (4), (5), and (6), Colorado
Revised Statutes 1973, as amended, are amended to read:

39-3.5-105. Listing of tax-deferred property - tax as lien

- interest accrual. (3) The deferred taxes AND THE INTEREST

ACCRUED THEREON shall be a lien against, the property, but the
lien shall not be foreclosed except as provided in sections
39-3.5-110 to 39-3.5-112. fxcept-for-mortgages;-deeds-of--trust;
or--contracts-of-saie-dated-more-than-five-years-prior-to-the-end
of-the-catendar-year-for-which-the-deferrai-is-ciaimed;-the--iten
of--deferred-taxes-shali-be-a-first-1ten-upon-the-property---when
a-person-purchasing-a-homestead-gives-a-mortgage-or-deed-of-trust
or-enters-into-a-contract-of-sate-retating-to-satd-homestead;--he
may--be--required--by--the--mortgagees-benefictary-of-the-deed-of
trust;-or-seiier-under-contract-to-executes--separate--and--apart

from-any-other-papers-or-instruments-relating-to-purchase-of-said
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homesteads--an--instrument--containing-a-promisc-not-to-ctaim-tax
deferrat-under-this-articte-with-regard-to-the-subjec:-homestead:
fhe-purchaser-shaii-have-the-right-to-rescind-suid-promise--unt+}
312--midnight-of-the-third-business-day-fotiowing-execution-of-the
instrumeni-containing-said-promise: THE LIEN FOR DEFERRED TAXES
AND INTEREST SHALL HAVE THE SAME PRIORITY AS THE LIEN FOR GENERAL
TAXES DESCRIBED IN SECTION 39-1-107; EXCEPT THAT THE LIEN OF
MORTGAGES OR TRUST DEEDS OR CONTRACTS OF SALE WHICH ARE RECORDED
PRIOR IN TIME TO THE ATTACHMENT OF THE LIEN FOR DEFERRED TAXES
AND INTEREST SHALL BE PRIOR TO THE LIEN FOR DEFERRED TAXES AND
INTEREST.

(4) Interest shall accrue on deferred taxes at the rate of
eight percent per annum from-the beginning MAY 1 of the calendar
year in which the deferral is claimed until paid. SAID INTEREST
SHALL BE COMPOUNDED ANNUALLY.

(5) The recordation of the certificate of deferral shall be
conclusive evidence of the validity of the claim for deferral
upon which it is issued; except as-against-persons-who-have THAT
RECORDATION OF THE CERTIFICATE OF DEFERRAL SHALL NOT BE
CONCLUSIVE EVIDENCE OF THE VALIDITY OF THE CLAIM IF THE CLAIM IS
CHALLENGED BY A PERSON HAVING actual knowledge of the invalidity
of said claim OR IF A PERSON WHO KNOWINGLY PROVIDED WRONGFUL
INFORMATION TO QUALIFY FOR DEFERRAL ATTEMPTS TO USE  SAID
RECORDATION TO HIS BENEFIT.

(6) The real property taxes shall be deferred only to the

extent that net value or equity is sufficient to satisfy the lien
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for deferred taxes AND INTEREST after payment of prior liens as
provided 1in subsection (3) of this section. NET VALUE OR EQUITY
SHALL BE DETERMINED AS PROVIDED IN SECTION-39-3.5-103 (1) (f)

SECTION 5. 39-3.5-106, Colorado Revised Statutes 1973, as
amended, is amended to read:

39-3.5-106. County treasurer to receive amount equivalent

to deferred taxes from state. (1) Upon AFTER receipt of the

certificate of deferral, the state treasurer shall pay to the
county treasurer the amount certified as deferred. THE AMOUNT
CERTIFIED AS DEFERRED SHALL BE PAID IN FULL ON OR BEFORE APRIL
30. This amount shall be distributed by the county treasurer in
the same manner the tax would have been if regularly paid.

(2) The state treasurer shall maintain an account for each
tax-deferred property and shall accrue interest BEGINNING MAY 1
on the amount paid to the county treasurer pursuant to this
section.

SECTION 6. 39-3.5-108, Colorado Revised Statutes 1973, as
amended, is amended to read:

39-3.5-108. Notice to taxpayer regarding duty to claim

deferral annually. At the time the treasurer sends the annual

real property tax notice to any taxpayer who has claimed a
deferral of property taxes in the previous calendar year, he
shall enclose a deferral notice. The deferral notice shall be
substantially in the following form:

To: (name of taxpayer)

If you want to defer the collection of ad valorem property
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taxes on your homestead for the assessment year ending on

December 31, , you must file a claim for deferral not later

than April 1, , in the office of the county treasurer. Forms

for filing such claims are available at the county treasurer's
office. )

If you fail to file your claim for deferral on or before
April 1, __, your real property taxes will be due and payable
in accordance with the schedule set out in the enclosed tax
notice.

THE AMOUNT OF TAXES WHICH YOU HAVE DEFERRED UP TO AND
INCLUDING ___ , THE MOST RECENT TAXABLE YEAR, IS $
INTEﬁEST AéCRUED THEREON IS $

If ybu change your permanent address at any time during the
assessment year ending on December 31, _ , you must notify the
coun;y ass;ssor promptly.

SECTION 7.  39-3.5-110 (1) (d), Colorado Revised Statutes

1973, as amended, is amended to read:

39-3.5-110. Events requiring payment of deferred tax and

interest - notice to state treasurer. (1) (d) The tax-deferred

property no 1ongerlmeets the requirements of section 39-3.5-103
(1) (c). and-€33-€d3-

SECTiON 8. Article 3.5 of title 39, Colorado Revised
Statutes 1973, as amended, is amended BY THE ADDITION OF A NEW
SECTION to read:

39-3.5-110.5. Events not requiring payment of deferred tax

and interest. (1) Unless one of the events specifically
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described 1in section 39-3.5-110 occurs, the events describca in
this subsection (1) do not require payment of deferred taxes and
interest:

(a) If a taxpayer qualified under this article defers taxes
and later elects to discontinue deferral, if he does not allow
subsequent taxes to become delinguent;

(b) If a taxpayer qualified under this article defers taxes
until he must discontinue deferral because the tax-deferred
property's net value or equity is not sufficient to pay the lien
provided for in section 39-3.5-105 (3), if he does not allow
subsequent taxes to become delinquent;

(c) If a taxpayer qualified under this article defers
taxes, elects to discontinue deferral, does not allow subsequent
taxes to become delinquent, and validly resumes deferral.

(2) If a taxpayer qualified under this article defers taxes
and dies and the surviving spouse, while meeting the other
requirements of section 39-3.5-112, does not qualify to continue
tax deferral under section 39-3.5-112 (1) (a) because not sixty
years of age or older, the previously deferred taxes and interest
shall not become due and payable until the surviving spouse dies
or the occurrence of any other event requiring payment of
deferred taxes and interest under section 39-3.5-110. If the
surviving spouse otherwise qualified under section 39-3.5-112
reaches the age prescribed in section 39-3.5-112 (1) (a), said
spouse may then continue deferral of taxes under the terms of

section 39-3.5-112.
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SECTION 9. 39-3.5-111 (1) (b), Colorado Revised Statutes
1973, as amended, is amended to read:

39-3.5-111. Time for payment - delinquencies. (1) (b) A1l

deferred taxes and accrued interest shall be due and payable
ninety days after the circumstance occurs, except as provided in
subsections SUBSECTION (2) and-€33 of this section and in section
39-3.5-112.

SECTION 10. The introductory portion to 39-3.5-112 (1) and
39-3.5-112 (2), Colorado Revised Statutes 1973, as amended, are
amended to read:

39-3.5-112. Election by spouse to continue tax deferral.

(1) Notwithstanding the provisions of section 39-3.5-110, when
one of the circumstances listed in section 39-3.5-110 (1) (a) to
OR (1) (c) occurs, the spouse of the taxpayer may elect to
continue the property in its tax-deferred status if:

(2) The election granted under subsection (1) of this
secticn shall be filed in the same manner as a claim for deferral
is filed under section 39-3.5-102, not later than ninety days
from the date the circumstance occurs. Thereafter, the property
shall continue to be treated as tax-deferred property, and the
treasurer and state treasurer shall withdraw any action taken
under section 39-3.5-111. When the property has been continued
in its tax-deferred status by the spouse of the taxpayer, the
spouse may continue the property in its tax-deferred status in
subsequent years by filing a AN ANNUAL claim as provided in

section 39-3.5-104 if the property continues to be eligible for
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tax-deferred status.
SECTION 11. 39-3.5-116, Colorado Revised Statutes 1973, as
amended, is amended to read:

39-3.5-116. Deed or contract clauses preventing application

for deferral prohibited - clauses void. On and after February

28, 1979, it shall be unlawful for any mortgage, deed of trust,
or contract of sale to contain a clause or statement which
prohibits the owner from claiming a real property tax deferral on
his homestead. for--any--year-which-begins-more-than-five-years
after-the-ciose-of-the-caiendar-year-in-which-such-mortgage;-deed
of-trusts-or-contract-for-saie-is-executed: Any such clause or
statement 1in a mortgage, deed of trust, or contract for sale
executed on and after February 28, 1979, is void.

SECTION 12. 39-3.5-117, Colorado Revised Statutes 1973, as
amended, is amended to read:

39-3.5-117. Report. No later than May 1, 1973, and each
May 1 thereafter, the state treasurer shall submit to the general
assembly a report concerning tax deferral for the elderly as set
forth in this article. Such report shall include data concerning
the number of taxpayers establishing claims for deferral, the
amount of taxes deferred in each county, the relationship of
deferred taxes to the amount of outstanding mortgages, and deeds
of trust, AND CONTRACTS OF SALE, and such other data as the state
treasurer may deem useful.

SECTION 13. Effective date. This act shall take effect

February 28, 1979.
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SECTION 14.

Safety clause. The general assembly hereby

finds, determines, and declares that this act is necessary for

the <immediate

safety.

preservation of the public neace, health, and
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COMMITTEE ON FINANCE - TAX PACKAGE
BILL 20

A BILL FOR AN ACT
CONCERNING THE REPEAL OF ARTICLE 3.5 OF TITLE 39, COLORADO
REVISED STATUTES 1973, AS AMENDED, CONCERNING PROPERTY TAX
DEFERRAL FOR THE ELDERLY.

Bil1l Summary

(Note: This summary applies to this bill as introduced and
does not necessarily reflect any amendments which may be
subsequently adopted. )

Repeals House Bill No. 1112 enacted 1in 1978; since House
Bill No. 1112's effective date is February 28, 1979, this bill
will prevent House Bill No. 1112 from taking effect by repealing
all the provisions of House Bill No. 1112 effective February 28,
1979.

Be it enacted by the General Assembly of the State of Colorado:

SECTION 1. Repeal - effective date. (1) Article 3.5 of

title 39, Co]orado_Revised Statutes 1973, as amended, as enacted
by section 1 of chapter 103, Session lLaws of Colorado 1978, is
repealed effective February 28, 1979.

(2) Sections 2, 3, and 4 of chapter 103, Session Laws of
Colorado 1978, are repealed effective February 28, 1979.

SECTION 2. Safety <clause. The general assembly hereby

finds, determines, and declares that this act is necessary for
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2 safety.
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COMMITTEE ON FINANCE - TAX PACKAGE
BILL 21

SENATE CONCURRENT RESOLUTION NO.

SUBMITTING TO THE QUALIFIED ELECTORS OF THE STATE OF COLORADO AN
AMENDMENT TO SECTION 3 OF ARTICLE X OF THE CONSTITUTION OF
THE STATE OF COLORADO, CREATING AN AD VALOREM PROPERTY TAX
HOMESTEAD EXEMPTION FOR RESIDENTIAL PROPERTY OCCUPIED BY A
PERSON WHO IS SIXTY-FIVE YEARS OF AGE OR OLDER OR WHO IS
DISABLED AND WHO IS WITHIN SPECIFIED INCOME LIMITS
ESTABLISHED BY LAW.

Resolution Summary

(Note: This summary applies to this resolution as
introduced and does not necessarily reflect any amendments which
may be subsequently adopted.)

Establishes an ad valorem property homestead exemption of a
base amount for residential property occupied by a person who is
sixty-five years of age or older or who is disabled and who is
within specified income 1imits established by law. Provides that
the general assembly define ‘“residential property" and
"disabled”, establish income 1imits for persons who may receive
the exemption, and otherwise provide for the implementation of
the exemption.

Be It Resolved by the Senate of the Fifty-second General

Assembly of the State of Colorado, the House of Representatives

concurring herein:

SECTION 1. At the next general election for members of the
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general assembly, there <chall be submitted to the gualified
electors of the st te of Colorado, for their approval or
rejection, the +voliowing amendment <©o thn constitulion of the
state of Colorado, to wit:

Section 3 of article X of the constitution of the state of
Colorado is amended to read:

Section 3. Uniform taxation - exemptions. (1) All {axes

shall be uniform upon cach of the various classes oV real and
personal property 1located within the territorial Timits of the
authority levying the tax, and shall be levied, assessed, and
collected under general laws, which shall prescribe such methods
and regulations as shall secure just and equalized valuations for
assessments of taxes wupon all property, real and personal,
1ocqted %ithin the tarritorial limits of the authority levying
the tax; prevideds;-however; EXCEPT that the general assembly may,
by law, exempt from taxation hoysehold furnishings and personal
effects which are not used for the production of income at any
time.

(2) Ditches, canals, and flumes owned and wused by
individuals or corporations for irrigating land owned by such
individuals or corporations, or the individual members thereof,
shall not be separately taxed so long as they shall be owned and
used exclusively for such purposes.

(3) (a) THERE SHALL BE AN AD VALOREM PROPERTY TAX HOMESTEAD
EXEMPTION OF TWO THOUSAND DOLLARS OF THE VALUATION FOR ASSESSMENT
FOR RESIDENTIAL PROPERTY OCCUPIED BY A PERSON WHO IS SIXTY-FIVE
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YEARS OF AGE OR OLDER OR WHO 1S DISABLED AND WHO HAS AN INCUME
WITHIN LIMITS SPECIFIED BY THL GENERAL ASSEMBLY BY LAW.

(L) THE GENERAL ASSEMBLY, BY LAW, SHALL DEFINE "RESIDENTIAL
PROPERTY" AND "DISABLED" FOR THE PURPOSES OF THIS SECTION, SHALL
ESTABLISH  INCOME  LIMITS FOR PERSONS WHO MAY RECEIVE THE
EXEMPTION, AND SHALL OTHERWISE PROVIDE FOR THE IMPLEMENTATION OF
THE HOMESTEAD EXEMPTION.

(c) THE GENERAL ASSEMBLY, BY LAW, MAY INCREASE THE AMOUNT
OF SAID HOMESTEAD EXEMPTION.

(d) THIS SUBSECTION (3) SHALL TAKE EFFECT JANUARY 1, 1981,
AND SHALL APPLY TO ALL TAXABLE YEARS COMMENCING ON OR AFTER SAID
DATE.

SECTION 2. Each elector voting at said election and
desirous of voting for or against said amendment shall cast his
vote as provided by law either "Yes" or "No" on the proposition:
“An amendment to section 3 of article X of the constitution of
the state of Colorado, creating an ad valorem property tax
homestead exemption for residential property occupied by a person
who 1is sixty-five years of age or older or who is disabled and
who is within specified income 1imits established by law."

SECTION 3. The votes cast for the adoption or rejection of
said amendment shall be canvassed and the result determined in
the manner provided by law for the canvassing of votes for
representatives in Congress, and if a majority of the electors
voting on the question shall have voted "Yes", the said amendment

shall become a part of the state constitution.
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COMMITTEE ON FINANCE - TAX PACKAGE
BILL 22

A BILL FOR AN ACT
CONCERNING THE "JOB EXPANSION AND INVESTMENT CREDIT ACT OF 1978".

Bi11l Summary

(Note: This summary applies to this bill as introduced and
does not necessarily reflect any amendments which may be
subsequently adopted.)

Makes changes and revisions to the act including, among
others, the extension of the tax credit for facilities acquired
or leased prior to December 31, 1983, the reduction of the number
of new business facility employees required in order to claim the
credit, and the revision of the method used to calculate the
"property factor".

Repeals an effective date provision to remove obsolete
language.

Be it enacted by the General Assembly of the State of Colorado:

SECTION 1. 39-22-508.1, Colorado Revised Statutes 1973, as

amended, is amended to read:

39-22-508.1. Short title. Sections  39-22-508.1 to
39-22-568-7 39-22-508.6 shall be known and may be cited as the
"Job Expansion and Investment Credit Act of 1978".

SECTION 2. The introductory portion to 39-22-508.2, and
39-22-508.2 (3) (b) and (5) (b), Colorado Revised Statutes 1973,
as amended, are amended to read:

39-22-508.2 Definitions - construction of terms. As used
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in sections 39-22-508.2 to 39-22-568:-7 39-22-508.6, unless the
context otherwise requires:

(3) (b) Such facility is acquired by, or leased to, the
taxpayer on or after July 1, 1978, and within those taxable years
ending on or before December--33;--198% DECEMBER 31, 1983. A
facility shall be deemed to have been acquired by, or leased to,
the taxpayer within said dates if the transfer of title to the
taxpayer, the transfer of possession pursuant to a binding
contract to transfer title to the taxpayer, or the commencement
of the term of the lease to the taxpayer occurs within said dates
or, if the facility is constructed, erected, or installed by or
on behalf of the taxpayer, such construction, erection, or
installation is completed within said dates.

(5) (b) The "property factor" is a fraction, the numerator
of which 1is the average-vatue ORIGINAL COST of the taxpayer's
real and tangible personal property owned or rented and used in
connection with the operation of the new business facility during
the tax period and the denominator of which is the average-vaiue
ORIGINAL COST of all the taxpayer's real and tangible personal
property owned or rented and used in this state during the tax
period. The average-vatue ORIGINAL COST of all such property
shall be 'determined as provided in articles 1 to 13 of this
title.

SECTION 3. 39-22-508.3 (1), Colorado Revised Statutes 1973,
as amended, is amended to read:

39-22-508.3. Special credit available - new business
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tfacility - new employees. (1) Any taxpayer who establishes a

new business facility, as defined in section 39-22-508.2 (3),
shall be allowed a credit, in an amount determined under
subsection (2) of this section, against the tax imposed by this
article for the taxable year during which commencement of
commercial operations, as defined in section 39-22-508.2 (1),
occurs at such new business facility and for each of the nine
succeeding taxable years. No credit shall be allowed under this
section unless the number of new business facility employees, as
determined under section 39-22-508.2 (4), engaged or maintained
in employment at the new business facility for the taxable year
for which the credit 1is claimed equals or exceeds five TWO
persons.

SECTION 4. Repeal. 39-22-508.7, Colorado Revised Statutes
1973, as amended, is repealed.

SECTION 5. Safety clause. The general assembly hereby

finds, determines, and declares that this act is necessary for
the immediate preservation of the public peace, health, and

safety.
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COMMITTEE ON FINANCE - TAX PACKAGE
BILL 23

A BILL FOR AN ACT
CONCERNING PROPERTY TAXATION.

Bi1l Summary

(Note: This summary applies to this bill as introduced and
does not necessarily reflect any amendments which may be
subsequently adopted. )

Removes personal property from the previously established
framework for revaluation and implementation of revaluation of
taxable property.

Be it enacted by the General Assembly of the State of Colorado:

SECTION 1. 39-1-104 (9), (10), and (11)(a) and the
introductory portion to 39-1-104 (12), Colorado Revised Statutes
1973, as amended, are amended, and the said 39-1-104 is further
amended BY THE ADDITION OF A NEW SUBSECTION, to read:

39-1-104. Valuation for assessment. (9) (a) For the years

1977 through 1982, the 1973 level of value and the manuals and
associated data published in the year 1973 by the administrator
shall be utilized for determining actual value of real and
personal property in any county of the state as reflected in the
abstract of assessment for each such year.

(b) Ouring the years 1979 through 1982, in preparation for

its implementation in the year 1983, the respective assessors
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shall conduct revaluations of all taxable real and-personui
property utilizing the 1977 1level of value and the manuals and
associated data published for the year 1977 by the administrator
and approved by the advisory committee to the administrator.

(c) For the purposes of articles 1 and 9 of this title,
"Tlevel of value" means the actual value of taxable real und
personat property as ascertained by <the application of the
applicable factors enumerated in section 39-1-103 (5) for the
calendar year immediately preceding the "base year", which is the
year for which the administrator is required by this article to
publish manuals and associated data.

(10) (a) For the years 1983 through 1986, the 1977 level of
value and the manuals and associated data published in the year
1877 by the administrator and approved by the advisory committee
to the administrator shall be utilized for determining actual
value of real and-personal property in any county of the state
as reflected in the abstract of assessment for each such year.

(b) During the years 1983 through 1986, in preparation for
its implementation in the year 1987, the respective assessors
shall conduct revaluations of all taxable real and-personat
property utilizing the 1981 level of value and the manuals and
associated data published in the year 1981 by the administrator
and approved by the advisory committee to the administrator.

(11) (a) It is the intent of the general assembly, as
manifested in subsections (9) and (10) of this section, that

every four years new manuals and associated data will be
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published by the administrator, after approval by the advicory
committee to the administrator, and that said manuals and

associated data and the level of value for the year which said

manuals and associated data are published shall be wutilized by

assessors 1in the manner described in subsections (8) and (10) of
this section for determining the actual value of real and
personat property in each county of the state.

(12) The requirement stated in subsections (9), (10), and
(11) of this section that the actual value of real and--personat
property be determined according to a specified year's level of
value and manuals and associated data published by the
administrator in said specified year and approved by the advisory
committee to the administrator shall not apply to the assessment
of the following classes of real or personal property:

(12.1) It is the intent of the general assembly that the
actual value of personal property is not to be determined
according to a specified year's level of value and manuals and
associated data published by the administrator in said specified
year and approved by the advisory committee to the administrator.
The mention of personal property in the exclusions listed in
subsection (12) of this section shall not be construed to mean
that subsections (9), (10), and (11) of this section apply to
personal property.

SECTION 2. Applicability. This act shall apply to taxable

years commencing on or after January 1, 1979.

SECTION 3. Safety clause. The general assembly hereby
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1 finds, determines, and declares that this act is necessary for
2 the immediate preservation of the public peace, health, and

3 safety.
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COMMITTEE ON FINANCE - TAX PACKAGE
BILL 24

A BILL FOR AN ACT
CONCERNING INCOME TAX, AND RELATING TO THE COLORADO STANDARD

DEDUCTION.

Bi11 Summary

(Note: This summary applies to this bill as introduced and
does not necessarily reflect any amendments which may be

subsequently adopted.)

Provides that the Colorado standard deduction shall be a set
sum multiplied by the annual inflation factor rather than the
greater of the percentage deduction or the low income allowance.
The deduction for federal income taxes is retained as part of the
Colorado standard deduction.

Be it enacted by the General Assembly of the State of Colorado:

SECTION 1. 39-22-112 (1), Colorado Revised Statutes 1973,
as amended, is amended to read:

39-22-112. Colorado standard deduction of a resident

individual. (1) The Colorado standard deduction for a resident
individual or a husband and wife whose Colorado taxable income is
determined jointly as though one taxpayer shall be the-percentage
standard--deduction--or--the--Yow-income--atiowance;-whichever-+s
greater; ONE THOUSAND DOLLARS MULTIPLIED BY THE AIF, OR, IN THE
CASE OF A MARRIED TAXPAYER FILING SEPARATELY, FIVE HUNDRED

-57-



Ww o N o

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

DOLLARS MULTIPLIED BY THE AIF, plus the deduction for federal
income tax as defined in section 39-22-113 (4) (a).

SECTION 2.  39-22-103.5 (1) (a), (1) (b), (2) (b), and (2)
(c), Colorado Revised Statutes 1973, as amended, are amended to
read: |

39-22-103.5. Annual inflation factor - purpose.

(1) (a) That the income tax laws of this state, in combination
with econohic inflation, have caused inequitabie treatment of the
taxpayer because the application of the inflexible, statutorily
prescribed rates of tax, percentage standard deduction, eor
4ow-income---a44;wance: and personal exemption to increasing
personal incomes has resulted in increasing the taxpayer's
taxable income although the taxpayer's purchasing power has
remained the same or decreased;

(b) That it is the purpose of this section to adopt a
practicable method of mitigating the inequity described in
paragraph (a) of this subsection (1) by providing flexibility in
said rates of tax, percentage stahdard deduction, or-iow-income
atiowance; and personal exemption through the development and use
of an annual inflation factor.

(2) (b) The general assembly shall determine the annuai
inflation factor as a percentage, and the department of revenue
shall mulitiply said percentage by the rates of tax, percentage
standard deduction, or--low-income--aiiewance; and personal
exemption. After the taxable year 1978, the department of

revenue shall ‘mu]tip]y the annual inflation factor for the
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current taxable year by the rates of tax, percentage standarc
c¢eduction, or--iow-tncome--aiiowance; and personal exemption as
adjusted by multiplication by the annual inflation factor for the
previous taxable years so that the application of the annual
inflation factor will be cumulative. The rates of tax,
percentage standard deduction, or--3}ow-income--aitiowance; and
personal exemption, adjusted by application of the annual
inflation factor as provided in this section and rounded to the
nearest one dollar, shall be incorporated into the income tax
forms and instructions of the department of revenue for each
taxable year.

(c) From taxable year to taxable year, the application of
the annual inflation factor to the rates of tax, percentage
standard deduction, or--tow-income--aitiowances and personal
exemption may cause said rates, deduction, or--atijowance; and
exemption to increase, remain the same, or decrease.

SECTION 3. Repeal. 39-22-112 (2) and (3), Colorado Revised
Statutes 1973, as amended, are repealed.

SECTION 4. Applicability. This act shall apply to all

taxable years commencing on or after January 1, 1979.

SECTION 5. Safety clause. The general assembly hereby

finds, determines, and declares that this act is necessary for
the immediate preservation of the public peace, health, and

safety.
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COMMITTEE ON LOCAL GOVERNMENT

Senate Joint Resolution No. 29 directed that the Legislative
Council appoint committees to undertake several studies during the
19783 interim. Pursuant to this resolution the Council directed that
an interim Committee on Local Government conduct the following
studies:

(1) A study of the adequacy and problems associated with rural
health care in Colorado;

(2a) A study of the differences between the "Colorado Mined
Land Reclamation Act" and the "Federal Surface Mining Control and
Reclamation Act" to determine what changes, if any, should be made in
the Colorado statutes for the state to continue the administration and
enforcement of reclamation of mined lands in this state;

(2b) A review of the "Federal Mine Safety and Health Amendments
Act of 1977" to determine the interrelationship between said act and
the current laws of the State of Colorado with regard to safety and
health 1in the mines of this state and determine what changes, if any,
should be made in Colorado statutes to conform to the provisions of
said act.

(3) A study of all aspects and forms of federal regional

governance including, but not limited to, its origins, development,
function, purpose, and goals.

Further, the Legislative Council prioritized these studies in order of
importance. The listing above reflects that order.

Rural Health

Initial testimony brought to the committee's attention the
effort undertaken by the Governor's Study Commission on Rural Health
Manpower Solutions formed in 1977. This commission was made up of a
wide variety of 1individuals concerned with rural health matters,
including consumers, health care providers, and representatives of the
executive and legislative branches. The commission reviewed a number
of issues in the course of its study, and held four regional hearings
in order to obtain greater citizen input. Its final report, which was
issued in February of 1978, contained several recommendations intended
to improve rural health. In 1ight of this previous study, the commit-
tee agreed that it should concentrate its efforts around the issues
and the recommendations contained in this final report.
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In addition, during the course of the interim, the committee
heard testimony from a variety of witnesses involved in the rural
health field. Included were the Colorado Medical Association, the
Rural Health Association, the Governor's Office on Rural Health, vari-
ous state agencies, Mountains/Plains Outreach Program, and University
of Colorado Medical Center.

Areas of Concern

Based on its review of this report and additional testimony
received, it appears that there is an inadequate level of health care
being provided in several rural areas of Colorado, particularly the
Eastern Plains, San Luis Valley, and on the Western Slope. This
appears to be attributable to several causes which, while related to
one another, may nevertheless be individually identified. Included
among these causes are the following:

1) Maldistribution of health care personnel - doctors, nurses,
dentists, technicians, etc. - resulting in inadequate
numbers located in rural areas;

2) Training of 1inadequate numbers of family practitioners or
primary care personnel which are needed most in rural
areas;

3) Poor coordination of services by both public and private
agencies providing health care and inadequate mechanisms on
the local level to identify needed health services and
develop effective remedies;

4) Inadequate education of the rural population in matters of
health maintenance;

5) Environmental factors - such as sanitary water supplies -
which have not been adequately addressed; and

6) Absence of hard data relative to rural health matters, par-
ticularly with respect to service-related needs.

This listing does not exhaust the issues in rural health matters which
may be identified, but does include those key items which the commit-
tee discussed.

The lack of primary health care providers, or more appropri-
ately their maldistribution, is perhaps the area which was cited most
frequently as the major cause of the lack of adequate rural health
within the State of Colorado. A 1971 study stated that "...in 1970
there were 3,303 physicians -- non-federal doctors of medicine and
osteopathy, including interns and residents -- reported to be provid-
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ing patient care either in their offices or as part of a hospital
medical staff in Colorado." 1/ The report went on to emphasize, how-
ever, the uneven distribution in the state. It reported that the
physician-population ratio in 1970 varied from 37 per 100,000 in
Region 5 (the Eastern Plains) to 192 per 100,000 in Region 3 (the
Denver Metro area). In addition, there were four rural counties in
Colorado without a physician in 1970. While these figures are dated,
the current disparities in intrastate manpower ratios are apparently
on the same order.

It should be emphasized that this maldistribution within areas
of the state extends to other medical personnel as well. Again
referring to 1970 figures, there were 51 non-federal dentists per
100,000 people in Colorado. However, this ratio varied from a high of
58 per 100,000 people in Region 3 to 27 per 100,000 people in Region
5. There were 14 counties without a dentist in 1970. In addition, in
1970, while the ratio of registered nurses (RN's) was 506 per 100,000
statewide, this ranged from a high of 604 RN's per 100,000 people in
Region 3 to 214 RN's per 100,000 in Region 10 (Southwest Colorado).
There were two rural counties in 1970 without an RN and seven rural
counties with only one each.

These figures are more illustrative than quantitively correct.
The committee found current definitive figures in rural health matters
difficult to secure. Some caution should be exercised in utilizing
any manpower ratios when discussing the need for health care per-
sonnel. It would appear that no widely accepted optimum manpower to
population ratios have been developed with which these figures might
be compared. Further, questions regarding the quality of manpower
presently in rural areas has been cited as an important factor which
affects the actual number of individuals who are delivering effective
health care to rural residents. Finally, the ratios above do not take
into account the type of health service which may be demanded by any
given group of individuals.

Several factors were suggested to explain this maldistribution.
In many instances a physician, upon arriving and practicing in a rural
setting for a particular time period, may become discouraged as a
result a lack of sufficient support -- professionally, economically,
and from the community -- and consequently leave the area.

1/ Mueller, Heinz: Colorado Health Consumer Survey: A Regional
Analysis, page 24; Colorado-Wyoming Regional Medical Program;
ay, .
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Because rural physicians and other health personnei are, in
many instances, working without backup assistance, and their workload
is heavier than in an urban setting, these individuals are often
restricted from pursuing any continuing educational opportunities.
Further, because in many instances communication systems are not ade-
quate, health personnel are restricted in the amount of outside con-
sultation which would ordinarily occur in an urban setting. In
connection with this, health personnel and particularly physicians are
cutoff from outside professional stimulation. These elements are par-
ticularly important to a physician who, having been trained to seek
out the advice of specialists in order to provide the "best" medical
care, must function in a rural setting without such advice.

Personal considerations may also enter into the problem. The
increased workload and lack of support result in the reduction of
time-off for vacations and family outings. Many physicians also
receive considerably less in wages for an equal amount of work when
compared with their urban counterparts. The family members of the
health personnel may also feel isolated and miss some of the cultural
amenities offered 1in an urban setting. Taken together, the health
personnel 1in some cases may feel isolated and economically
disadvantaged. While these considerations are difficult to measure in
objective terms, it would appear that they do have an effect on the
ability of local communities to attract adequate numbers of health
personnel.,

Governor's Study Commission Report

As noted above, the committee agreed to utilize the final
report of the Governor's Study Commission as a means of identifying
those various problems affecting the provision of health care in rural
areas and possible recommendations to rectify them,

The commission's report contained a total of 35 recommendations
which were divided into three basic areas: state role; University of
Colorado Medical Center role; and other solutions.  The commission
argued that state government can have a very major role in the redis-
tribution of health manpower within the state, as well as stimulating
health personnel to settle in rural sites. The commission also found
that the University of Colorado Medical Center can and should play a
very major role in the redistribution of health manpower.

Only a small number of the recommendations contained in the
final report would apparently require the passage of some 1legislation
in order to implement them. It is contemplated that the remainder of
these recommendations could be implemented through the funding process
or by means of administrative action.

Of these "legislative" recommendations, the proposal to create
a rural health institute was discussed most often by the committee.
This institute, as envisioned by the commission, would function as a
clearinghouse for all state programs affecting rural health matters
and, consequently, would promote increased coordination of effort
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among the state agencies 1involved in rural health. It would also
serve as a central employment service for health workers and potential
employers, and develop information and data on rural health services.

The committee, however, did not choose to endorse this concept.
The committee felt that currently functioning programs appeared to
carry out many of the suggested functions of this Institute. In addi-
tion, members believed that creation of a separate agency would not
ensure cooperation among the many actors in this area. Questions were
raised regarding the practical authority of such an agency to effect
greater coordination, particularly with respect to private agencies.

Current Programs

Testimony before the committee indicated that there have
recently been created a large number of state and federal programs
which are intended to affect rural health matters. At the state
level, five executive departments, the Office of the Governor, and
five statutorially created commissions and councils are involved in
rural health matters. These agencies carry on a total of approxi-
mately 30 programs. These programs include:

Community public health nurses. Utilizing federal funds, the
Department of Health pays approximately one-fourth of the salaries of
the local community nurses 1in 41 counties without organized health
departments. The remainder of the nurses' salaries are paid by county
funds. In these counties, community nurses carry out a number of
functions including the prevention of i{l1lness, disability, and iden=-
tification of health problems and assistance to persons in obtaining
medical care.

Public health sanitarians. The Department of Health also pays
one-fourth of the salaries of sanitarians, who conduct food service
inspections and perform other environmental health duties in 14 rural
counties (the county pays the other three-fourths of the salary).
This year's appropriation for this program totaled $61,966, of which
$32,910 was provided by general fund monies and $29,056 was provided
by the federal government. This program employs a total of 16 sani-
tarians.

Local and regional boards of health. Section 25-1-516, C.R.S.
1973, requires the Department of Health to provide support on a per
capita basis of 95 cents to assist local departments of health. Local
departments of health perform a wide variety of environmental health
duties, including disease control, collection of vital statistics,
distribution of emergency medical supplies, etc.

Emergency medical services. The Department of Health assists
local governments in planning and implementing emergency medical ser-
vices in local areas, pursuant to S.B. 454 passed in 1977, This pro-
gram also 1includes the provision of a WATS telephone line to the
Poison Control Center ($15,000).
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Women, Infants, and Children (WIC) orogram. This program pro-
vides Tfederal funds to purchase nutritious foods to low-income preg-
nant and nursing women, infants and youngsters. All of the monies are
apparently being spent outside of the City and County of Denver.

Local hospitalization. This program transfers a total of
$75,000 for this fiscal year from the Colorado General Hospital
budget, for the purpese of providing the delivery costs for approxi-
mately 250 pregnant women. In this manner, necessary services can be
provided locally, rather than at Colorado General Hospital.

Family practice training - University of Colorado. This pro-
gram provides for a three-year residency to train doctors in a wide
range of medicine so that they may provide medical care for all mem-
bers of the family and meet most of their medical needs. It was
funded a total of $670,710 and 34 FTE positions. This program oper-
ates the primary training program for Family Practice Residents at the
CU Medical Center with satellite centers in Fort Collins, Weld County,
and Grand Junction. This program currently has 26.0 FTE residents in
training. If the third year 1is funded for Grand Junction, Weld
County, and Fort Collins, the program will have 32.0 FTE residents in
training, with from 10 to 12 completing training each year.

Family Medicine Center - Universitv of Colorado. Located in
Denver near the CU Medical Center, this 1s a "model" family practice
clinic or center which provides family practice residents with experi-
ence in organizing medical services and treating patients using the
family practice concepts. It was funded $112,712 for FY 1979, and 5.5
FTE positions.

Community Medical Program - University of Colorado. A program
involving the cooperative efforts of the CU Medical Center, Colorado
State University, and Rose Medical Center is intended to provide tech-
nical assistance in the planning, development, and delivery of medical
care in rural communities. It was funded $120,131 for FY 1979 and 3.0
FTE. The program serves Phillips, Washington, Yuma, and Sedgwick
Counties and is also called Mountain/Plains Outreach Program. Oper-
ating through two primary care centers at Juleshurg and Haxtun, the
program has recruited two physicians and an additional physician was
recruited for Sterling/Bailey. These are backed up by five family
practice residents from the School of Medicine to provide coverage to
these physicians for vacation and continuing education.

Health profession 1loan matching. This program appropriated
$40,330 in FY 1979 to provide the required 1/9 match of funds for
student loans to those qualifying institutions offering health profes-
sion programs in pharmacy, nursing, veterinary medicine, dentistry,
and the practice of medicine. The amount of student loan monies
available to each individual institution is based on their needs as
determined by an evaluation of a grant application. Student eligi-
bility for this loan program is based primarily on financial need.
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Rural health education - Colorado State University. The
cooperative extension service is currently involved in efforts to
improve the health delivery services in a variety of rural areas
through the organization of and the development of health education,
and health promotion programs in local communities. Currently, the
extension service has received requests from 16 counties for assis-
tance in establishing these programs.

The Advisory Commission on Family Medicine. Created in 1977,
this 12-member commission 1s directed to assure high standards of
family medicine, to identify areas of the state underserved by family
physicians, to monitor the state's family medicine residency programs,
and to recommend to the General Assembly appropriate funds for that
program., The commission is scheduled to be terminated on July 1,
1979, unless continued by the General Assembly.

The State Advisory Council on Emergency Medical Services. As
part of the provisions of the "Emergency Medical Services Act"
[Article 3.5 of Title 25, C.R.S. 1973, (1977 Supp.)], a 15-member
council was created in order to: 1) advise the Department of Health on
all matters relating to emergency medical services; 2) make recom-
mendations concerning the development of a statewide emergency medical
services program; 3) determine the statewide emergency medical ser-
vices needs; and 4) make recommendations concerning guidelines and
standards for the delivery of emergency medical services. Members of
this advisory council are reimbursed only for necessary expenses
related to their activities on the council.

Finally, the Statewide Area Health Education Centers Program
§SEARCH2 deserves special mention. The SEARCH program is an effort to
mprove health manpower education, the geographic and specialty
distribution of health manpower, and health services 1in Colorado by
decentralizing the educational process. This effort will utilize four
area health education centers and their associated satellites to
create a statewide educational network in Colorado. The area health
education centers will be semiautonomous with local, incorporated
boards of directors, staffs, and advisory committees. Each center
will have a separate budget which will be spent on a work program
developed by the center on the basis of performance contracts approved
by the University of Colorado Medical Center.

The initial phase of the SEARCH program includes the develop-
ment of four area health education centers, three serving rural
regions and one serving Metropolitan Denver. During subsequent
phases, additional satellite centers will be developed in the rural
regions and the scope of activities within each region may broaden.

The basic requirements and ingredients of an area health edu-
cation center's program are: (1) health student and resident primary
care education; (2) continuing education and consultation for health
professionals; and (3) assisting the communities in the development of
community health practices if necessary. Each of these component pro-
grams will be directed toward responding to regional needs with a
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major emphasis on primary care. The SEARCH program has also been
directed to develop data regarding the number of medically underseived
persons in the state.

The mission of SEARCH is to catalyze the development of area
health education centers serving rural Colorado and to support such
centers as a means of improving health manpower education, the envi-
ronment for health professionals in rural areas, the geographic
distribution of health manpower, and ultimately the health of rural
residents.

Federal Programs

The federal government has also initiated a variety of programs
designed to improve rural health services. The Rural Health Initia-
tive has been developed by the U.S. Public Health Service and is
intended to integrate a number of existing federal programs and assist
in the development of health care systems in rural areas. These pro-
grams involved are: The National Health Service Corps Program, the
Migrant Health Program; Community Health Centers Program; Appalachian
Health Program, and the Health Underserved Rural Areas Program. It is
the intent of the Initiative to enhance the coordination of these pro-
grams. Four of these programs relevant to Colorado are described
below:

The National Health Service Corps is a health system develop-
ment program directed toward the recruitment, placement, and retention
of health care personnel in areas which are medically underserved. It
has the authority to assign physicians and other health care profes-
sionals (as needed and feasible) in those areas which are designated
as Critical Health Manpower Shortage Areas. Such areas must meet spe-
cific criteria dealing with total population and the types and numbers
of health care providers delivering health care services in the par-
ticular areas.

The Community Health Centers Program is directed toward provid-
ing primary health care services and supplemental health care services
necessary for the adequate support of primary health care services to
medically underserved populations. It also encourages coordination
and integration of other health care resources. Community Health Cen-
ters must serve an area designated as a Medically Underserved Area.

The Migrant Health Program is directed toward providing primary
health care services and supplemental health care services necessary
for the adequate support of primary health and environmental services
to migrant and seasonal agricultural workers and their families. Co-
ordination and integration of other resources and health care activi-
ties are among its program activities. A Migrant Health Center serves
its target population in a High Migrant Impact Area or a High Impact
Area.
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The Health Underserved Rural Areas Program 1is primarily a
development and research program interested in new concepts and
methods of delivering and financing health care services in rural
areas, with the specific goal of improving availability of services to
persons eligible for Medicaid. This Program will encourage existing
self-sufficient health care providers to develop efficient and effec-
tive health care systems for medically underserved rural areas. The
Health Underserved Rural Areas Program seeks to determine the most
effective approaches to and management systems for the delivery of
health care services in rural areas.

The federal government has also adopted the "National Health
Planning and Resources Development Act of 1974" which established
mechanisms for the creation of health systems agencies within the
states. These agencies are to serve primarily as planning agencies
for its respective area of a state. These health systems agencies are
also to establish an annual implementation plan which describes the
objectives which are to achieve the goals of the health systems plan.
These health systems agencies will also be responsible for the distri-
bution of federal funds in their respective areas upon their certifi-
cation by the federal government.

This summary of current state and federal programs is by no
means comprehensive, nor does it include the several private programs
which are also intended to enhance rural health., Nevertheless, it
does indicate the expanding nature of public involvement and interest
in this area.

Commi ttee Recommendations

Throughout the committee's review of this matter, a variety of
witnesses have indicated that a number of mechanisms have been created
to deal with the problems cited above, and are now undertaking spe-
cific programs in this regard. For example, the SEARCH Program,
implemented by the University of Colorado Medical Center, is devel-
oping programs to assure the availability of continuing education pro-
grams in the state. This is intended to reduce the sense of profes-
sional isolation experienced by health personnel. The Mountain/Plains
Outreach Program is providing health care personnel and local commun-
ities with an increasing level of support and planning services.
Colorado State University, through its extension service, and the
Department of Education, are providing health education programs to
educate consumers about health maintenance. In addition, other state,
federal, and private agencies have undertaken additional programs to
improve rural health services.

This is not to say that the problems posed in the rural health
area will be promptly resolved. However, the committee was impressed
with the number of programs and agencies which are addressing these
problems. Witnesses before the committee generally agreed that few
additional governmental mechanisms are necessary in this area. They
were primarily concerned with the effective implementation of cur-
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rently functioning programs. The cormittee agrees with this assess-
ment and accordingly has restricted the nature of its recommendations.

Testimony brought to the committee's attention recently adopted
federal legislation, "Rural Health Clinic Services Act of 1977", which
is apparently intended to enhance the operation of health clinics
established in medically underserved areas.

As noted in the report of the House Committee on Ways and
Means: 2/

Many isolated rural communities which have not been
able to attract or retain a physician have come to rely
on clinics which do not follow the traditional model of
physician delivery of medical services. These rural
clinics are staffed, not by physicians, but by specially
trained nurse practitioners and physician assistants --
often referred to as primary care practitioners -- who
are trained to provide primary medical care services
traditionally performed only by physicians. Although
there 1is physician supervision of the services provided
by primary care practitioners, it is indirect rather
than "over the shoulder."

Under the original Medicare and Medicaid statutes, services of
physicians practicing in a clinic setting are covered. Services pro-
vided in the clinic by personnel other than physicians and certain
medical supplies are also covered when provided as incident to a
physician's service.

Over the years, however, this "incicent to" requirement has
been interpreted to mean that two requirements must be met. The first
is that there must be direct physician supervision of the services
provided by the non-physician personnel. The second is that the ser-
vices provided by the nonphysician personnel cannot be physician-type
services; that is, they cannot be actual medical services.

Primary care practitioners, whether they practice in clinics
where there is a physician present full-time, or in clinics where only
the backup services of a physician are available, meet neither of
these requirements. The services they provide are medical care ser-
vices of the type ordinarily performed only by physicians, and the
physician supervision of these services is only indirect. The ser-
vices provided by these individuals were not therefore reimbursible
under federal statutes.

The Rural Health Clinic Services Act amended these provisions,
authorizing Medicare and Medicaid coverage for services furnished at
clinics staffed by these primary care practitioners. Colorado's cur-
rent Medicaid statute, however, does not authorize reimbursements for

2/ H.R. Rep. No. 95-548 (1), 95th Cong., 1st sess. 3 (1977)
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such services and consequently rural clinics may only receive Medicare
coverage. The committee believes it is desirable to authorize such
reimbursements in order that reimbursements may be made directly to
these clinics for these services. Such reimbursements would provide
these clinics which an additional source of funds.

Bill 25 will include as a reimbursable item under the Medicaid
statute those services provided by nurse practitioners, physician
assistants, and nurse midwives at these rural clinics. There are
presently three clinics in Colorado which have been certified by the
Department of Health as eligible for these payments. These three are
located in Kiowa, Ft. Lupton, and Dove Creek. An additional seven to
eight clinics have also asked for the necessary certification.

Mined Land Reclamation

Background

The federal "Surface Mining Control and Reclamation Act of
1977" 1s intended to "...establish a nationwide program to protect
society and the environment from the adverse effect of surface coal
mining;". Its primary purpose is to require the operators of both
surface and underground coal mining operations to reclaim or rehabili-
tate surface areas disturbed by mining operations. In doing so the
act establishes a number of specific environmental performance stan-
dards with which operators must comply. This act was signed by Presi-
dent Carter on August 2, 1977, and was the culmination of a five-year
effort to adopt federal legislation in this area.

The Act provides for and encourages the participation of the
state in the administration and enforcement of the environmental per-
formance standards imposed by the act. Any state which wishes to
maintain or assume exclusive jurisdiction over the administration of
the act on non-federal lands must submit and have approved a state
program by the end of an eighteen-month period beginning on the date
of enactment (February 2, 1979)*, In order that the state program be
approved, Section 503 (a) of P.L. 95-87 provides that the state must
have developed:

(1) a state law which provides for the regulation of surface
coal mining and reclamation according to the provisions of
the Federal Act;

(2) a state law which provides sanctions for violations of the
act and the conditions of permits, which sanctions must
include provisions covering civil and criminal actions,
forfeiture of bonds, suspensions, revocations and withhold-
ing of permits, and cease and desist orders;

* This date may be extended six months (i.e., to August 2, 1979)
in the event states must adopt conforming legislation.
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(3) a state regulatory authority with sufficient personnel and
sufficient funding to enable the state to regulate surface
coal mining and reclamation operations;

(4) a state law which provides for the implementation and
administration of a permit system in accordance with the
provisions of the act;

(5) a process or program for the designation of areas as
unsuitable for mining. This program would apparently deal
with only non-federal lands (the Federal government would
conduct this process on federal lands); and

(6) a process to coordinate the permit system, and to avoid
duplication in the permit process.

If no state program is submitted, or the state's application is disap-
proved, a federal program is to be prepared and implemented within 34
months of the enactment of the act (June 3, 1980), No state law or
regulation in effect on August 2, 1978 may supercede the act unless
that law is at least as stringent as the federal act and not incon-
sistent with any aspect of the federal act.

As noted above, Section 503 (a) of PL 95-87 requires that in
order to be approved, a state program must include a state law requ-
lating surface coal mining and reclamation according to the require-
ments of the federal act. Several basic features of the current state
program are similar to that envisioned by the federal act. However,
several apparent discrepencies appear to exist between the current
state act and PL 95-87.

Findings

Present compliance. Based on its initial review of the federal
"Surface Mining Control and Reclamation Act of 1977", and a comparison
of it with the current Colorado Mined Land Reclamation Act, the
comomittee concluded that the current state statutes do not contain
provisions sufficient to comply with the federal act. In an attempt
to confirm this finding, the committee forwarded a letter to the
Office of the Solicitor, Department of the Interior, requesting an
opinion regarding the adequacy of the current Colorado act vis-a-vis
the federal act. The committee received a response which read in
part:

In answer to your question, the Statute does not contain
the necessary and adequate provisions to satisfy the
requirements of Section 502 of the Act (Initial Requla-
tory Procedures) nor Section 503 of the Act (State Pro-
grams), For the Interim program (Section 502), the
Office of Surface Mining (0SM) is working cooperatively
with the Colorado Division of Mined Land Reclamation and
the Colorado Mined Land Reclamation Board to develop a
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voluntary program of compliance for Colorado operators
with the Interim Performance Standards of the Act. For
the Permanent State Program (Section 503), we look for-
ward to working with you and your committee in devel-
oping acceptable 1legislation which will be one of the
criteria for an approved State Program,

The Office of the Solicitor, in the same 1letter, refused to
elaborate on those areas of the current Colorado act which are defi-
cient. It was the position of the Solicitor's Office that a further
explanation of deficiencies may unduly influence the development of
necessary state legislation.

A comparison of the federal and state reclamation acts, how=-
ever, revealed that both statutes envision the use of similar regqula-
tory mechanisms. Both acts utilize a permit system requiring approval
and issuance of a permit prior to commencement of a mining operation.
Approval 1is based upon the review of an application which is to spec-
ify the manner in which an operator will achieve certain reclamation
performance standards. Submission of a performance bond is also
required, and legal and administrative sanctions may be imposed upon
operators for failing to comply with the requirements of the permit
and its accompanying reclamation plan.

The federal act, however, appears to enumerate several recla-
mation standards and procedural requirements which are either in addi-
tion to, or more stringent than Colorado's act. These include the
following:*

506 (b) Permits issued for a five-year period; Section
valid for the "life of the mine".

507 (b)(14) Application to contain cross-sectional maps of
land; Section 34-32-112, C.R.S. 1973, does require
information on ore bodies and overburden, but does
not require information regarding test borings or
core samplings, data on subsurface water, rider
seams, the stratum beneath the coal, existing or
previous mining limits, aquifers, natural drainage,
discharges, etc.

* In reviewing these comparisons note that the initial citation
refers to the federal act, and the second, the Colorado Stat-
utes.
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508 (a)(13)

509 (b)

515 (b)(13)

515 (b)(10)

515 (b)(16)

515 (b)(20)

Application to contain reclamation plan in part
describing measures to protect water systems,
rights and quantity; Section 34-32-116 of
Colorado's statutes requires disturbances to the
hydrologic balance to be minimized, but the act
seems not to require a statement of steps to be
taken in the reclamation plan, and no provision for
protection of water rights is evident.

With regard to performance bonds, operators to be
1iable through liability and revegetation period of
five years (ten years in some cases); Colorado's
act requires reclamation to be completed in phases,
each five-year period to be considered a phase. It
does not, however, clearly require a similar
liability period.

Operator to backfill and compact, restore approxi-
mate original contour, bury acid and toxic mate-
rials, prevent slides, erosion, pollution,
revegetate; 34-32-116 (q), of Colorado's act
requires backfilling, but apparently not
compaction; 34-32-116(b), requires grading the to-
pography consistent with final 1land uses, rather
than approximate original contour and has no spe-
cific provisions for elimination of high walls and
depressions; 34-32-116 (j), provides that spoil
piles are to be protected; 34-32-116 (d), provides
that acid forming or toxic producing material be
handled so as to prevent pollution but does not
provide for burial.

Minimize disturbance to hydrologic balance; In
Colorado, 34-32-116 (1) (h), provides that disturb-
ances to the prevailing hydrologic balance in sur-
face and groundwater system be minimized, but does
not extend to off-site areas, nor does it incorpo-
rate the specificity of the federal act.

Contemporaneous reclamation efforts, exemptions for
combined underground/surface mines; 34-32-116 (1)
(r), of Colorado's act provides that reclamation be
carried out with all reasonable diligence. Seems
adequate, but the state act contains no specific
provisions for underground/surface operations.

Assume  the responsibility for successful
revegetation. The Colorado act contains no similar
provision. In addition, 34-32-116 (r) (II), (III),
C.R.S. 1973, allows for alternate revegetation when
vegetation cannot be established, and 1is not
authorized in the federal act.
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515 (b)(24) Consideration of fish, wildlife and environmental
values; 34-32-116 (1) (k), requires consideration
of food, shelter and ground cover for wildlife.
Implies, but does not specify enhancement of envi-
ronmental resources.

515 (c)(3) Approval of various post-mining uses; 34-32-116 (1)
(k) does not require proposed use to be equal to or
better than the current economic or public use as
does PL 95-87; applicant need not provide assurance
of adequate financial capability or that proposed
use be consistent with adjacent land uses.

516 (b)(9) Avoid acid mine drainage; 34-32-116 (1) (d), "acid
forming or toxic producing material ... shall be
handled in a manner to protect the drainage system
from pollution." This appears more general than
the federal statute which includes requirements for
casing, sealing, and otherwise managing bore holes,
shafts, and wells.

516 (b)(11) Best technology to minimize disturbance to fish,
wildlife and related environment; 34-32-112 (3)
(d), requires reclamation plan to describe proposed
rehabilitation of wildlife, but the state law does
not have the specific requirements of the federal
act.

Section 520 of PL 95-87 also allows any citizen having an
interest which is or may be adversely affected to begin a civil action
to compel compliance with the act. These suits may be brought against
the United State government, the appropriate state agency, or against
any other person who is alleged to be in violation of any rule, requ-
lation, order or permit. Any person who is injured through the viola-
tion of any rule, regulation, order, or permit by any operator may
also bring an action for damages in the appropriate judicial district.
In Colorado, sections 34-32-114 and 115 allow for citizen objections
to permit applications, but do not appear to specifically vest the
citizen with the right to compel compliance.

In addition, in order to assume regulatory authority of the
federal act, each state program must include procedures to designate
areas of land as unsuitable for coal mining operations. These areas
may be designated as unsuitable for mining upon a determination that
the reclamation of the disturbed area would not be technologically or
economically feasible, or if a coal mining operation would:

- be incompatible with existing state or local land use plans
or program;

- result in significant damage to important historic, cul-
tural, scientific, and esthetic values and natural systems;
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- affect renewable resource lands in such a manner as to
result 1in the substantial loss or reduction of long-ranae
productivity of water supply or of food or fiber;

-~ affect natural hazard areas including areas subject to fre-
quent flooding and areas of unstable geology.

The federal act also establishes those administrative procedures to be
utilized in making these determinations.

Colorado's act does not provide any similar mechanisms for the
designation of areas as unsuited for mining. Section 34-32-115 does
allow the Mined Land Reclamation Board to disapprove a permit applica-
tion if the area to be affected includes areas similar to those listed
above. However, this is not a process designed for the prior desia-
nation of exempt areas.

Constitutional Issues

It should also be emphasized that throughout its examination of
the federal "Surface Mining Control and Reclamation Act of 1977", the
committee has been aware of a continuing debate relative to the con-
stitutionality of this act, and particularly the various provisions
contained in Title V. Several committee members have questioned the
propriety of the act, and the authority of the federal qovernment to
requlate mining activities within the states, particularly those con-
ducted on non-federal lands.

It has also come to the comnittee's attention that a suit has
been filed in the U.S. District Court for the Southern District of
Indiana (brought by the Indiana Coal Association and other plain-
tiffs), challenging the provisions of the act on the grounds that it
represents unconstitutional dintrusion upon states' prerogatives. In
addition, the Commonwealth of Virginia is a plaintiff din a separate
suit filed in the U.S. District Court for the District of Columbia in
which the same issues are raised.

The Federal statutes appear to base much of their authority to
claim overriding jurisdiction on the provisions of the Commerce Clause
of the federal Constitution. Title I of the act, for example, states:

(g) surface mining and reclamation standards are
essential in order to insure that competition in inter-
state commerce among sellers of coal produced in differ-
ent states will not be used to undermine the ability of
the several states to improve and maintain adequate
standards on coal mining operations within their bord-
ers;

Witnesses before the committee, however, have challenged this basis of
authority, contending that the regulation of coal mining operations,
and particularly the requlation of their environmental effects, does



not substantially affect interstate commerce to a deqree that would
allow conqgressional intervention.

They concede that if activities which in and of themselves are
usually considered to be intrastate activities are found to have such
a close and substantial relationship to interstate commerce that their
control 1is essential to protect that commerce from burdens and
obstructions, Congress may undertake measures to control these activi-
ties. However, the production of coal, and the requlation of its
environmental impact are activities quite separate from the interstate
sale of that material. Witnesses contend that the necessary relation-
ship between interstate commerce and the reclamation of mined land was
not established by Congress nor is such a relationship readily appoar-
ent.

Commi ttee Recommendations

If one accepts the Federal supremacy declaration, it would seem
apparent then that Colorado's statutes must be modified in order to
afford this state the opportunity to assume primary administrative
control of the federal surface mining and control act. The committee,
however, has also been concerned about the need for or desirability of
this assumption of responsibility. The consensus of the committee
appears to support efforts toward the state's assumption of this pro-
gram. The rationale for this support stems primarily from testimony
which characterized a state regulatory program as more conducive to
the production of coal. State programs are more responsive to local
conditions, needs, and situations, while national or federal programs
are often unable to recoanize the unique geologic, economic, or envi-
ronmental features of a state. Additionally, time delays and other
procedural problems frequently encountered in federally administered
programs may hamper the development of Colorado's coal resources and
achievement of effective reclamation. Further, implementation of an
approved state plan will result in the receipt of federal funds for
the reclamation of abandoned mined lands in the state. The state
could therefore receive an estimated $2 million per year for this pur-
pose. These funds may later be utilized to construct public facili-
ties impacted by coal development.

During its initial meeting on June 20, it was brought to the
committee's attention that a committee under the sponsorship of the
Colorado Mining Association (CMA) had been formed to develop a pro-
posal to comply with the requirements of the federal act. The commit-
tee concluded that this proposal could serve as a useful vehicle for
the development of the appropriate legislation to comply with the fed-
eral act. This pronosal was later transmitted to the committee at its
August 22 meeting. Unfortunately, this proposal could not be reviewed
by other groups or agencies concerned with this topic prior to its
submission to the committee.

Subsequent examination and analysis of this proposq] at its
September 19 meeting revealed several areas of deficiency which were
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generally agreed to fatally flaw the bill. Indeed, correspondence
with the Office of Surface Mining confirmed this conclusion *hat the
CMA draft was inadequate.

In order to develop the necessary revisions to this proposal,
it was suagested that an ad hoc advisory committee be formed to serve
as a forum for discussion of the CMA draft and the necessary revi-
sions. This advisory committee was to be made up of representatives
of the Colorado Department of Natural Resources, the Office of Surface
Mining, the environmental community and representatives of the coal
industry. The interim committee agreed with this suggestion and uraed
that these revisions be developed as quickly as possible,

The ad hoc coomittee divided itself into two sections ~-- one to
deal with procedural questions, and one to deal with performance stan-
dards. Both sections worked to insure that the CMA bill would meet
the federal requirements, while accommodating existing state laws,
requlations, and proqrams.,

Unfortunately, the ad hoc committee was able to complete the
revision of only part to the CMA draft in time for consideration by
the interim committee at its final two meetings. This delay was
attributed to the complexity of the federal act and the problems
encountered in integrating the requirements of the federal law into a
pre-existing state requlatory framework. The ad hoc committee did,
however, forward these partial revisions to the committee for its con-
sideration. It also requested that the interim committee specifically
endorse the concept of amending state law in order to obtain a feder-
ally approved state program for reclamation of lands affected by coal
mining,

The committee did not believe that recommendation of either the
CMA draft bill, or the partially amended proposal was appropriate at
this time. The committee was not afforded an adequate opportunity to
review the recommended amendments prior to its final meeting and hence
it felt that their approval would be premature. Further, the recom-
mendation of the CMA draft was thought to be inappropriate because of
its inadequacies. The committee therefore recommends no Tlegislation
at this time. The committee does endorse the concept of a state pro-
gram rather than the use of a federal program in order to implement
this federal act. It also supports the current efforts of the ad hoc
committee and urges that this process continue in order to develop the
necessary legislation.

At the same time, however, the committee continues to question
the propriety of the federal act itself. Witnesses have suqgested
that this act represents an unconstitutional intrusion into an area of
state authority, and have urged that it be challenged. . The committee
agrees that while the development of necessary legislation should con-
tinue as outlined above, the matter of the federal act's constitu-
tionality should be pursued. In this effort, the committee has asked
Mr. Hamlet Barry, Director, Division of Mined Land Reclamation, to
examine the manner in which the state may continue the development of
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legislation without restricting its abilities to challenqge the federal
act. It urges that while the General Assembly proceeds with the
development of legislation, it should continue to pursue this exami-
nation of the federal act's constitutionality.

Mine Health and Safety

Introduction

Prior to the enactment of the Federal Mine Safety and Health
Amendments Act of 1977 (PL 95-164), federal health and safety 1laws
were composed of two separate statutes: The Federal Hetal and
Non-Metallic Mine Safety Act of 1966 (The Metal Act) and The Federal
Coal Mine Health and Safety Act of 1969 (The Coal Act). While the
Coal Act contained considerably more comprehensive requlatory struc-
tures and more stringent standards than the Metal Act, both acts
included as part of their regulatory scheme, measures to encourage a
cooperative effort between state and federal requlatory agencies.

The Metal Act (30 U.S.C.A. 735) authorized states to undertake
the enforcement of the federal program under broad federal super-
vision, and further authorized any state to submit a state plan which,
if approved, enabled it to develop and enforce health and safety stan-
dards 1in the metal and non-metallic mines of the state. In addition,
the Coal Act (30 U.S.C.A. 437) directed the Secretary of the Interior
to cooperate with state mine inspection and safety agencies, and fur-
ther authorized him to utilize the services of such agencies in
connection with the administration of the act. These efforts were
intended to "... promote sound and effective coordination of Federal
and local activities within the field covered by this title."
Colorado had prior to the enactment of these amendments cooperated
with the federal government in administering its safety progqram.

Prompted by several deaths which occurred in two mining acci-
dents in 1976, the Senate Committee on Human Resources initiated a
review of these two safety acts. As a result of this review, that
committee drew a number of conclusions regarding enforcement and
administration of these laws:

- The Metal Act did not provide effective protection for
miners from health and safety hazards, and enforcement sanctions under
that act were insufficient to encourage compliance;

- Enforcement of safety and health laws should be the respon-
sibility of agencies which are generally responsible for the needs of
workers;

- Both the Coal Act and the Metal Act did not provide means to
react quickly enough to rewly manifested health hazards;

- The procedures by which safety and health standards were
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promulgated under both the Coal Act and the Metal Act were much too
slow in order to keep pace with developments in the industry;

- The assessment and collection of civil penalties under the
Coal Act had been too low to encourage compliance, and were paid too
long after the violation had occurred; and

- Enforcement sanctions under the two acts were insufficient
to deal with chronic violators.

In addition, these hearings revealed that critics of the exist-
ing federal laws were dissatisfied with the performance of
state-administered inspection programs. These individuals urqed that
the federal government assume a more active role in this field.

The amendments contained in PL 95-164 were adopted as a
response to these findings. They combined the provisions of the Coal
Act and the Metal Act in order to create a common requlatory proqram
for all operators. The Coal Act was amended to make it applicable to
all mines, and the Metal Act was repealed. All functions and respon-
sibilities of the Secretary of the Interior in the area of mine safety
and health were transferred to the Secretary of Labor. The Mine
Enforcement and Safety Administration was transferred to the Depart-
ment of Labor and renamed the Mine Safety and Health Administration.
An independent agency, the Mine Safety and Health Review Commission
was also established to review orders, citations, and penalties. 1In
addition, certain regulatory provisions of the previous Coal Act were
altered in order to impose more stringent penalties and to speed
enforcement and standard setting procedures.

Findings

Based upon testimony and review, the committee concludes that
the federal act, PL 95-164 does not appear to authorize state parti-
cipation in the enforcement of the federal mine health and safety pro-
gram as did the previous federal acts. In other words, it would
appear that the federal act envisions the establishment and mainte-
nance of a separate mine health and safety inspection proqram con-
ducted independently of any that is carried on by the state aqovern-
ment.

Indeed, correspondence with federal officials confirmed this
finding. Responding to questions forwarded to it by the committee,
the regional office of the Mine Safety and Health Administration
states:

The Federal Mine Safety and Health Act of 1977 does not
provide for any delegation of authority to the States to
conduct inspections as an alternative to Federal inspec-
tions. The inspections and investigations required and
the enforcement of Federal standards are entirely the
responsibility of Department of Labor. Mine Safety and
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Health Administration, Department of Labor, is currently
expanding its staffing in Colorado and other States to
accomplish the requirements of PL 95-164,

In brief, there is no provision for authorizing the
State of Colorado or any other State to assume, under
general Federal supervision, exclusive administrative
control of Federal mine safety and health statutes and
rules and regqulations. State Plan Agreements as exist
under OSHA or as previously existed under the Metal and
Nonmetallic Mine Safety Act of 1966 are not authorized.

€ommittee—Recommendations
Based on this testimony the committee has concluded that it is

unnecessary to amend Colorado's mine safety and inspection statutes so
as to comply with the federal act.

Witnesses before the committee, however, have suggested that
the effort be made to encourage the amendment of the federal act in
order to allow for the state's participation in the federal program.
As in the case of the administration of mined land reclamation stat-
utes, these witnesses argued that state enforcement of mine safety and
health statutes is preferable to federal enforcement. This is because
state enforcement 1is more responsive to the local conditions, needs,
and situations of mining operations. And again, time delays and other

procedural problems posed by federal enforcement are reduced.

The committee therefore recommends Bill 26, which is a joint

memorial urging the United States Congress to amend the federal act to
allow the states to participate in the administration of federal stat-
utes.3/

Federal Regional Governance

Given the study priorities established by the Leqgislative Coun-
cil, and the resulting time 1limitations imposed upon it, the
committee's review of this topic was limited in scope. The committee
did, however, receive testimony from a variety of individuals reaard-
ing federal regional governance and its impact on state and local
governmental authority. Generally, these witnesses objected to the
administration of federal programs through regional oraanizations. It
was suggested that such an administrative structure undermined the
constitutional authority of state qovernment and violated the prin-
ciples of federalism. It was further suggested that such administra-

tive structures be "outlawed” in this state.

3/ This same memorial has been recommended by the Interim Commit-
tee on Transportation and Eneray.
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The committee concurs with the general observations made by
these witnesses that the federal government has implemented a variety
of programs which impinge on the flexibility of the state to develop
programs most suited to its needs. Such federal proqrams have con-
tributed to the further growth in governmental bureaucreacy which is
increasingly and unnecessarily impacting upon various areas of state
government and private activity. The committee therefore recommends
Bills 27 and 28, which are joint memorials.

Bill 27 is a joint memorial which urges the United States Con-
gress to refrain from enacting legislation that goes beyond those spe-
cific, enumerated, and 1imited powers delenated to it by the Constitu-
tion.

Bill 28 1is a joint memorial which expresses the General
Assembly’s disapproval of the manner in which federal regional aagen-
cies were established and presently function.4/

4/ This joint memortal was disapproved by the Leaislative Council
at its November 21 meeting.
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COMMITTEE ON LOCAL GOVERNMENT
BILL 25

A BILL FOR AN ACT
INCLUDING RURAL HEALTH CLINIC SERVICES IN THE PROGRAM OF BASIC
SERVICES FOR THE CATEGORICALLY NEEDY.

Bill Summary

(Note: This summary applies to this bill as introduced and
does not necessarily reflect any amendments which may be
subsequently adopted.)

Provides that rural health clinic services are included in
the basic services for the categorically needy 1in order to
conform to federal law.

Be it enacted by the General Assembly of the State of Colorado:

SECTION 1. 26-4-105 (1), Colorado Revised Statutes 1973, as
amended, is amended BY THE ADDITION OF A NEW PARAGRAPH to read:

26-4-105. Basic services for categorically needy.

(1) (m) Rural health clinic services.

SECTION 2. Effective date. This act shall take effect July

1, 1979,

SECTION 3. Safety clause. The general assembly hereby

finds, determines, and declares that this act is necessary for
the immediate preservation of the public peace, health, and

safety.
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COMMITTEE ON LOCAL GOVERNMENT

BILL 26

JOINT MEMORIAL NO. 1

MEMORIALIZING THE CONGRESS OF THE UNITED STATES TO  ENACT
AMENDATORY LEGISLATION TO RETURN TO STATES THE RIGHT TO
REGULATE OR PARTICIPATE IN REGULATING MINES RELATING TO MINE
SAFETY AND HEALTH STANDARDS.

WHEREAS, The General Assembly of the State of Colorado
recognizes the ongoing importance of the mining industry to the
State of Colorado, as well as to the entire nation; and

WHEREAS, The existence of the small mine operator, who plays
an important part in the mining industry, is endangered by the
impact of the "Federal Mine Safety and Health Act of 1977" (P.L.
95-164); and

WHEREAS, Said act defines a mine as any area of 1land from
which any minerals are extracted, both on the surface and
underground, including the 1lands, excavations, and other
facilities used in the work of extracting such minerals, which
definition not only covers the commonly thought of mining
activities such as coal, silver, and molybdenum operations, but
also includes activities such as sand and gravel excavation; and

WHEREAS, Said act has caused a further erosion of basic
states' rights by excluding any participation by a state in the
regulation and inspection of mines relating to safety and health
standards; and

WHEREAS, There are distinct differences in mining operations
across the nation which are best understood and regulated on a
state level rather than the national 1level through national
legislation which is often inflexible or incompatible with state
needs and conditions; and

WHEREAS, The right of a state to develop its own regulatory
program and to perform its own inspections of mines relating to
safety and health standards should be preserved; and

WHEREAS, Mining industry accident statistics have shown

significant improvement under cooperative programs with state
agencies, private industry, and labor; now, therefore,
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Be It Resolved by the of the Fifty-second General
Assembly of the State of Colorado, the concurring

herein:

That we, the members of the Fifty-second General Assembly of
the State of Colorado, urge the Congress of the United States to
enact amendatory Tlegislation which would return to states the
right to regulate or participate in the regulation of mines
relating to mine safety and health standards.

Be It Further Resolved, That copies of this Memorial be sent
to the President of the United States, to the President of the
Senate and the Speaker of the House of Representatives of the
Congress of the United States, and to each member of the Congress
of the United States from the State of Colorado.
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COMMITTEE ON LOCAL GOVERNMENT
BILL 27

JOINT MEMORIAL NO. 2

MEMORIALIZING THE CONGRESS OF THE UNITED STATES TO REFRAIN FROM
ENACTING LEGISLATION GOING BEYOND ITS DELEGATED POWERS.

WHEREAS, The Constitution of the United States of America
delegates specific, enumerated, and limited powers to the federal
government and, more specifically, to the Congress of the United
States; and

WHEREAS, A11 other sovereign power remaining beyond that
specifically delegated to the federal government is reserved to
the states respectively or to the people pursuant to the tenth
amendment to the Constitution; and

WHEREAS, The federal government and specifically the
Congress of the United States has taken action on several
occasions which intrudes upon the sovereign power reserved to the
states and which extends beyond those powers it may
constitutionally perform; and

WHEREAS, The Congress of the United States should take the
initiative to restrain and limit its legislation to that which
comes within the specific, enumerated, and limited powers which
it has been delegated by the Constitution, rather than continuing
to enact officious 1legislation which extends beyond its
constitutional power; now, therefore,

Be It Resolved by the of the Fifty-second
General Assembly of the State of Colorado, the
concurring herein:

That we, the members of the Fifty-second General Assembly of
the State of Colorado, urge the Congress of the United States of
America to refrain from enacting legislation which is beyond the
specific, enumerated, and limited powers delegated to it by the
Constitution of the United States of America, thereby eliminating
officious legislation which intrudes upon the sovereign powers
reserved to the states.

Be It Further Resolved, That copies of this Memorial be sent
to the President of the United States, the President of the
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Senate and the Speaker of the House of Representatives of the
Congress of the United States, and to each member of the Congress
of the United States from the State of Colorado.
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COMMITTEE ON LOCAL GOVERNMENT
BILL 28

JOINT MEMORIAL NO. 3

EXPRESSING TO THE CONGRESS OF THE UNITED STATES THE STATE OF
COLORADO'S DISAPPROVAL OF FEDERAL REGIONAL GOVERNMENT.

WHEREAS, Pursuant to a Presidential Executive Order issued
in 1972, the federal government established and implemented
federal regional government; and

WHEREAS, It is beyond the constitutional power of the
federal government, specifically the President, to establish and
implement federal regional government in the manner as has been
done; and

WHEREAS, This State disapproves of the manner in which
federal regional government functions and the powers it
exercises; now, therefore,

Be It Resolved by the of the Fifty-second
General Assembly of the State of Colorado, the
concurring herein:

That we, the members of the Fifty-second General Assembly of
the State of Colorado, express our disapproval of federal
regional government in that it was established and implemented
and presently functions in a manner which is beyond the power of
the federal government, specifically the President, under the
Constitution of the United States of America.

Be It Further Resolved, That copies of this Memorial be sent
to the President of the United States, to the President of the
Senate and the Speaker of the House of Representatives of the
Congress of the United States, and to each member of the Congress
of the United States from the State of Colorado.
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REPORT OF THE COLORADD
POLICEMEN'S AND FIREMEN'S PENSION REFORM GOMMISSIOM, 197°

Packaround

In 1978 the fGeneral Assembly adopted Senate Bill 2f, the
"Policemen's and Firemen's Pension Reform Act". Senate Bill 46 (Parts
7 and 9 of Article 30, Title 31, Colorado Revised Statutes 1973)
resulted from a 1977 interim committee study which recoqnized that the
issues surroundina firemen's and policemen's pensions, and the costs
thereof, were of such an extensive nature that more detailed studv was
needed in order to fully address these matters, but that based unon
the information then available, the General Assembly could address in
a limited fashion, the matter of the proper fundina of these retire-
ment plans,

The committee recommended the adontion of a policv to fund a
public retirement system on a sound actuarial basis, as contrasted
with pay-as-you-go financinqg. Funding on an actuarial basis seeks to
assure: 1) that 1level contributions will be made over a prolonaed
period; 2) that present taxpavers and employees pav for the benefits
earned by present employees for the services they render; 3) that
assets will be accumulated in a manner sufficient (at some point) to
fulfill the benefit commitments 1if further contributions to the
retirement system were to be discontinued; and 4) that it will be pos-
sible to estimate the lona-term cost of proposed plan modifications,

The committee recommended that funding of policemen's and
firemen's pnension plans should be based, at a minimum, on payment of
the fund's normal cost (the annual contribution from all sources which
is necessary to fund each vear's share of the ultimate retirement
benefit), plus at least a share of the unfunded 1lijabilities. Addi-
tionally, the committee recommended procedures to he implemented in
1973 to prevent further increases in unfunded l1iabilities and to beain
to provide funds to pay off the present outstandina liabilities.

Senate Bill 46, 1978 Session

As a means of achieving the above policies, the 1977 committee
recommended a bhill which became Senate Bill 46, 19783 Session. As
enacted, Senate Rill 46:

(1) Requires that full fundinq of fire and police pension funds
be implemented in 1979 to cover both the unfunded accrued
1iability and current normal service costs of active mem-
bers.

(2) Allows local aovernments which find the contribution levels
for full funding required in (1) above to be too costly, to
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(5)

(7)

gradually increase their level of contributions over a
period of vyears. This approach will allow more time for
the local qovernments to adjust to the necessary increases
in employee and employer contributions.

Provides two methods to increase the level of employer con-
tributions based on the size of the municipality or fire
protection district. For local governments under 510,000
population, contributions will begin at a level of 50 per-
cent of the sum of pension costs beainning in January, 1079
and increase 5 percent per year until full funding is
achieved, For 1local aovernments over 500,000 population
based on the 1970 census (Denver), contributions will beqin
in January 1979 at a level of 20 percent of pension costs,
and increase 10 percent per vyear until full fundina is
accomplished in 1987.

Requires, for the first time, an actuarial study of all
pension funds using a common funding method and uniform
assumptions to determine the actuarial 1liability of each
fund and to provide a comprehensive statewide profile of
the financial characteristics of all plans. These reports
were submitted to each entity on or before September 1,
1973, and contain a determination of the minimum annual
rate of contribution each local aqovernment must produce to
reestablish their pension funds on an actuarially sound
basis.

Provides procedures to be used in selectina the actuarial
firms to conduct these studies, and charges the State Audi-
tor with establishing the actuarial methods and assumptions
to be used.

Prohibits any modification by local action of any pension
plan after December 1, 1978. Member contribution rates
must be increased to a minimum of 5 percent unless a plan
is currently funded and rates may be increased to a maximum
of 10 percent and shall be increased by statutorily estab-
lished minimums over a Seven-year period. New employees
are to be temporarily covered by existing plans but they
may not be vested therein. It was intended that they are
to be covered by new pension plans that are to be developed
by the Policemen's and Firemen's Pension Reform Commission.

Creates a statutorv Policemen's and Firemen's Pension
Reform Commission to studv leqgislation relating to the
funding of pensfons and benefit desiqns. The commission is
composed of 15 leaislators -- 5 Senators and 10 Representa-
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tives -- appointed by the Leadership of the fGeneral Assem-
bly.

Increases the state'’s contribution tn both fire and nolice
pensinn funds by $2 million.

Includes a repealer effective Januarv 1, 1921 which is
intended to provide an incentive to the commission and
employer and emplovee aroups to desian a new pension bene-
fit plan for submission to the General Assembly that could

be fully funded on a continuina basis.

The provisions of Senate Bill 46 are primarilvy concerned with
limited matters of the adequate funding of pension plans.
does

dards of benefits for newly hired policemen and firemen.

As the 1977 report stated:

The committee concluded that the development of new
packages for policemen and firemen (and, perhaps revi-
sions to existing laws) should be delayed pendina
completion of a detailed actuarial study of all pension
plans in 1978.... The issues not yet resolved, but
which should be addressed by the commission, include
maximum benefit levels, funding, retirement ages and
length of service requirements, vesting and refunds of
benefits, disability benefits, post-retirement increases
and consolidation of pension plans into a statewide
system.1/

In order to address these issues, Senate Bill 46 created the
Policemen's and Firemen's Pension Reform Commission and directed the

commission to:

...study and develop proposed leaislation relatinq to
funding of policemen's and firemen's pensions 1in this
state and benefit designs of such pension plans. The
commission study shall include a review of, and the pro-
posed legislation may include, amonq other subjects, the
following:

Report to the Colorado General Assembly, Committee on Fire and
Police Pensions, Colorado Legislative Council Research Publi-

cation No. 229, December, 1977, p. 8.
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(a) Normal retirement ace and compulsory retire-
ment; (b) Payment of benefits prior to normal
retirement age; (c) Service requirements for
eligibility; (d) Rate of accrual of benefits;
(e) Disability benefits; (f) Survivors' bene-
fits; (q) Vesting of benefits; (h) Employee con-
tributions; (i) Postretirement increases; (j)
Creation of an administrative board; (k) Cre-
ation of a consolidated statewide system; (1)
Distribution of state funds; (m) Coordination of
benefits with other programs; (n) The volunteer
firemen's pension system.2/

Finally, while the statute establishing the commission does not
expire until January 1, 1981, the commission was to develop cost anal-
yses of any benefit proposals and to report on its proaress to the
General Assembly by January 1, 1979,

Results of Actuarial Studies

Senate Bill 46 required that an actuarial study of all
policemen's and firemen's pension funds be conducted under the super-
vision of the State Auditor. The act permitted each municipality and
fire protection district to elect to use the services of its own actu-
ary in conducting the valuation (based on the method and assumntions
adopted by the State Auditor) or to use the services of the Martin E.
Segal Company, the actuarial firm designated by the State Auditor to
conduct or vreview all of the studies required. Fifty plans elected
the use of local actuaries and a total of five actuarial firms were
utilized.

The purpose of the actuarial valuations was two-fold -- to
determine the 1979 contribution rates necessary for each pension plan
to meet the minimum funding standards established under Senate Bill A€
and to determine the actual status (assets and unfunded liabilities)
of all such pension funds.

At the commission's October meeting, the Martin E. Seqal Co.,
consulting actuaries, presented a preliminary report showing the
results of 138 police pension funds and 43 firemen's pension funds.
Data was not yet available on about 25 additional small pension plans;
these will be included in the final actuarial report, and a separate
report will be submitted on volunteer firemen's pension plans. DNue to
the very small size of the 25 uncompleted plans, their inclusion is
not expected to siagnificantly alter any of the preliminary findings.

2/ Section 31-30-9nT (?) Colorado Revised Statutes, 1973, as
enacted by S.B. 46, 1973 Session.
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The preliminary actuarial report indicated that:

The total contribution rate based on the minimum
fundinq standards varies dramatically amonq the plans -
from about 14% to 657 of payroll for police plans, and
from about 13% to 78% for firemen's plans. In anticipa-
tion of this, S.B. 46 contains a hardship provision
which allows municipalities and fire nrotection dis-
tricts to gradually phase in the bulk contribution rate
over a period of vyears,

Municipalities and fire protection districts -
except those in excess of 500,000 - electing this hard-
ship provision will contribute fifty percent of the rate
determined according to the minimum funding standards in
1979, and will annually increase this percentage by five
percentage points until 1989 when they will contribute
the full minimum contribution rate.

Municipalities in excess of 500,0n0 electing the
hardshin provision will contribute twenty percent of the
rate determined according to the minimum fundinq stan-
dards in 1979, and will annually increase this percent-
age by ten percentage points until 1987 when they will
contribute the full minimum contribution rate.

It is important to understand that the percentage
rate which increases each year under the hardship provi-
sion will be apnlied to an amount which also increases
each year. Because full payment of the minimum con-
tribution rate will not occur for about a decade, the
unfunded past service liability will continue to arow
durina the same period. Thus, the dollar amount of the
contribution required under the hardship provision will
grow each year due to increases in both the percentace
contribution rate and the unfunded past service 1liabil-
ity.3/

In terms of actual dollars, the report indicates that, as of
January 1, 1978, total payroll for policemen and firemen amounted to
nearly $96 million -- $56.5 million for police and $39.4 million for
firemen, Total assets for all policemen's and firemen's pension funds

3/ "Preliminary Report, Actuarial Valuations of Policemen's and
Firemen's Pension Plans in Colorado As of January 1, 1973",
Martin E. Segal Co., October, 1973, pp. 2 and 3.
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amounted to nearly $70 million -- $32.2 million for police and $37.6
million for firemen. Unfunded liabilities (projected to December 31,
1973) amount to nearly $430 million -- $227.3 million for police and
$201.5 million for firemen. A complete breakdown of the above data,
by individual fund, is to be presented separately in the final report
of the Martin E. Seaal Company.

Committee Procedures

The Auditors Pension Advisory Committee (APAC). At the outset
of its study, the commission elected, as a means of receivina maximum
input and cooperation, to ask the State Auditor to reappoint an advi-
sory committee composed of interested employee and employer repre-
sentatives. Such a committee had been in existence during the 1977
study. The committee thus appointed, commonly called the "Auditors
Pension Advisory Committee” (APAC), met between the reqular commission
meetings in an attempt to develop specific suggestions and comments
upon the commission's actions and reported reqularly to the commission
throughout the study. Appendix A contains a listing of the Auditors
Pension Advisory Committee's membership. APAC eventually developned a
specific proposal for the provisions of pensions for newly hired offi-
cers. While that proposal was not incorporated in its entirety in the
commission recommendations many of the suqgestions were adopted.
Table 1 contains a comparison of the APAC benefit proponsal, the
commission's basic recommendation, the existing pension benefits pro-
vided by law to firemen in cities over 1MM,0N0, and the benefits
offered to members of the state patrol under the Public Employees
Retirement System (PERA).

Issues before the commission. In addressina the specific ques-
tions raised in Senate Bill 46, the commission benan its deliberations
by considering a number of broad policy issues. Amona these were such
questions as:

(a) What should be the role of the state as reqards local
firemen's and policemen's pension plans?

(b) How should pension plans be administered?
(1) By a statewide consolidated system;
(2) by independent local systems; or
(3) by a combination of the above, e.q., a statewide system
for small Tocalities and individual systems for larqe
entities.
(c) How should such pension systems be manaqed? Ry a central

state board; throuah contract with the state's Public
Employees Retirement Association; or by local boards?
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(d) How should such pension proarams be funded?
(1) By employee or employer contributions only;
(2) by a combination of employee-employer contributions; or

(3) by a combination of employee, employer, and state con-
tributions.

(e) How should future retirement programs be handled?

(1) By eliminating mandatory retirement proarams for all
new employees beqinning work after April 7, 1973, and
supplementing purely local plans therefor;

(2) by freezing all existina retirement programs at current
levels, and placing all new employees under a new pro-
qram;

(3) by closing all existing retirement programs permanently
in 1979, qranting existing employees proportional vest-
ing, and drafting a new program for all employees; or

(4) by drafting a new statewide proqram for officers hired
after April 7, 1978 (the effective date of S,B. 46) and
allowing existing employees to continue under existinag
proqrams,

(f) If a new system is developed is it to be a minimum stan-
dard? That is, are local additions (options) to be
allowed?

As previously indicated, Senate Bill 46 nprovides that any
person employed after the effective date of the act (April 7, 1978) is
to be temporarily covered by existing pension plans, but he cannot
earn any vested benefits therein. This, in effect, freezes the total
unfunded liability as of that date, and the act establishes a means to
put all existing systems on a full funding basis. The consensus of
most members of the commission appeared to be that the methods which
would alternately be developed for handling the existina liabilities
would depend, nerhaps significantly, on the pensions established for
new officers. With this in mind, the commission focused its attention
on developing pension proposals for newly hired officers.

Comnittee Findings and Recommendations

In answer to the above outlined problems and issues, the com-
mission recommends the following three hills for consideration by the
1979 General Assembly.
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Bi1l 29 establishes a comprehensive statewide benefit proaram
for all officers hired after April 7, 1978.

Bill 30 creates a state funded death and disahility bhenefit
program {pool) for all employees -- both for existing officers and for
newly hired officers.

Bill 31 makes an appropriation of not more than 30 million
dollars to provide for the payment of the unfunded liability over not
more than forty years.

Bill 29. Concerning a Benefit Plan for Colorado Firemen and Police-
men. In brief, Bill 29 proposes to:

1) Establish a statutory statewide system of benefits for all
non-volunteer, full-time members hired after April 7, 1973,

2) Creates a state firemen's and policemen's pension associa-
tion, governed by an 11-member board, comprised of employee
and employer representatives appointed by the Governor and
confirmed by the Senate. The firemen's and policemen's
pension association will be established as an independent
"public corporation” similar to the Housina Finance Author-
ity; as such it will not be an agency of state qovernment.

3) Some specific powers and duties of the board of the associ-
ation are:

a) Administer or provide for the administration and investment
of the fire and police members' benefit fund and, at the
request of any local employer, handle such employer's pen-
sion funds for investment.

b) To provide actuarial valuations and set standards therefor.

c) To serve as the single entity empowered to establish cri-
teria for the determination of, and rule upon disabilities,
both for those within the statewide plan and for those in
locally administered plans. (See also the discussion of
Bi11 30, below).

d) To promulgate a set of uniform rules and reaulations
including, but not limited to:

(i) standards for disclosure and operation of elections for
withdrawal from the state system; and

(1i) standards for review and submission of biennial
reports,

e) To onter into aqreements with emplovers for the transfer of
accumulated service credits and contributions between vari-
ous pension plans.
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f) To establish rules and requlations allowing any employer or
member which formally withdrew from the state system to
re-enter the state system,

q) Review or initiate proposed 1legislation affectina or
related to the provision of pension plans covered by the
bill.

4) A1l existing pension plans of 59 employees or less will be
required to participate within the state system, but they
may manaqe the investment of funds at the 1local 1level.
Pension plans with 50 or more employees may withdraw from
the state system if 65 percent or more of active and
retired employees approve and a one-year notice of intent
to withdraw is given to the board. The opportunity to
withdraw will expire 1in five years after which no with-
drawal may occur. Any individual member of the withdrawing
plan will have the option of participatina.

($a]
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Any new police or fire department established after the
creation of the state system must join the state system.

6) Departments currently utilizing social security or which
presently have opted out of the statewide plans will be
excluded from participation in the new system.

7) The basic benefit package for new employees (those hired
after April 7, 1978) is outlined below:

Normal retirement aae, Age 55.

Years of Service, 25 vears.

Basic retirement benefit. Age 55 with 25 years of service, the
award will be 50 percent of final average salary.

Early retirement benefit. Aqe 50 or 25 years service, award to
be reduced by 1/2 of 1 percent for each month less than age 55.

Deferred retirement or annuity. (1) llhen an eligible person
reaches aae 55 he may defer receipt of his pension until any
age up to 65 and receive a higher pension; the award to be the
increased actuarial value thereof.

Final averaqe salary (FAS). FAS defined as the average salary
paid during the highest three years preceding retirement.

Covered employee. Limited to full-time employment in uniformed
services.

Cost of living adjustment. A statutory maximum of 3 percent per
year subject to the funds being determined to be prefunded and
availabile on an actuarial basis.
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Termination prior to retirement. Upon termination prior to
retirement the employee may: (1) withdraw 100 percent of his
contributions at 5 percent interest. (Refund must be made
within 129 days of termination); or (2) after 10-years service
leave his contributions and vest at a rate of 2 percent a year.

Death benefits. A retiring officer may select survivor bene-
fits from three options (a retiree can actually select from
four options, but one option does not provide any survivor
benefits). For active employees, and employees eliaible to
retire, the plan assumes the selection of the 199 percent joint
survivor benefit option.

Disability. The bill differentiates between occupational and
total disability. Offsets are included for workmen's compen-
sation (one-half of the compensation award) and earnings (%1
for every %4 earned). Social Security benefits are to be
offset dollar for dollar if the benefit is from the same
employment.

Total disability is equal to 35 percent of final average salary
(FAS) for a single member; 15 percent additional for a member's
spouse; and 15 percent additional for a member's children (a €5
percent maximum).

Occupational disability is equal to 30 percent of FAS for a
single member; 10 percent additional for a member's spouse; and
10 percent additional for a member's children (to a 59 percent
maximum).

The above outlined bill does not propose to change any of the
benefits currently provided to existing officers. At one point in the
commission's study, the commission considered a proposal to freeze all
existing statutory benefits and qrant existino employees a vested
accrued benefit based upon their 1lenqth of service and years of
retirement eligibility. All employees would have been placed under
the new benefit plan for the remainder of their career except that aae
and length of service requirements would remain the same as under the
current plans. At retirement the total benefit payable would be a
combination of the proportion of henefits earned under the old plan
plus the proportion of benefits earned under the new plan.

The commission was aware that any proposal to substantially
modify current benefit plans raises several leqal questions, the pri-
mary issue beinq whether or not current law, by mandatina specific
benefits, results 1in setting forth a contractual pension obligation
with the employee at the time of his employment. This issue is not
addressed 1in current statutes nor have any specific court decisions
been rendered in Colorado to clarify the situation. The consensus of
the commission appeared to be that such an obhligation may exist and
the adoption of any proposals to curtail existina benefits might only
result in extensive litigation which could effectively delay pension
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reform for a number of years and only cause the unfunded 1iability to
continue to increase annually. It should be noted that not all of the
commission members agree with this position. See particularly Repre-
sentative Mctlderry's dissenting comments and alternative proposal
which is included in this report.

Funding of Bill 29, The benefits provided in Rill 29 are to he
funded entirely by employee and employer contributions. Contributions
are to be a specified percentage of salary. At this point, because
final estimates of the proqram's cost have not been developed by the
auditor's actuarial consultants (the Martin E. Senal Co.), the amounts
(as a percentage of salary) of employee and employer contributions are
left blank in the bill. These blanks may be filled when final costs
estimates are available. However, preliminary verbal estimates of
staff members of the Martin E. Segal Co. suggest that the benefit pro-
gram probably will cost between 12 to 15 percent of salary (this does
not include costs of death and disability benefits).

Bill 30. Concerning Funding for Fire and Police Death and Disability
Benetfits.

Because death and disability benefit formulas are qgenerally
awarded over a much wider range of age and service than normal retire-
ment benefits they usually comprise a significant portion of a retire-
ment systems cost. This is particularly true in small plans where the
costs and experience factors cannot be spread over a large qroup, e.d.,
where the death or disability of only a few individuals at the same or
within a short period of time (a major fire or explosion for example)
can, in effect, bankrupt a fund. Additionally, disability benefits are
often cited as being widely abused for any number of reasons.

To meet these problems, the commission proposes that the state
assume the responsibility for funding all death and disability bene-
fits for both existing and new members. This proposal, by pooling the
cost and experience factors (when combined with the definitions of
occupational and total disability and with the administrative proce-
dures outlined in Bill 29) may not only result in a program costina
less statewide than 1if 1local programs were continued, but may also
release additional local funds for reduction of existina unfunded
liabilities.

Estimated cost of funding Bill 30. While final actuarial
valuations of the commission's proposal are not complete, preliminary
estimates suqgest that the initial cost of death and disability for
newly hired officers will probably be about 6 percent of payroll. The
actual total cost of covering existing officer and new hires is not
yet available. Since the death and disability proaram will include
currently employed officers, the cost will include some of the
unfunded 1iability of current programs. There is some indication that
death and disability may approach 30 percent of current costs and the
existing total needed to fund the unfunded liability (in Bi11 31) may
be reduced by a corresponding amount.
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Bill 31. Makina an Appropriation to the Fire and Police Members'
Benefit Fund.

Bi11l 31 proposes that the state aqree at this point in time
that (because of the cost impact of the unfunded 1iability on local
governments) it should assist in the payment of the estimated $430
million statewide unfunded 1iability. The bill appropriates an amount
of not more than $30 million annually until the liability is fully met
for that npurpose. MNote that it may be possible to reduce the actual
total amount by that portion of the unfunded 1iability that will be
covered by the state's assumption of death and disability benefits.
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Basic Provision

Hormal
retirement
ane

Years of
Service

Early
retirement

Final average
salary (FAS)

"landatory
retirement
age

TABLE 1

COMPARISON OF FEATURES OF THN EXISTING PENSINN PLANS
WITH THE AUDITOR'S PENSINN ADVISORY COMMISSINN PROPOSAL AMD
THE RECO!MENDATIONS OF THE POLICEMEN'S AMD FIRFMEN'S PENMSINM REFORM COMMISSIN!

Current Law -- Firemen in
Cities Ovar 100,000

Age 50 with 25 years of service
in such department. Payment to
be made regardless of other in-
come,

25 Years

No specific provisions

50% of final salary (monthly
salary at retirement) plus
one-half of any salary in-
creases granted, during his
retirement, to the rank he
previously occupied.

Statutes imply mandatory re-
tirement at normal retirement.

Auditor's Pension Advisory
Committee Proposal {APAC)

Age 55

(1) 25 years
(2) 30 years or rore, can re-
tire at any age.

(1) Age 50-52 with 25 years
service, award to be re-
duced by 1/2 of 1% for each
month less than age 55,

Averaqe salarv paid during last
13 months,

Local option: to be left to
discretion of each local unit
of qovernment.

Commission Recommendations

Age 55

(1) 25 vyears

(1) YWith 25 years service,
award to be reduced by
1/2 of 1% for each month
less than ane 55.

(1) FAS defined as the averaqe
salary paid durina the
hiahest 3 vears pnrecedinn
retirement.

Hot addressed but amount of
pension will not increase if
person continues employment
beyond aqe €5.

Public Employees Retirement
Association (State Patrol)

Age 55

(1) 29 years
(2) 31 vears or more, can re-
tire at anyv age.

(1) Aqe 59-54 with 20-29 vears
service, amount reduced by
1/2 of 1% ner month less
than age 55.

(1) FAS defined as the average
of the highest 5 consecu-
tive years during career.

(?2) 2.5% FAS for each of first
21 years resulting in 50%
of FAS.

(3) 1% FAS for each year above
2n,

(4) Maximum entitlement is 70%
FAS.

Not addressed.
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Current Law -- Firemen in

Basic Provision Cities Over 100,000

Refund or At retirement
deferral of

benefit

Current plans administered at
local level.

local board
option

Auditor's Pension Advisory
Committee Proposal (APAC)

Upon termination prior to re-

tirement the employee mav:

1) withdraw 109% of his con-
tribution at 5% interest.
Refund must be made within
9% days of termination; or

2) leave his contributions and
vest at a rate of 2% a year
after 10 years credited
service.

(1) Permit additional benefits
provided they are naid for
on an actuarial reserve
hasis;

(?) Present employee mav join
new plan with concurrence
of employer;

(3) Local Board may ont out if
the governing board initi-
ates the action, orovides
full disclosure on all
actuarial information to
all interested narties and
affected employees consent
to the new plan pursuant
to future vote similar to
that incorporated in H.B.
1406 -- €5% current and
retired employees annrove.

(4) Minimum standards will be
applied to define benefit
olans.

Commission Recommendations

Same as APAC

Benefits to be the same state-
wide except that departments
with 50 or more employees mav
withdraw and establish their
own benefit proarams with the
approval of 65% of current

and retired employees (same as
APAC procedure -- see Column
2). Funds may be locallv
managed under rules established
by the state association.

Public Emnlovees Retirement
Association (State Patrol)

{1) Refund of his contribution.
{?) 5 vears or more service --
elect deferred annuity.

{3) Retained memhershin ontion
for less than 5 vears.

{2) Y interest on contribu-
tions.

Yot anplicable.
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3asic Provision

Portability

Survivor
benefits

Current Law -- Firemen in
Cities Over 101,010

o provisions

Dependent widow, dependent
mother, and/or dependent
children under eiqhteen, of a
deceased active or retired
fireman.

Widow receives one-third of
salary at deceased menber's
death plus one-third of any
salary increases granted,
while she receives such bene-
fit, to the rank the deceased
member previously occupied,
plus $30 to each child until
age 18. If no surviving
spouse, children receive
spouse's benefit equally
divided amonqg them, not to
exceed 1/2 current salary of
first grade fireman or $39
vhichever is greater,

Auditor's Pension Advisory
Committee Proposal (APAC)

(1) Limited to members within
the state.

(2) Member may transfer from
one fund to another within
29 days of termination.

(3} onev to follow man; how-
ever, fund liaquiditv needs
must be recoanized.

Assumes active emplovee retired
the day before he died and that
he selected the 107 ioint sur-
vivors option; and retirees may

select from three survivor op-
tions.

Commission Recommendations

Provided automaticallv for those

within the state association.
The board of the association is
tc develon nroceduras (rules)
for transfers between it ani
other plans and between other
nlans.

Nssumas active employee retired
the day before he died and that
he selected the 197¥ joint sur-
vivors ontion: and retirees may
select from three survivor op-
tions.

Puhlic Cmnlovees Retirement
Association (State Patrol)

Yot annlicable.

Assumes active emnloyee rotired
the day hefore he died and that
he selected the 129% joint sur-
vivor henefit; retirees may
select from three survivor op-
tions; also provides additional
annuitv benefits to widows of
active emolnyees with dependent
children,
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Basic Provision

Disahility

Heart and
Lunn ‘isease

Current Law -- Firemen in
Cities Over 100,000

ilo specific provisions for tem-
porary but if, after periodic
examination the member is deemed
recovered, and is under 59 years
of age, he shall be returned to
active duty, defined as physical
or mental disablement while on
active duty whereby member is
unable to perform his duties.

A member who has 5 years of ser-
vice and is unable to perform
his duties due to heart or lunq
disease contracted while on duty
is also eligible (Policemen do
not now have heart and lung
coverage).

50% of salary at date of such
disability, plus escalation
equal to one-half of any salary
increase granted, during his
retirement, to the rank he pre-
viously occupied.

See disability above.

Auditor's Pension Advisorv
Committee Proposal (APAC)

(1) Eliqgible for retirement
benefit if member suffers a
permanent disability from
any cause resulting in
permanent incapability to
perform reqular duties.

(2) No age requirement.

(3) 5 years service if injury
is non-service related;
none if service related.

(4) Award; calculated using %
of FAS member would have
received had he remained
active until age 65 multi-
plied by his FAS computed
before he left service.

(5) % limited to FAS unless
service is over 27 years in
which case increased by 1¥
for each year above 2.

Firemen =-- heart and lunq cov-
erage;
Policemen -- heart coverage,

Conmission Recommendations

Differentiation between occuoa-
tional and total disability and
for on~job and off-job disabil-
ity; offsets included for work-
men's comnensation (1/?) and
earnings ($1 for ¢4 earned);
Social Security benefits offset
$ for & if benefit is from same
employment.

Total disability = 359 of FAS
for sinale; 15% add for snouse;
15% add for children (65% maxi-
mum),

Occupational disability = 377
of FAS for sinale; 1N% add for
spouse and 1N% add for chil-
dren (50% maximum).

Mot recommended.

Public Emnloyees Retirement
Association (State Patrol)

(1) Elininle for retirement
benefit if member suffers a
permanent disabilitv from
any cause resulting in
nermanent incanahility to
perform reqular duties.

(2) Mo aae requirement.

(3) 5 years service if injury
is non-service related;
none if service related.

(4) Award; calculated using 2
of FAS member would have
received had he remained
active until ace f65 multi-
plied bv his FAS computed
before he 12ft service.

{5) % 1imited to FAS unless
service is over 21 years in
which case increased by 1%
for each year above 27.

Mot included.
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POLICEMEN'S AND FIREMEN'S
PENSION REFORM COMMISSION

BILL 29

A BILL FOR AN ACT
CONCERNING A BENEFIT PLAN FOR COLORADO FIREMEN AND POLICEMEN.

Bill Summary

(Note: This summary applies to this bill as introduced and

does not npecessarily reflect any amendments which may be
subsequently adopted.)

Establishes a benefit plan for policemen and firemen in this
state which is actuarially sound and fundable to replace existing
plans. Specifies benefits for retirement and disability as well
as survivor benefits and provides for a board to manage the plan
and the fund.

Be it “enacted by the General Assembly of the State of Colorado:

SECTION 1. Article 30 .of title 31, Colorado Revised
Statutes 1973, 1977 Repl. Vol., as amended, is amended BY THE
ADDITION OF A NEW PART to read:

PART 10
MEMBERS' BENEFITS

31-30-1001. Legislative declaration. The general assembly

hereby declares that the establishment of policemen's and
firemen's pension plans in this state is a mattéer of statewide
concern which affects the public safety and general welfare, that

the ability of pension funds to pay earned benefits to present
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and future members is a necessary coro]]éry to the establishment

of pension plans, and that a statewide pension plan which

~establishes pension banefits which..can.che fully .funded will

permit the continuation of pension plans for policemen and
firemen in this state. In addition the general assembly declares
that any local pension plan must be actuarially sound in order to
assure the security of the pension system and that this part 10
is enacted to provide for the stability and security of
policemen's and firemen's pension plans in this state.

31-30-1002. Definitions. As used in this part 10, unless
the context otherwise requires: |

(1) "Board" means the board of &irectors established as the
governing body of the fire and police pension association as
provided in section 31-30-1004 (2).

(2) ‘'Dependent child" means an unmarried child under the
age of nineteen or, if such child is enrolled as a full-time
student at an accredited institution of higher education, under
the age of twenty-three and includes, if the board so determines,
any child of whatever age who 1is so mentally or physically
incapacitated that he cannot provide for himself.

(3) "Employer" means any municipality or fire protection
district employing one or more members.

(4) "Member" means an active employee who is a full-time
salaried employee of a municipality or fire protection district
serving at least one thousand six hundred hours in any calendar

year and whose duties are directly involved with the provision of
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police or fire protection, as certified by his employer. The
term also includes any former employee who 1is retired, is
disabled, ot 'is €1igrtle for a Beénefit as provided in section
31-30-1011 (2), ’but the term does not include clerical or other
personnel whose services are auxiliary to police or fire
protection.

(5) "Occupational disability" means a disability from any
cause resulting in permanent incapacity to perform assigned
duties.

(6) "Total disability” means inability to engage in any
substantial gainful activity by reason of any medically
determinable physical or mental impairment which can be expected
to result in death or which has lasted or can be expected to last
for a period of not less than twelve months.

31-30-1003. Applicability of plan. (1) Except as provided

in subsection (2) of this section, every employer in this state
shall provide the pension benefits of the plan established by
this part 10 for members hired 6n or after April 6, 1978.

(2) (a) Any employer which covers members under the federal
"Social Security Act" or which had established a pension plan in
accordance with section 31-30-325, 31-30-417, 31-30-522, or
31-30-621 on January 1, 1980, shall be exempt from the provisions
of this part 10.

(b) (I) Any employer employing more than fifty members may
withdraw from the association, and any employer may subsequently

reenter the association, by filing with the board a resolution
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adopted by the employer pursuant to sﬁbparagraph (II1) of this
paragraph (b), no less than twelve months prior to the effective
date of withdrawal or reentry unless a shortér.waiting period is
approved by the board. The effective date of withdrawal or
reentry shall be January 1 of the year following the waiting
period, but no withdrawal or reentry may become effective after
January 1, 1985.

(II) An employer that withdraws from the association as
provided in this paragraph (b) shall establish a locally
administered and financed alternative pgnsion plan subject to the
following: ’

(A) Such plan shall be financed:on an actuarily sound basis
as determined by the board; and

(B) Such plan shall be subject to the provisions of
sections 31-30-1007 and 31-30-1008.

(III) Any reentry or both the withdrawal and the
alternative pension plan, together with any amendments thereto,
shall be approved by at least sixty-five percent of all members.

(IV) This paragraph (b) shall not apply to any employer
first estab]ished:after January 1, 1980.

(3) Any member hired prior to April 6, 1978, or any member
whose employer has elected to establish an alternative pension
plan pursuant to paragraph (b) of subsection (2) of this section
may elect to be covered by the provisions of this part 10
pursuant to rules and regulations established by the board. The

board shall determine, by rule, how any applicable service of a
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member shall be used in determining eligibility for and computing
benefits pursuant to this part 10.

31-30-1004.. Association - creation - board - organization.

(1) There is hereby created an independent public body corporate
and politic to be known as the fire and police pension
association. Said association is constituted as a public
instrumentality, and its exercise of the powers conferred by this
part 10 shall be deemed to be the performance of an essential
public function. The association shall be a body corporate and a
political subdivision of the state and shall not be an agency of
state government and shall not be subject to administrative
direction by any department, commission, board, or agency of the
state.

(2) (a) The governing body of the association shall be a
board of directors consisting of eleven members who sha]] be
appointed by the governor in the following manner and shall be
confirmed by the senate:

(I) Four members shall répresent the Colorado municipal
employers;

(I1) Two members shall represent professional policemen's
organizations;

(II1I) Two members shall represent professional firemen's
organizations;

(IV) One member shall represent special districts providing
fire protection;

(V) One member shall be appointed from a 1ist prepared by
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the members appointed pursuant to spraragraph (I) of this
paragraph (a);

(VI) One member shall be appointed from a list prepared by
the members appointed pursuant to subparagraphs (II) and (III) of
this paragraph (a).

(b) Of the members first appointed, three shall be
appointed for terms of one year, three shall be appointed for
terms of two years, three shall be appointed for terms of three
years, and two shall be appointed for terms of four years.
Thereafter members shall be appointed for terms of four years.

(c) Appointments may be made witﬁout confirmation of the
senate when the senate is not in se;sion, but such appointments
shall be confirmed within thirty days of the next meeting of the
senate in régu]ar session or they shall be void.

(d) Seven members of the board shall constitute a quorum,
and no action shall be taken by the board unless two-thirds of
the members voting approve.

(3) (a) The members of the board shall serve without
compensation but shall be reimbursed for any necessary
expenditures and shall suffer no loss of sa]éry or wages through
service on such board.

(b) The board shall elect a chairman and' a vice-chairman,
shall appoint a secretary or such other employees as may be
necessary, and shall fix the compensation for said appointees.

(4) Neither the members of the board nor any person

authorized by the board to act in an official capacity shall be
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held personally liable for any act undertaken pursuant to the
provisions of this part 10.

31-30-1005. Powers and duties of the board. (1) The board

shall:

(a) Establish standards for determining the actuarial
soundness of:

(I) The fund, in accordance with section 31-30-1012; and

(I1) Alternative pension plans established pursuant to
section 31-30-1003 (2)(b). Based upon such standards, the board
shall conduct biennial actuarial reviews of such plans with the
cost of said reviews to be paid by employers having established
such plans.

(b) Establish criteria for the determination of disability
to adhinister.the provisions of section 31-30-1007;

(c)' Promulgate rules and regulations relating to standards
for disclosure of all ramifications of and procedures for
obtaining the member approval provided for in section 31-30-1003
(2)(b); |

(d) Enter into agreements with employers relating to the
transfer of accumg]ated contributions attributable to members who
either change ehp1oyers or who elect to be covered by this part
10 in accordance with section 31-30-1003 (3);

(e) Administer or provide for the administration and, 1in
accordance with the provisions of section 31i30-1012 (2), the
investment of the fire and police members' benef%t fund and, at

the request of any local employer, may handle such employer's
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pension funds for investment;

(f) Review or initiate proposed 1legislation affecting or
related to the provisions of this part 10.

(2) The boafd has the sole power to determine eligibility
for retirement for disability, whether total or occupational, for
any policeman or fireman in this state whether or not such member
is covered by the provisions of this part 10.

(3) Under the direction of the board, each employer,
including employers not covered by this part 10 in accordance
with the provisions of section 31-30-1903 (2), shall furnish such
information and shall keep such records'as the board may require
for the discharge of its duties. fhe final power to determine
the status of any individual is vested in the board, but each
employer shall determine whether positions are available for
disabled members and shall make such appointments to said
positions as it deems necessary.

31-30-1006. Normal retirvement. (1) Any member who has

completed at least twenty-five years of active service and has
attained the age of fifty-five years may be retired from further
service and shall be eligible for a normal retirement pension.
The annual normal retirement pension shall be two percent of the
average of the member's highest three years' salary muTtip]ied by
the member's years, not to exceed twenty-five, of service prior
to age sixty-five.

(2) Any member retiring and eligible for a normal

retirement pension as provided by subsection (1) of this section
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may elect to defer receipt of such pension until attaining the
age of sixty-five years. In the case of such election the annual
deferred retirement pension shall be the actuarial equivalent of
the normal retirement pension.

(3) Any member who has completed at least twenty years of
active service or has attained the age of fifty years may elect
to retire from active service and shall be eligible for an early
retirement pension. The annual early retirement pension for a
member shall be the normal retirement pension provided by
subsection (1) of this section reduced by one-half of one percent
per month for each month or portion thereof that such member is
less than age fifty-five at the time of such election.

(4) (a) A member eligible for a normal or early retirement
pension may elect to receive one of the following pension
options:

(I) Option 1. A reduced pension payable to the member and
upon his death all of such reduced pension to be paid to his
designated beneficiary for ]ife;

(II) Option 2. A reduced pension payable to the member and
upon his death one-half of such reduced pension to be paid to his
designated beneficiary for life.

(II1) Option 3. A reduced pension payable jointly to the
member and his designated beneficiary and, upon the death of
either, one-half of such reduced pension to be paid to the
survivor for 1ife.

(b) A member shall be considered to have elected option 1
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and retired on the day before his deatﬁ if he is eligible for a
normal or early retirement pension and dies:

(I) Before making an election as provided in paragraph (a)
of this subsection (4); and

(II) Before receiving his first pension check or sixty days
from the date of issuance of such check, whichever occurs first;
and

(I1I) 1Is survived by a spouse or a dependent child.

(c) After an election has been made of any of the options
provided in paragraph (a) of this subsection (4) and the member
has cashed the first pension check, orvsixty days from date of
issuance of said check have elapsed,‘whichever occurs first, the
election shall be irrevocable.

(d) The joint pension benefits provided by this subsection
(4) shall be calculated as the actuarial equivalent of the normal
or early retirement pension otherwise payable as provided in
subsections (1) through (3) of this section.

(5) If the total amount of pension benefits paid as
provided 1in this section is less than the amount of the member's
accumulated contributions at his death, the difference shall be
paid to:

(a) The member's estate if no pension payment was made
pursuant to subsection (4) of this section; or

(b) The survivor's estate if pension payments were made
pursuant to subsection (4) of this section.

(6) A1l service of a member who is employed by successive
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employers shall be aggregated for determining eligibility and
benefits provided by this section if the service for each
employer was rendered while the employer covered its members
under the plan established by this part 10. The service of a
member who 1is employed by successive employers shall be
aggregated for determining eligibility and benefits provided by
this part 10 if the service for any employer was rendered while
the employer did not cover its members under the plan established
by this part 10 only on the basis of the agreements made with the
board as provided in section 31-30-1005 (1)(d).

31-30-1007. Retirement for disability. (1) Any member who

becomes totally disabled shall be retired from active service for
disability and shall be eligible to receive the disability
benefit provided by this subsection (1). The disability benefit
for total disability for such member shall be thirty-five percent
of the - annual base salary paid to such member immediately
preceding retirement for disability, which shall be increased by:

(a) Fifteen pércent of 'said annual base salary if such
member had a spouse at the time of becoming totally disabled, for
so long as such spouse survives and is married to such member or
legally entitled io maintenance from such member;

(b) Fifteen percent of said annual base salary if such
member has any dependent chi]dreﬁ.

(2) (a) Any member who becomes occupationally disabled
shall be retired from active service for such time as said

occupational disability continues and shall be eligible to
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receive the disability benefit provided by tihis subsection (2).
The disability benefit for occupational disability for such
member shall be thirty percent of the annual base salary paid to
such member immediately preceding retirement for disability,
which shall be increased by:

(I) Ten percent of said annual base salary if such member
had a spouse at the time of becoming occupationally disabled, for
so long as such spouse survives and is married to such member or
is legally entitled to maintenance from such member;

(II) Ten percent of said annual base salary if such member
has any dependent children. "

(b) At any time thét an occupat%onal disability ceases to
exist, a member retired for such disability may be restored to
active service and the benefits provided by this subsection (2)
shall be discontinued.

(3) (a) Any disability benefit provided pursuant to
subsection (1) or subsection (2) of this section shall be reduced
in accordance with the following provisions:

(I) If the member has received an award under the
“"Workmen's Compepsation Act of Colorado", the disability benefit
shall be reduced by one-half of the award made pursuant to said
act. If such award was made in a 1ump.sum amount, the reduction
shall be made according to rules adopted by the board.

(I1) If the member has earned any income other than that
provided by the disability benefit and, if applicable, a

workmen's compensation award, the disability. benefit shall be
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reduced by twenty-five percent of the additional earned income.

(b) Any provision of paragraph (a) of this subsection (3)
to the contrary notwithstanding, any disability benefit provided
pursuant to subsection (1) or subsection (2) of this section
shall be reduced by the pro rata amount of any social security
benefit received by the member attributable to the member's
quarters of social security coverage derived from employment as a
member.

(c) Any member receiving a disability benefit pursuant to
subsection (1) or subsection (2) of this section shall file an
annual report concerning income from any workmen's compensation
award or any additional income. If such member knowingly fails
to file such report or files a fraudulent report, the disability
benefit shall be discontinued.

(4) The determination of disability, whether occupational
or total, shall be made by the board, and the board shall
consider a report to be made by a panel of five physicians
emp]oyed by state agencies or:institutions with which the board
has contracted for the services of such physicians. The board
shall not make a determination of disability unless three of the
five physicians examining the applicant agree that a disability
exists, but the board shall not be bound by the physicians'
determination that a disability exists. No determination of
occupational disability shall be made unless the employer
employing the member applying for disability certifies that no

position exists within the employer's department for which said
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member is able to carry out'assigned duties.

31-30-1008. Death of member - survivor benefit. (1) If a

member who is not eligible for the retirement pension described
in section 31-30-1006 dies while in active service and leaves a
surviving spouse or dependent children, or both, one of the
following survivor benefits shall be paid:

(a)‘ When there is a surviving spouse and no dependent
children, the benefit shall be twenty-five percent of the monthly
base salary paid to such member immediately preceding death plus
one-half of one percent of such salary for each year of the
member's active service in excess of thnty-five years, but such
benefit shall not exceed thirty-five ﬁercent of such salary.

(b) When there is a surviving spouse and one dependent
child, the benefit shall be forty percent of the monthly base
salary paid to such member immediately preceding death.

(c) When there is a surviving spouse and two or more
dependent children, the benefit shall be fifty percent of the
monthly base salary paid to such member immediately preceding
death.

(d) When there is no surviving spouse and three or more
dependent children, the benefit shall be fifty percent of the
monthly base salary paid to such member immediately preceding
death.

(e) When there is no surviving spouse and two dependent
children, the benefit shall be forty percent of the monthly base.

salary paid to such member immediately preceding death.
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(f) When there is no surviving spouse and one dependent
child, the benefit shall be twenty-five percent of the monthly
base salary paid to such member immediately preceding death.

31-30~1009. Termination of benefits. Any benefit provided

in accordance with this part 10 to a surviving spouse or
dependent child shall terminate upon the death or remarriage of
the surviving spouse and upon the death, marriage, or termination
of dependency of any dependent child.

31-30-1010. Adjustment of benefits. (1) Benefits payable

under this part 10 shall be redetermined effective October 1 each
year, and such redetermined amount shall be payable for the
following twelve months. To be eligible for redetermination,
such benefits shall have been paid for at least twelve calendar
months prior to the effective date of redetermination.

(2) Subject to the limitations contained in subsection (3)
of this section, the redetermination of benefits payable under
subsection (1) of this section shall be computed as follows: The
amount of the benefit on the effective date of the benefit shall
be increased by no more than three percent for each full year
contained in the period commencing with the effective date of the
benefit and ending with the effective date of the
redetermination.

(3) (3) In no event shall the redetermined amount provided
for in subsection (2) of this section be:

(I) Less than the amount of the benefit on the effective

date of the benefit; or
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(II) More than the amount of the;benefit on the effective
date of the benefit multiplied by a fraction, the numerator of
which shall be the average of the consumer price index for the
twelve months in the calendar year immediately preceding the
effective date of the redetermination, and the denominator of
which shall be the average of the consumer price index for the
twelve months 1in the calendar year immediately preceding the
effective date of the benefit. 1In no event shall the numerator
of said fraction be less than the denominator.

(b) As wused in paragraph (a) of this subsection (3), the
term "consumer price index" means the\ national consumer price
index for urban wage earners and c]er%ca] workers prepared by the
United States department of 1labor. Such consumer price index
shall be deemed to have such base period as is in effect January
1, 1969.

(4) The cost of the adjustment of benefits provided by this
section shall be funded in the same manner as other benefits
established by this part 10.

31-30-1011. Return or transfer of contributions.

(1) (a) Any member terminating his service méy elect to have his
accumulated contributions together with interest earned thereon
at five percent per annum refunded to him in a lump sum and shall
sign a statement to be filed with his employer evidencing such
election. The contributions refunded pursuant to this subsection
(1) shall not include tontributions other than those required to

be made by the member, and the return of contributions shall be
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made within one hundred twenty days.

(b) If the member who terminated his service subsequently
returns to service as an active member, his prior service credit
shall be restored when he returns his refunded contributions,
with interest to the date of refund. If the member fails to
return such contributions and interest, he shall be treated as a
new member and his prior service shall not be recognized in
determining pension eligiblity or pension benefits.

(2) In 1lieu of having his contributions returned as
provided in paragraph (a) of subsection (1) of this section, a
member who has at least ten years of credited service may leave
his contributions with the appropriate fund. When the 1inactive
member attains age sixty-five, he shall be eligible to receive an
annual vested benefit equal to two percent of his average highest
three years' salary multiplied by his years, not to exceed

twenty-five, of active service.

31-30-1012. Fund - creation - management. (1) There is
hereby created the fire and pblice members' benefit fund, which
shall consist of moneys of fire and police benefit plans,
including member, employer, and any state contributions, fees
collected, gifts received, unclaimed deposits, and investment
income, of those employers electing to have the moneys of their
funds managed by the board. The board shall keep an accurate
account of each individual department's fund apd shall disburse
moneys in accordance with the provisions of this part 10.

(2) The board shall be the trustee of the fund and shall
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have full and unrestricted discretionépy power and authority to
invest and reinvest such portions of the fund as in its judgment
may not be 1immediately required for the payment of refunds or
pension benefits. In exercising its discretionary authority with
respect to the acquisition or disposition of any investments, the
board shall be governed by the standard for investments
prescribed in section 15-1-304, C.R.S. 1973, except as provided
in subsection (5) of this section.

(3) The board shall designate a financial institution as
custodian of the fund. All moneys»paid or transmitted to the
custodian shall be credited to appropriate accounts 1in the
retirement fund and the custodian‘ shall maintain a current
inventory of all investments of the fund.

(4) Disbursements from the retirement fund shall be made,
subject to the approval of the board, only for payment of the
expenses of the association, refunds to the members, pension
benefits, and investment purposes. |

(5) The board may invest all or any part of the fund in
obligations of the United States government and 1in obligations
fully guaranteed, as to principal and interest by the United
States government, in state and municipal bonds, in railroad
equipment trust certificates, 1in real property and in loans
secured by first mortgages or deeds of trust on real property, in
participation guarantee agreements with 1ife insurance companies,
and in other types of investment agreements, and the foregoing

investments may ‘be made without limitation as to the percentage
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of the book value of the assets of the retirement fund so
invested. Investments may also be made in either common or
preferred corporate stocks, but the aggregate amount of moneys
invested 1in corporate stocks or corporate bonds, notes, or
debentures which are convertible into corporate stock, or in
investment trust shares, shall not exceed thirty percent of the
then book value of the assets of the fund. In no event shall any
investment be made in the common or preferred stock, or both, of
any single corporation in an amount in excess of five percent of
the then book value of the assets of the fund nor shall more than
seven percent of the outstanding stock or bonds of any single
corporation be acquired for the fund.

(6) The board shall purchase and acquire and hold for the
benefit of the fund such investments in such amounts as may from
time to time be directed by the board in writing. Any such
investments shall be disposed of by the board when it determines
such disposition to be necessary to provide money for payment of
refunds or pension benefits or fn order to reinvest the proceeas
of such disposition in other investments determined by the board
to be in the best interests of the fund.

7y AN traﬁsactions involving the purchase and sale of
investments authorized in this section shall be effected on
behalf of the association. To facilitate sale and exchange
transactions, securities belonging to the association may be
registered in the name of a nominee, which nominee shall be a

nominal partnership composed of such officers and employees of
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the association as the board, by apprgpriate resolution, may
designate from time to time. A1l members of any nominal
partnership created in this subsection (7) shall be bonded in
such amounts as may be determined to be advisable by the board.

31-30-1013. Employer and member contributions. (1) On and

after January 1, 1980, every member covered under the plan
established by this part 10 shall pay into the fund

percent of salary paid. The payment shall be made by the
employer by deduction from the salary paid such member. Payment
shall be made by one voucher for the aggregate amount deducted.
A11 such payments shall be credited t9 the fund.

(2) On and after January 1, 1980, every employer employing
members who are covered by the plan established by this part 10
shall pay into the fund percent of the salary paid to
such member. All such payments shall be credited to the fund.

(3) It is declared to be the intent of the general assembly
in establishing the rates of employee and employer contributions
in this section to provide adequate funding of retirement benefit
liabilities accrued under this part 10, and to this end the board
shall  submit am annual actuarial va]uatfon report to the
legislative audit committee and the joint budget committee of the
general assembly, together with any recommendations concerning
such liabilities as accrued. Amortization of such 1iability over
a forty-year period shall be deemed adequate to maintain
actuarial stability. If the actual financial experience of the

fund is found to be more or less favorable than the assumed
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experience during the two-year period from January 1, 1980, and
each biennium thereafter, adjustments may be made by the general
assembly in the employee and employer contributions as may be
deemed feasible and advisable upon recommendation of the board.

(4) The payments required by this part 10 are subject to
penalties if not submitted when due. Payments are due no later
than ten days following the date of payment of salary to the
member, unless the salary 1is paid more than once monthly, in
which event such payments are due no later than the tenth day of
the month following the month the salary is paid to the member.
An interest charge of one-half of one percent per month shall be
levied against any unpaid amount and added to the employer
payments required pursuant to this section.

31-30-1014. State contribution. In lieu of any moneys

contribufed by the state to local fire and police pension plans
prior to January 1, 1980, the state shall appropriate annually
not more than thirty million dollars to assist local fire and
police pension funds in fundihg their unfunded 1liability as
determined in 1978. The appropriation shall be made to the state
treasurer to be credited to such local funds in accordance with a
distribution forﬁu]a determined by the board, based on the
unfunded l1iabilities as determined pursuant to the provisions of
part 8 of this article.

31-30-1015. Fund not subject to levy. No portion of the

fund created pursuant to section 31-30-1012, before or after its

order for distribution by the board to the persons entitled
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thereto, shall be held, seized, taken, subjected to, detained, or
levied upon by virtue of any attachment, execution, injunction,
writ, interlocutory or other order or decree, or process or
proceeding whatever issued out of or by any court of this state
for the payment or satisfaction, in whole or in part, of any
debt, damage, claim, demand, or judgment against the beneficiary
of said fund. Said fund shall be held and distributed for the
purposes of this part 10 and for no other purpose whatever.

SECTION 2. 32-5-316, Colorado Revised Statutes 1973, 1is
amended to read:

32-5-316. Power to tax. For the purpose of providing

revenue for such districts, the board.has power and authority to
Tevy and collect ad valorem taxes on and against all taxable
property within the district. incituding-the-right-to-1tevy-the-tax
authorized-by-section-331-36-485-¢2)5-€-R-5:--1973;-but-in-no-event
sha%i-sach-totai-4evy-exceed-the-iimitation-prescribeﬁ-in-section
32-5-317-

SECTION 3. 32-5-317 (1), Colorado Revised Statutes 1973, as
amended, is amended to read:

32-5-317. Levy and collection of taxes. (1) The board

shall determine the amount of money necessary to be raised by a
levy on the taxable property in the district and shall fix a rate
of Tevy not-to-exceed-eight-mitiss which, when levied upon every
dollar of valuation for assessment of taxable property within the
district, will raise the amount required by the district during

the ensuing fiscal year to supply funds for paying expenses of
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organization and the costs of acquiring, operating, and
maintaining the works and equipment of the district and promptly
to pay in full, when due, all interest on and principal of bonds
and other obligations of the district. but--the--1imitation--of
eight--milis-~imposed-in-this-section-on-the-amount-of-1evy-shaii
net-appiy-to-ievies-made~for-the-purpose-of-paying-the--principa?
of--and--the--interest--on-the-bonds-and-other-ob%igations;of-the
district-issuved-after-June-14;--31973: In accordance with the
schedule prescribed by section 39-5-128, C.R.S. 1973, the board
shall certify to the board of county commissioners of each county
within the district, or having a portion of its territory within
the district, the rate so fixed in order that, at the time and in
the manner required by law for the levying of taxes, such board
of county commissioners shall levy such tax wupon the valuation
for assessment of all taxable property within the district. When
necessary, a district shall, with respect to an increased mill
levy, comply with the requirements of part 3 of article 1 of
title 29, C.R.S. 1973. |

SECTION 4. Repeal.  31-30-303 and 31-30-404 (1), Colorado
Revised Statutes 1973, 1977 Repl. Vol., as amended, and 32-5-317
(2), Colorado Revised Statutes 1973, as amended, are repealed.

SECTION 5. Effective date. This act shall take effect

January 1, 1980.

SECTION 6. Safety clause. The general assembly hereby
finds, determines, and declares that this act is necessary for

the immediate preservation of .the public peace, heaith, and

safety.
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POLICEMEN'S AND FIREMEN'S
PENSION REFORM COMMISSION

BILL 30

A BILL FOR AN ACT
CONCERNING FUNDING FOR FIRE AND POLICE DEATH AND DISABILITY
BENEFITS.

Bill Summary

(Note: This summary applies to this bill as introduced and
does not necessarily reflect any amendments which may be

subsequently adopted.)

Provides that death and disability benefits for every
policeman and fireman in this state will be paid from the fire
and police members' benefit fund.

Be it enacted by the General Assembly of the State of Colorado:

SECTION 1. Part 10 of article 30 of title 31, Colorado
Revised Statutes 1973, as enacted by Senate Bill No. __
enacted at the First Regular Session of the Fifty-second General
Assembly and approved by the Governor on , is amended
BY THE ADDITION OF A NEW SECTION to read:

31-30-1013. State funding of death and disability. Every

department in this state, whether or not such department has
established an alternative plan pursuant to section 31-30-1003
(2), shall be governed by the provisions of this section. The

death and disability benefits provided to any member of a
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department pursuant to this part 10 or part 3, 4, 5, or 6 of this
article shall be paid for by state appropriations to the fund
created by section 31-30-1011. The appropriations shall be based
on the statewide experience of claims for death and disability
benefits, and moneys so appropriated shall not be used for any
purpose other than the payment of said death and disability
benefits.

SECTION 2. Effective date. This act shall take effect

January 1, 1980.

SECTION 3. Safety clause. The general assembly hereby

finds, determines, and declares that this act is necessary for
the immediate preservation of the public peace, health, and

safety.
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POLICEMEN'S AND FIREMEN'S
PENSION REFORM COMMISSION

BILL 31

A BILL FOR AN ACT
MAKING AN APPROPRIATION TO THE FIRE AND POLICE MEMBERS' BENEFIT
FUND.

Bill Summary

(Note: This summary applies to this bill as introduced and

does not necessarily reflect any amendments which may be
subsequently adopted.)

As authorized by section 31-30-1012, appropriates $30
million to the fire and police members' benefit fund to fund
death and disability claims of firemen and policemen in this
state and to assist in funding the present fire and police
pension funds' unfunded liability.

Be it enacted by the General Assembly of the State of Colorado:

SECTION 1. There is hereby appropriated, out of any moneys
in the state treasury not otherwise appropriated,to the fire and
police members' benefif fund created by section 31-30-1011,
C.R.S. 1973, the sum of thirty million dollars ($30,000,000), or
so much thereof as may be necessary, to fund death and disability
benefits and the unfunded 1iabilities payable out of said fund.

SECTION 2. Safety clause. The general assembly hereby

finds, determines, and declares that this act is necessary for
the immediate preservation of the public peace, health, and

safety.

-139-



Dissenting Comments Upon and An Alternative Proposal
Nutline to the Policemen's and Firemen's
Pension Reform Commission Proposal

Much of the attention of the commission, in its recent meet-
ings, has been focused upon the design of a benefit plan for new
hires; upon developing a sound and affordable proqgram of death and
disability; and, upon establishing retirement benefits for new
employees. Conceptually, the commission's current thinking as
expressed in the bill recommended to the Legislative Council is, in my
opinion, defective from several points of view:

1. It assumes no change in benefits for present employees,
including continuance of the financially ruinous rank esca-
lator provisions in municipalities over 100,000 in popu-
lation;

2. It proposes that somehow the state meet the estimated $£430
million unfunded 1iability costs by annually appropriating
up to $30 million additional (a suggestion I believe to be
utterly futile in the foreseeable future);

3. It effectively removes any vestige of 1local option and
local control over pension proqrams and effectively stops
any benefit aqreements being developed with bargaining
groups on behalf of employees or, through employers, on
behalf of citizens wishing to secure a youthful and stable
work force.

4., 1t fails to address the horrendous costs Denver will have
to bear as its contributions increase as per S.B. 46.

5. It makes no clear provision for the economies of central
administration of existing trust funds on behalf of the
smaller districts and municipalities, who may elect to
withdraw from the state system.

I believe there are mutually acceptable alternatives to the
comiission’s majority recommendations.

My suaqgestion represents a conscious attempt to meet in full
the spirit and mandate of S.B. 46 and to address what I believe appear
to be major defects in the commission proposal. It requires an extra
effort by all concerned: State dollars, employer dollars, and a
decrease in mandated benefits for the future service of all employees.
The design of this alternative proposal follows:

1. Death and Disability -- A state plan, fully state
funded and administered, the basic benefits of which would be
the same as those proposed by the commission. These henefits
resulted from the Auditor's Pension Advisory Committee recom-
mendation. A very rough verbal estimate of the Martin E. Senal
Company suqqgests this could release $4-6 million which local
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entities have been putting into death and disability plans and
would allow such moneys to go directly into local retirement
pension funding.

2. Age of Service Pensions -- For all future service byv

all employees a new benefit formula would apply:

a) At ane 55 with 25 years of service the benefit would be 679
final average salary -- final average salary would be the
average of the highest three years salary. The pension
would be deferred and commence at ane 65, but there would
be an unlimited option available for earlier retirement at
a pension based upon the actuarial equivalent of 60N% at 65
-- estimates suggest that 60% at aqe 65 is actuarily
equivalent to 24% at age 50.

b) The plan would include provisions for a cost of 1livina
adjustment up to 3% after age 55. An employee may continue
to work after age 55 if the employer aqrees, bhut no further
pension contribution would be made nor would additional
benefits accrue.

c) Vesting: 100% of contribution in first 5 years;
50% of deferred pension after 5 years
increasing to 100% of deferred pension
after 10 years.

Preliminary estimates made by the Segal Company suggest that
this benefit package for pensions would cost about 12% of pay-
roll. It will probably be necessary and fair to allow
employees who are at present age 50 or have 15 years service to
continue to accrue benefits in accordance with their present
benefit plans.

3. State Contributions -- The state currently contributes
about $6 million which appears to be about 6% of covered pay-
roll. Instead of a per person distribution, or a distribution
based upon assessed value as under the current system, the
State's contribution would be changed to 6% of payroll but in
no case more than the amount contributed by the employer. Com-
bining our present per capita and assessed value methods with
high turnover means that in many districts the State 1is cur-
rently paying the full pension program costs -- hardly what we
intended.

4. The State Board for Police and Fire Pensions would be
as follows:

The basic structure would be the same as recommended by the
commission,

As under the commission's proposal the hoard would administer

the death and disability plan for all covered personnel state-
wide.
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The board would be authorized to offer to any district or
municipality the services of administering pension trust funds
and providing certain reporting services. This should provide
better investment practice and returns thereon as well as pro-
viding efficient and low cost administration and simplified re-
porting. The hoard would have monitorinqg responsibility for
the actuarial soundness of all Tlocal pension plans and for
establishing common actuarial assumptions.

5. Local Option and Control -~ Although this plan provides
a statutory minimum pension benefit, it is believed that fund-
ing for this benefit and for all future service as well as for
the payment of the unfunded 1iability is within the arasp of
every local district and municipality.

When a district or municipality is fully financing its minimum
standard benefit and its unfunded 1iability (on at least a 40
year basis) it may enrich its pension program in any manner it
sees fit, so long as the additional benefits are likewise fully
funded on an actuarially sound basis.

It is my contention that, in place of an essentially bankrupt
set of pension benefits, this plan will provide a fully funded proqram
within 2 or 3 years. It should be noted that for the employee there
are important trade-offs -- the deferral of pension commencement to
age 65 in return for:

Benefit equal to 60% of final average salary;
Full vesting;

State administered death and disability plan;
Security of fully funded benefits; and

State contributions as a percent of salary.
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Under this plan the district or municipality henefit by the
lower state mandate and the full state funding of death and disabil-
ity, thereby, making the unfunded 1iability problem manaqeahle and
attainable. Local flexibility is retained for enriching benefits.
Investment management and administration by the state is also avail-
able to local units. Huge property tax increases are avoided.

For the state, we "crack the pension nut" by doing centrally
what we must and what is economical to do, and we allow local option
to continue to reflect local need and desire. We double our present
outlay to $12 million, but that is substantially less than the $36
million alternative and may well be possible in the eyes of the Gen-
eral Assembly.

Respectfully submitted,

/s/ Representative John McElderry
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APPLNDIX A
Membership -- Auditor's Pension
Advisory Committec
Co-chairmen
Kenneth Harris
Denver Police Department --
Denver Police Protective Association
Jerry Kempf
Manager of Revenue,
City and County of Denver

lembers

Captain Robert B. Bendixen
Denver Fire Department --

State Professional Firefighter's Association

Robert Broom
Finance Director, City of Aurora -~
HMunicipal Finance Officer's Association

Captain Loren K. Coates
Pueblo Police Department --
Colorado Police Protective Association

Kent Cooper
Assistant City,Manager, City of Greeley --
Colorado City Management Association

Chief John Franks
Cherry Hlills Fire Protection District --
Colorado Fire Chiefs Association

Susan K. Griffiths
Attorney, Colorado Municipal Leaque

Chief Robert Holmes
Englewood Police Department --
Colorado Chief's of Police Association

Edward H. Menges, Jr.
Personnel Director, City of Lakewood --
Personnel Director's Association

Chief Kenneth Neville
Denver Fire Department --
Command Officer's Association
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Darrell Pinckney
Bancroft Fire Protection District --
Special District Association

Clarence Sanders
Assistant City Manager,
City of Fort Morgan

Dean W. Smith
Manager, Arvada Fire Protection District,
Colorado State Firefighter's Association
and Volunteer Firemen

Jack W, Smith
Deputy City Attorney,
City of Colorado Springs

Stan Sponsel
Denver Fire Department,
Pension Board

Alternates

Dick Brown
Colorado HMunicipal Leaque

Lester Dawson
Colorado Springs Fire Department (Retired) --
State Professional Firefighter's Assocjation

Nick Patete
Louisville Fire Distrigt --
Colorado State Firefighter's Associjation

Chief Earl Stonehocker

West Adams County Fire Protection District -~
Colorado Fire Chief's Association

Secretary to the Advisory Committee

John A. Meininger
Attorney -~
Pension Study Consultant to the State Auditor
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LEGISLATIVE COUNCIL
COMMITTEE ON JUDICIARY

Members of the Committee

Sen. Ralph Cole, Rep. Polly Baca Barragan
Chairman Rep. Steven Durham

Rep. Anne McGill Gorsuch, Rep. Robert Eckelberry
Vice Chairman* Rep. Charles Howe

Sen. Donald Sandoval Rep. Virginia Sears

Sen. Ron Stewart Rep. Robert Shoemaker

Sen. Robert Wham Rep. Thomas Tancredo

Sen. Duane Woodard Rep. King Trimble

Rep. Maynard Yost

Council Staff

Earl Thaxton Jim Gottschalk
Principal Analyst Senior Research Assistant

Brian Mitchell
Senior Research Assistant

* Representative Gorsuch (Vice Chairman) presided over
those meetings dealing with Classification of Felonies.




COMMITTEE ON JUDICIARY - INHERITANCL AND GIFT TAX

The Interim Committee on Judiciary was established by the
Legislative Council to conduct two studies pursuant to Senate Joint
Resolution 29:

I) a study of the revision of the state's estate and gift tax
law, including the conforming of such laws to the revised
federal estate and gift tax laws; and

II) an examination of the felony classification system and
those procedures which have an impact upon the terms of
sentence.

The Committee on Judiciary held seven meetings throughout the
interim. Two of the meetings were devoted to consideration of the
inheritance and gift tax laws and five meetings were devoted to con-
sideration of sentencing 1legislation and the felony classification
system. Included in this report is a description of committee activ-
ity with respect to the study of inheritance and qift taxes. A sep-
arate report concerning committee activity with respect to the study
of sentencing legislation 1is submitted in Research Publication No.
240.

The committee makes no recommendations concerning the inheri-
tance and gift tax subject. For the information of the General Assem-
bly, this report includes a description of the study procedure util-
ized by the committee, background on the proposals submitted to the
committee and a summary of those proposals, and a summary of the
conclusions of the committee.

Backqround. In 1976, at the direction of the Board of Gover-
nors of tge Colorado Bar Association, the Probate and Trust Section
took up the matter of revision of the state's estate and qift tax
laws. Three different alternatives were considered by the Bar Associ-
ation Committee. These were: (1) to do nothing and to make such
periodic changes as were or might become necessary from time to time;
(2) to adopt an estate tax in lieu of the present inheritance tax and
to conform that estate tax as nearly as possible to the federal rules
while retaining for Colorado the opportunity to administer the tax
independent of the federal government; and (3) to literally piagy-back
federal law with a state tax determined as a percentage of the federal
tax. It was determined that the second alternative, that of adopting
an estate tax for Colorado patterned closely after the federal tax and
following the federal rules with respect to the taxation of lifetime
gifts, was the best approach.

Several Bar Association subcommittees were formed to consider
the constitutional aspects of the proposal, to draft the proposed
legislation, and to deal with the revenue considerations. A bill was
drafted 1in 1976 which incorporated the changes to the federal law and
was submitted to the Board of Governors of the Colorado Bar Associa-
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tion 1in Auqust, 1977, where it received approval of the board. The
Bar Association then met with the Statutory Revision Committee of the
General Assembly and the bill was recommended for introduction in the
1978 Legislative Session. The bill was introduced as House Bill 1132,
Because the subject of estate and gift tax was not on the Governor’'s
Call to the General Assembly, the bill did not receive consideration
during the 1978 Session. However, the subject of estate and gift
taxes was assigned to this committee for study and recommendations.

Committee procedure. The committee utilized House Bill 1132 as
a startina point for discussion of the need to revise the state's
estate and gift tax laws. The committee met with representatives of
the Bar Association’s Probate and Trust Section and reviewed the
provisions of the bill so that the members would understand the nature
and extent of the changes proposed. An outline of the major chanaes
to Colorado law proposed in the bill is included in this report.

The committee also heard testimony from representatives of the
Division of Inheritance Tax concerning the revenue impact of the bill.
Although some provisions of the bill do have a plus or minus revenue
effect, the bill is intended to be revenue neutral. In addition, the
committee received testimony from attorneys and other interested par-
ties who are opposed to adoption of the bill. At the last meetinq
devoted to the subject, an alternative proposal was submitted for
committee consideration by Representative Carl Gustafson. This pro-
posal would essentially abolish the state inheritance tax except for
amounts which would otherwise go to the federal government; in other
words, the gap tax would be continued. The committee also briefly
discussed and reviewed the approach adopted by several other states
wherein the state estate tax is determined as a percentage of the fed-
eral tax.

Commi ttee recommendations. At the final committee hearing on
estate and qift taxes, a motion was made to the effect that the
committee should favorably recommend adoption of House Bill 1132 to
the Legislative Council. Committee discussion focused on whether the
proposed bill would simplify estate tax preparation, what the impact
of the proposal would be on joint tenancy, whether the proposal would
substantially increase estate taxes in certain areas, the impact of
the proposal on agriculture property, and what tax shift may result if
the proposal were to be adopted. By a 6 to 3 vote, the committee
voted not to approve the motion for favorable recommendation. Thus,
the committee makes no recommendation to the General Assembly con-
cerning House Bill 1132,

At the same meeting, a motion was made to approve the proposed
Gustafson bill, and to favorably recommend it to the Leqislative Coun-
cil. Following committee discussion concerning the revenue impact of
the bill, constitutional problems relating to the OAP fund, and the
approaches adopted by several other states, the conmittee voted, 6 to
3, not to approve the motion for favorable recommendation. Thus, the
committee makes no recommendation to the General Assembly concern-
ing the proposed Gustafson bill.
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Inheritance and Gift Taxes

Colorado Inheritance Tax

Since 1927, Colorado has imposed an inheritance tax on property
passing at death. The federal qovernment's death tax is an estate tax
and has been in effect since 1916. An inheritance tax 1is generally
described as a tax on the right to receive property and an estate tax
is a tax on the right to transmit property. The rate of inheritance
tax depends usually on the relationship of the beneficiary to the
decedent while the estate tax is assessed against the taxable estate
without regard to relationship of the beneficiaries. House Bill 1132
adopts the estate tax approach in an attempt to simplify and reduce
the expense of preparation, filing, negotiation, and determination of
state death taxes.

The following categories are some of the more important pro-
posed changes to the Colorado inheritance tax law as contained in
House Bill 1132:

Net estate exemption. One of the most significant variations
between House Bill 1132 and the current law is the proposed $60,0N00
net estate exemption ($3,500 unified credit). This was designed so
that Colorado could maintain the present level of revenue received
from estate taxes.

Marital deduction. House Bill 1132 provides for a marital
deduction of the qreater of $250,000 or one-half the value of the
adjusted gross estate. In order to qualify for the marital deduction,
the property must pass outright to the surviving spouse or the sur-
viving spouse must receive all of the income from the property and
have a general power of appointment at death. The marital deduction
will be reduced by any taxes imposed against the property or any
encumbrances aqgainst the property. In addition, the amount of the
maximum marital deduction allowable is to be reduced by the amount by
which the qift tax marital deduction allowed under the qift tax laws
exceeds one-half the value of the total qifts to the spouse. Present
law provides a $75,000 exemption for gift to a spouse.

Proceeds of 1ife insurance. House Bill 1132 provides for the
inclusion 1n the estate of the proceeds of 1life insurance to the
extent of the amount receivable by the personal representative under
policies on the life of the decedent, and to the extent of the amount
receivable by all other beneficiaries under policies with respect to
which the decedent possessed at the time of his death any incident of
ownership. This provision of the bill eliminates the present $75,000
insurance exemption in Colorado law.

Valuation of certain real property. House Bill 1132 provides
an optional valuation method for real estate used in a farm, ranch, or
closely held business. It allows such real estate to be valued based
on its actual use rather than its highest and best use. The provision
is similar to a provision enacted by the legislature in 1977, but with




a capitalization rate based on Federal Land Bank interest rates,
rather than a straight 11 1/2 percent, and the proposed law has
different tests, extends to businesses other than agriculture, and is
more detailed. The dacrease in value is not to exceed $500,000. The
proposal establishes as requirements for qualification that the farm
or husiness interest equal or exceed 50 percent of the adjusted value
of the gross estate, and that the real property itself equal or exceed
25 npercent of the adjusted value of the qross estate. The bill
requires that the decedent or his family have been involved in the
operation of the farm or business and that the family continue after
the decedent's death to be involved in the operation of the farm or
business. The disposition of the property or failure to use the prop-
erty for the qualified use will result in the imposition of an addi-
tional tax to the extent of the tax saved by the original discount.
A1l heirs who have an interest in the property must sign an aqreement
that they will be liable for the tax if there is a cessation of use or
disposition of the property. As an alternative, a bond may be posted
by the heirs in the amount of the tax that was saved through the elec-
tion of the optional valuation. Restrictions on cessation or disposi-
tion extend for 15 years, after which time the heirs can use or dis-
pose of the property as they wish. The purpose of this section of the
bill is to avoid the imposition of tax on businesses, farms, and
ranches based on values for uses other than that to which the property
is being put at the time of death. It is intended, through the reduc-
tion of valuation and the tax, to reduce liquidity needs of the estate
and prevent the forced sale of farms, ranches, and small businesses
for the purpose of raising money to pay death taxes.

Generation-skipping transfer tax. Under provisions of the fed-
eral 1976 Tax Reform Act, a tax is now imposed -- subject to certain
transitional rules -~ on transfer described as "generation-skipping
transfers", If, for example, a father during his lifetime or by his
will, transfers $400,000 to a trust for his daughter for her lifetime
and to her children on her death, the transfer would be a
generation-skipping transfer and prior to the Tax Reform Act the trust
property would not have been included in the daughter's estate for
federal tax purposes at her death. Under the federal law and the pro-
posed bill, the first $250,000 of property would still be exempt from
the tax, provided it vests in grandchildren at the daughter's death.

Gross estate. The Colorado gross estate 1is defined as the
value of the interest of the decedent in all property, real or per-
sonal, tangible or intangible, at the time of his death. The value of
all real property and all tangible personal property having an actual
situs outside the state at the date of death of the decedent is
excluded from the gross estate as under present law. If the decedent
is a non-domiciliary, all tangible personal property owned by him
shall be excluded from the estate.

Adjustments for gifts made within three years of death. All
property transterred by gift by the decedent within three years of
death, except qifts of $3,000 or less at the time of the gqift, is
included in the estate. Present law includes such gifts only if made
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within two years of death and in contemplation of death. Any gqift
taxes paid on gifts within three years of death are added back to the
gross estate for purposes of determining the qgross estate.

Transfers with retained 1ife estate. Property which has been
transferred by the decedent in his Tifetime, in which he retained the
right to the income from, or the possession or enjoyment of the prop-
erty, or the right to designate the persons who would receive or enjoy
the income from the property, is included in the qross estate.

Transfers taking effect at death. Transfers of property by the
decedent where he retained the power to dispose of the property, or
retained a reversionary interest in the property, or possession or
enjoyment of the property can be obtained only by surviving the dece-
dent, are included in the gross estate.

Revocable transfers. Transfers of property by the decedent
where the enjoyment of the property at the time of the decedent's
death is subject to any change through the exercise of a power by the
decedent, alone or in conjunction with any other person, to alter,
amend, revoke or terminate such enjoyment, are included in the estate.

Annuities. An annuity or other payment receivable by any bene-
ficiary by reason of surviving the decedent under any form of contract
or aareement, if, under such contract or agreement, an annuity or
other payment was payable to the decedent or the decedent possessed
the right to receive such annuity or payment, is included in the
estate, The dncludable portion is defined to be that part of the
value of the annuity which is attributable to the purchase price paid
by or attributable to the decedent. Excluded from the estate is the
value of an annuity or any other payment, other than a 1lump sum
distribution, from an employee's qualified pension or profit-sharing
plan or retirement contract or other arranqement (commonly known as
"qualified plan"), Also excluded from the estate are payments made
under individual retirement accounts and self-employed retirement
plans, other than when paid in 1lump sums. Present Colorado law
excludes benefits from annuity contracts and pension and profit-
sharing plans when paid over the beneficiary's lifetime. Lump sum
payments are now subject to a $75,000 exemption.

Joint interests. Included in the estate is a decedent's inter-
est in joint tenancy property to the extent of the contribution by the
decedent. If the other joint tenant is the decedent's spouse, the
proposal provides that only one-half of the joint tenancy property
will be included in the decedent's estate, notwithstanding the
decedent's actual contribution, if the original transfer into joint
tenancy constituted a completed gift and an election was made to treat
the transfer as a gift. Present Colorado law is different in that it
taxes one-half of spousal joint tenancies in the first estate, ignor-
ing actual contribution.

Powers of appointment. Property in which the decedent had a
general power of appointment is included in the estate under the pro-
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posal. A general power of appointment is defined as a power exercis-
able in favor of the decedent, his estate, his creditors, or the cred-
jtors of his estate; except that, a power to consume, invade, or
appropriate property for the benefit of the decedent, which is limited
by an ascertainable standard relating to the health, education, sup-
port or maintenance of the decedent, shall not be deemed a general
power of appointment. In addition, if the power is not exercisable by
the decedent except in conjunction with a person having a substantial
interest 1in the property, which is adverse to the exercise of the
power in favor of the decedent, such power shall not be considered a
general power of appointment. The 1lapse of a general power of
appointment during the life of the individual possessing the power is
considered a release of such power, but only to the extent that the
value of the property subject to the power exceeds the greater of
$5,000 or five percent of the aggregate value, at the time of the
lapse of the power, of the assets subject to the power.

Transfers for insufficient consideration. If any of the trans-
fers previously enumerated as taxable were made for inadequate con-
sideration, the proposal provides that there shall be included in the
estate only the excess of the fair market value of the property over
the consideration received. A relinquishment of a statutory or other
marital right shall not be considered to any extent a consideration in
money or money's worth.

Disclaimers. If a person makes a qualified disclaimer with
respect to any interest in property, the property will be treated as
if the interest had never been transferred to such person. A quali-
fied disclaimer is defined as one which qualified under the Colorado
Probate Code.

Definition of taxable estate. The proposed House Bil1l 1132
provides that, for purposes of determining the taxable estate, the
gross estate, previously discussed, shall be reduced by the deductions
discussed below. The marital deduction was discussed earlier in this
report.

Expenses, indebtedness and taxes. Under House Bill 1132, for
purposes of determining the taxable estate, the value of the gross
estate is reduced by funeral expenses, administration expenses, claims
and mortgages on property included in the estate. HNo deduction is
allowed for expenses related to property which is excluded from the
gross estate. ‘Death taxes and taxes incurred after death are not
deductible.

Losses. Under House Bill 1132, casualty and theft Tlosses
incurred during the settlement of the estate to the extent that the
losses occurred to items of property included in the estate, are
deducted from the gqross estate.

Transfers for public, charitable, and reliqgious purposes.
Transfers for charitable, public and religious nurposes are deductible
from the estate.




Devises to certain minor children. Devises to an orphan child
of the decedent is deductible. The deduction is limited to $5,000 for
each year the child 1is under twenty-one. Present law provides an
exemption of $37,500 to children under eighteen, and $25,000 to chil-
dren eighteen and older.

Credits for gqift tax. In addition to the unified credit dis-
cussed above, the proposal provides that there shall be credited
against the estate tax the amount of any gift tax imposed by the gift
tax law in effect prior to the date of the new 1law, This avoids
double taxation of property which was subject to gift tax at the time
of gift and is subject to the estate tax at the time of death. This
is similar to present Colorado law.

Credit for tax on prior transfers. If the present decedent
received property from a prior decedent who was subject to Colorado
inheritance tax, the present decedent's estate will receive a credit
for the lesser of the tax imposed upon the property in the first or
second estate. There 1is a 100 percent credit for property which is
taxed in two estates within two years; eight percent if within the
third or fourth years preceding the present decedent's death; 60 per-
cent if within the fifth or sixth years; 40 percent if within the
seventh and eighth years; and 20 percent if within the ninth or tenth
years. There is no tracing requirement. Present law provides for a
similar credit, 1limited to three years, with tracing of the property
required.

Procedure for determining estate taxation. The following dia-
qgram illustrates the procedure for determining the net tax on an
estate:

Assets
- Deductions
NET ESTATE
Basic Tax on Net Estate
- Credits
NET TAX

Assets include certain types of property, lifetime transfers,
annuities, joint property interests, powers of appointment, and life
insurance, The proposed method for computing assets under House Bill
1132 would include the following:

1} Allow agriculture property or a closely held business to be
valued based on their actual use rather than the fair market value
(the decrease in value is not to exceed $500,000).

2) Exempt qualified benefit plans and 1limited powers of
appointment.

3) Include as an asset the decedent's interest in a joint ten-
ancy property (not one-half of the property as is presently the case).
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4) FEliminate the present $75,000 1life insurance exemption.
The 1ife insurance exemption would be eliminated because of the sub-
stantial "marital deduction” allowed in the proposed bill,

The provisions of House Bill 1132 would allow the following
deductions for the purpose of reducing the gross estate:

1) Costs of expenses, administration, and losses.
2) Transfers for charitable purposes.

3) Marital deductions -- the greater of $250,000 or one-half
the value of the net estate (present law provides a $75,000
exemption).

4) Orphaned children deductions -- this deduction is limited
to $5,000 for each year the child is under twenty-one
(present Tlaw provides an exemption of $37,500 to children
under eighteen, and $25,000 to children eighteen and over).

Tax rate. The proposed tax rate on the net estate would range
from four percent to nineteen percent of the taxable estate. This tax
would then be reduced by a $3,500 unified credit which is equivalent
to a $60,000 net estate exemption. Unlike present 1law which taxes
inheritances based on the relationship of the recipient to the dece-
dent, the proposed tax is based on the amount of the taxable estate:
Assets less deductions. Appendix A includes the propnsed tax rate
schedule.

Payment of the estate tax. Payment of the tax under the pro-
posal would be due nine months after date of death, the same as
present Colorado inheritance and Federal estate tax law. The current
provision of Colorado law affording a five percent discount for tempo-
rary payments made within six months is eliminated. Under the provi-
sions of House Bill 1132, tax not paid when due bears interest at the
legal rate (currently 8 percent). For reasonable cause shown, the tax
may be paid in installments for over a period of up to ten years. In
addition, the estate has a right to elect installment payments when a
certain percentage of the estate consists of interests in a closely
held business.

Gap tax. The proposal imposes a "gap tax", similar to present
Colorado law, to allow the state to pick up an additional tax to the

extent that the federal credit for state death taxes exceeds the tax
imposed under the proposal.

Releases and summary statement. The "release" provisions of
the present Colorado law are retained essentially intact under the
proposal. The following items may not be distributed to estate bene-
ficiaries without a release from the state: Colorado real estate,
regardless of value; registered securities exceeding $5,000 in value;
deposits in any one bank exceeding 35,000, and safe deposit boxes.
For all estates requiring the filing of a Colorado estate tax return,

-156-



procedures for obtaining releases will generally remain the same as
under present law, including those procedures providing for the issu-
ance of "accelerated" releases prior to the completion of an audit.
However, there will be many estates which do not exceed the return
filing requirement but which include assets requiring a release.
These estates will need to file a short "summary statement" settinqg
forth the assets requiring release. Release in these cases will be
issued in an expeditious and perfunctory manner.

Penalties. Under the proposal, there would be a five percent
per month penalty (up to a maximum of 25 percent of the tax) imposed
for failure to file the return. There is also a one-half percent per
month penalty (up to a maximum of 25 percent of the tax) for failure
to pay the tax on time. In addition, there are civil and criminal
penalties for fraudulently failing to file or otherwise evading the
tax.

Audit and assessment. Under the proposal, the state would
retain the right and responsibility for an independent audit and
assessment of the tax much in the same manner as under present law.

Colorado Gift Tax

Colorado has imposed a tax on transfers by gift since 1937,
Like the present inheritance tax statute, the gift tax depends upon
the relationship of the donor to the donee: annual exclusions and
lifetime exemptions vary with the donor-donee relationship.

Present Colorado law bears little resemblance to the better
known provisions of the federal law. A Colorado donor, aware that
under federal law a qift of $3,000 or less to any one person in any
calendar year is not a taxable event, may not be aware that a qift of
$3,000 to his daughter or son-in-law, brother or sister, niece or
nephew, 1is a taxable event in Colorado and, if repeated, subjects the
unsuspecting donor to gift tax, interest, and penalties.

The gift tax has not been an important source of revenue for
Colorado, Receipts for the four-year period from 1973 to 1976 aver-
aged about $1,750,000 per year. Receipts in 1977 of 34,700,000 were
stimulated by gifts made for federal purposes in the last quarter of
1976 followina passage of the Tax Reform Act by Congress.

The Tax Reform Act of 1976 significantly reduced the federal
tax advantages of lifetime giving and it seems likely that revenues
from Colorado gift tax after 1977 will be substantially decreased,
whether or not House Bill 1132 is enacted.

Although the present Colorado gift tax law is based upon the

relationship of the donor to the donee, personal relationships would
not make any difference under the provisions of House Bill 1132.
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Other important changes contained in House Biil 17132 are out-
lined in the following sections.

Imposition of the tax. In substance, the bi1l follows present
Colorado Taw but now refers to calendar quarters rather than calendar
years to adopt the federal filing requirements. The proposal varies
from federal 1law only because it is necessary to distinguish taxable
gifts by Colorado domiciliaries from non-domiciliaries. In following
federal law, the proposal makes it clear that transfers to a political
organization, defined by reference to the Internal Revenue Code, are
not gifts subject to tax. This provision is new to Colorado law.

Filing procedure. A gift tax return is required to be filed on
February 15 following any calendar year in which there was made a qift
to any one person exceeding $3,000 in value. Quarterly returns are
required when more than $25,000 is gifted during a year.

Taxable qifts. The proposal allows an annual exclusion from
taxable gifts of $3,000 for a gift (other than a qift of a future
interest) to any person. Present Colorado law allows $3,000 only for
gifts to a spouse, descendent or parent, and gifts to all others --
daughters-in-law, nephews, sisters -- are allowed a lesser exclusion.
In allowing the $3,000 annual exclusion for "future interest” qifts to
persons under 21, the proposal follows present Colorado law.

Valuation of gifts. The requirement that the executive direc-
tor inform the donor of the basis for his determination of the value
of property transferred is a new provision in both federal and
Colorado law. Taxing the value of property given and taxing transfers
which are part sale and part gift is not.

Deductions. The proposal provides that the deduction for gifts
to a charity or a spouse is limited to the extent such qifts are
included in the amount of gifts aqainst which such deductions are
applied. For example, if a gift of $5,000 is made to one's spouse,
the gift after the $3,000 annual exclusion is $2,000 and the marital
deduction would be limited to $2,000 rather than $2,500. The effect
is to prevent a part of the marital deduction from offsetting gifts to
others.

Gift to spouse. Since the Tax Reform Act of 1976, federal law
has allowed a deduction from taxable gifts for the first $100,000 of
property transferred to the donor's spouse. Under present Colorado
law, a transfer of $100,000 to a spouse (assuming no prior aifts other
than a gift of $3,000 earlier in the year) would incur qift tax of
$2,250. Because many estate planning advisors are now recommending,
in appropriate circumstances, qgifts to one's spouse, adoption of this
provision may have a diminishinq effect on revenues.

Gift by husband or wife to a third party. Under the proposal,
a gift made by one spouse may he treated as made one-half by such
spouse and one-half by the other. The provision is new to Colorado
law but has been in effect under federal law since 1937 and allows
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married persons, using the property of one of them, to make annual
gifts of $6,000 rather than $3,000.

Property settlements. The proposal, new to Colorado law, makes
it clear that property transferred in connection with a marriage dis-
solution is not a qift. Colorado has not attempted to tax such trans-
fers in the past.

Unified credit against the qift tax. The proposal, new to
Colorado law, allows lifetime transfers the same credit against the
gift tax as is allowed for transfers at death. It replaces the
present set of exemptions based on the relationship between donor and
donee,

Powers of appointment. The proposal makes the transfer of
property by exercise or release of a general power of appointment
created after October 21, 1942, subject to the qift tax law. It fol-
lows the federal provision in all important respects. Under present
Colorado gqift tax law, release or non-exercise of a general power, or
a special power, is not a taxable transfer but exercise of either a
general power or special power is taxable. If the proposal were to
become law, release as well as exercise of a post-October 1942 general
power will be subject to tax; exercise of a special power will not be
subject to tax. The federal law and the proposed House Bill 1132 pro-
vide an exception for the release (or lapse) of a general power
Timited to the greater of $5,000 or 5 percent of the property from
which the exercise of the power could be satisfied.

Certain annuities under qualified plans. Most retirement plans
allow an employee the right to elect joint and survivor benefits as
opposed to payments for the employee's lifetime only. Since the elec-
‘tion is usually irrevocable, it could be treated as a taxable aift but
for a section of the federal law. Colorado does not now have a simi-
lar provision but, again, has not attempted to tax such an election as
a qift. To the extent the annuity payment represents the employee's
contributions to the retirement plan, an irrevocable joint and sur-
vivor election would constitute a taxable qift under the proposal.

Disclaimers. Colorado law now provides for disclaiming succes-
sion and the references in the Colorado Probate Code incorporate
existing provisions of the Colorado law. Although these provisions
differ from federal law - by allowing, for example, the time period to
run from the date of actual knowledqge of the existence of the interest
- the differences are not considered significant.

Charitable and similar gifts. Colorado now allows a deduction
for gifts to charity and the proposal, although presented in more
detail, does not vary in substance with Colorado's present law.
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Appendix A
Recommendeg Rate Schedule

If the amount with respect
to which the tentative tax
1s computed 1s:

Not over $10,000

over $10,000 but not over
$20,000

over $20,000 but not over
$40,000

over $40,000 but not over
$60,000

over $60,000 but not over
480,000

over $80,000 but not over
$100,006

over $100,000 but noi over
$150,000

over $150,000 but not over
$250,000

over $250,000 but not over
$500,000

over $500,000 but not over
£750,000

over $750,000 but not over
$1,000,000

over 31,000,000 but not over
$1,250,000

over $1,250,000 but not over
$1,500,000

over $1,500,000 but not over
$2,000,000

over $2,000,000

o

QTJPng;

The tentative tax is:

4% of such amouni.,

$400, plus 5 percent of the excess

of such amount

over $10,000.

$900, plus 6 percent of the excess

or such amount

$2,100, plus 7
of such amount

$3,500, plus 8
of such amount

$5,100, plus 9
of such amount

over 520,000,

percent of the excess
over $40,000.

percent of the excess
over $60,000,

percent of the excess
over $80,000.

$6,900, plus 10 percent of the excess

of such amount

over $100,000.

$11,900, plus 11 percent of the excess

of such amount

over $150,000.

$22,900, plus 12 percent of the excess

of such amount

over $250,000.

$52,900, plus 13 percent of the excess

of such amount

over $500,000.

$85,400, plus 14 percent of the excess

of such amount

$120,400, plus
of such amount

$160,400, plus
of such amount

$202,900, plus
of such amount

$292,900, plus
of such amount
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over $750,0N0.

16 percent of the excess
over $1,000,000,

17 percent of the excess
over $1,250,000,

18 percent of the excess
over $1,500,000.

19 percent of the excess
over $2,000,000,
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