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MEMORANDUM
February 4, 2003

TO: Members of the Joint Budget Committee, Members of the House and Senate
Education Committees, and the Office of State Planning and Budgeting

FROM: Tom Dunn, Chief Economigt, (303) 866-3521

SUBJECT:  Report on the State Education Fund

SUmmary

This report andyzes the long-term viability of the State Education Fund and how additional
spending and General Fund support of public school finance will impact the State Education
Fund. The basdine modd for the Stateline Education Fund utilizes the L egidative Council Staff
December 2002 forecast of the economy, a7.46 percent increase (current law) in General Fund
gppropriations for the state share of didtricts total program in FY 2002-03, and 5.8 percent
increases theresfter.

The basdine model shows that the State Education Fund would become insolvent in FY 2008-
09 absent other policy intervention by the General Assembly. The economic slowdown in
Colorado, combined with the impact of much wesker capita gains redizations, are primarily
respongble for the projected insolvency. In additionto lessincomediverted to the fund because
of these factors, other contributing factors include decreases in estimates of available cashfund
revenue and locd tax support for education. Meanwhile, the esimatesof inflation, thekey driver
for the amount of total education spending, are virtualy unchanged since the last report.

The projected state ad requirement to fund total programspendingis$2.638 billionin FY 2003-
04, an increase of $157.5 million, or 6.35 percent.

Cashfundsof $50.4 millionare available to contribute to the state aid requirement for FY 2003-
04.




Anincresse of General Fund spending by 5.8 percent inFY 2003-04 would require an additional
$129.2 million. Eachone-tenthof a percentage point increase would require an additiond $2.23
million.

Avoiding insolvency will require substantialy more General Fund appropriations than the 5.8
percent increases assumed in the basdine moddl. This report shows that if Generd Fund
appropriaions are increased by 6.55 percent in FY 2004-05 ($17.7 million more than in the
basdine modd) through FY 2013- 14 (anadditiond $1.4 hillionover the ten-year period), before
reverting back to 5.8 percent thereafter, a $2.9 billionbaance can be atained. Alternatively, a
one-timeincreasein FY 2004-05 of 11.0 percent, or atotal increase of $259.3 million, followed
by annud increases of 5.8 percent, would create a modest $1.0 billion balancein FY 2026-27.

Elimination of additiona spending programs from the State Education Fund would delay
insolvency for the fund by only one year.

The State Education Fund will continue to be highly sengitive to changesinthe economic dimate
and funding decisons by the Genera Assembly.

This report complies with section 22-55-104, C.R.S., which requires the staff of the
Legidative Council, in consultation with other legidative and executive branchoffices, to issue a
report on the State Education Fund.! The report is required to address:

» the reasonableness of the assumptions used to forecast the revenues and
expenditures and the need to revise the assumptions,

* revenue projections for the State Education Fund;

» the projections of the amount of total state moneys, induding sources other than
the Genera Fund and State Education Fund, required to increasethe Satewide
base per pupil funding amount and total categorical programfunding by inflation
plus one percentage point in FY 2003-04;

» thedability of the State Education Fund;

1 This statute was created in Senate Bill 01-204. The relevant section can be found in
Appendix A.
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e edimates of theimpact of various levds of General Fund appropriations above
the five percent required minimumleve onthe amount of moneys available inthe
State Education Fund to provide funding in FY 2003-04; and,

e an edimate of the tradeoffs of usng State Education Fund moneys versus
Generd Fund moneys for FY 2003-04 without adversdy impacting the
solvency of the State Education Fund or the ability of the Genera Assembly to
comply in future years with the minimum funding requirements set forth in the
gate Condtitution.

Initidly, we provide areview of Amendment 23 whichcreated the State Education Fund,
aswedl asareview of recent events regarding the Fund.

Amendment 23 and the State Education Fund

Amendment 23 was passed by the state's voters at the genera eectionon November 7,
2000.2 The condtitutional amendment diverts an amount equal to one-third of one percent of
Colorado taxable income from state income taxes to the State Education Fund (referred to
hereafter asthe SEF). The statewide base per pupil funding amount for public schools and total
state funding for categorica programs must be increased by at least the rate of inflationplus one
percentage point for the first ten years (fiscal years 2001-02 through 2010-11) and by at leest
the rate of inflation thereafter. Generd Fund gppropriations under the school finance act must
increase by at least five percent annudly for FY 2001-02 through FY 2010-11. The latter
provisonis known as maintenance of effort. If Colorado persond income increases by lessthan
4.5 percent between two calendar years, the maintenance of effort provisiondoes not apply for
the following fiscd year. In 2001, personal income increased by only 3.8 percent. Thus the
maintenance of effort provison does not goply for FY 2002-03. (The General Fund
appropriations increased by 7.46 percent for FY 2002-03.) However, provisions requiring
gpecific increases in statewide base per pupil funding and in total state funding for categorical
programs continue to apply evenif personal income growthisless thanthe 4.5 percent threshold.
Money inthe SEF can be used to meet the funding requirements of Amendment 23. The Generd
Ass=mbly may a so appropriate moniesfromthe SEF for avariety of education-rel ated purposes.

Recent Eventsfor the State Education Fund

This section chroniclesthe recent events for the SEF, including changesto the funding of
additiona programs from the fund and estimates of revenue diverted to the fund.

This year's report estimates that spending on additional programs from the SEF will be
$9.5 million lessinFY 2003-04 than estimated a year ago. Severd changes to law were made

2 The constitutional provisions of Amendment 23 can be found in Appendix B.
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during the 2002 legidative sesson. The most Sgnificant was a change in the funding of teacher
incentives. The additional spending will be $9.0 million less than previoudy anticipated. This
program is scheduled to end after FY 2004-05. Spending on charter school and schooal district
construction will be gpproximately $1.0 million less than anticipated a year ago. The school
finance act, House Bill 02-1349, edtablished severd new programs funded from the SEF.
Funding of $500,000 was provided for fadility school summer programs. The bill provided
$60,000 to assist persons seeking anationa credentia by paying a portion of the fees charged
for the credentid. It established an academic growth pilot program to use students assessment
scores over time to measure their academic growthand provided $229,000 in funding. The bill
alowed charter schoolsto provide on-line programs and provided funding of $733,725 for up
to 135 students per year who would not otherwise qudify for funding under the School Finance
Act to enroll in on-line programs. It appropriated $1.0 millionfor acharter school debt reserve
fund in FY 2002-03. Of the new programs, al but the charter school debt reserve fund are
assumed to have ongoing appropriations from the SEF.

The economic downturnin Colorado aswdl astheimpacts of the stock market downturn
were far worse than anticipated ayear ago. Thus, the amount of income tax revenue that was
diverted to the SEF in2001 was overstated by an estimated $59.2 million. Thiswill becorrected
with reduced diversons beginning in January 2003 and lasting through June 2003.

Review and Revision of the Assumptions for the Forecast of Revenues and
Expenditures

Representatives from the Office of the State Auditor, Legidative Council staff, Joint
Budget Committee g&ff, the Department of the Treasury, the Office of State Planning and
Budgeting, and the Department of Education assisted inthe review and preparation of thisreport.
The badic framework of the model devel oped and used over the past two yearswas retained for
andyssinthisreport. However, the economic assumptions are revised sgnificantly in thisreport
because of the economic downturn. The downturnwas more severe thananticipated ayear ago.
Also, the recovery will be more modest than previoudy estimated.

Economic assumptions. The economic assumptions drive the estimates of revenues
and expenditures of the SEF. They are afunction of the economic outlook and will change on
anannua basis. Therevenuesto the SEF will beless than anticipated because of the dowdown.
Inflation estimates are dightly lower for the first two years but higher in the later years of the
short-termforecast. Loca government revenue will belessthan anticipated ayear ago. Growth
in property vaues for both residentid and nonresidentia property is less than estimated a year
ago. In addition, the residentid assessment rate will decline more than estimated a year ago,
reducing assessed values even further. The actua funded pupil count and the at-risk count for
FY 2002-03 were higher than anticipated. However, projections of the school population for
FY 2003-04 and later are lower. The changes to the variables inthe model yield the result that
Subgtantialy more moniesmust be drawn fromthe State Education Fund to fund therequirements
of Amendment 23.



Methodological assumptions. Only one methodological change was made to the
model. The previous versons of the modd incorporated a conservative assumption for growth
of revenue to the fund. The sum of the percentage change in population, inflation, and
productivity had been multiplied by 85 percent and used as the estimated growth of income tax
revenue. A modeling of the relationship between percentage changes in revenue relative to
population, inflation, and productivity found that the rdaionship is just below 1. Thus, we
changed our assumption for growth of revenue to 95 percent of the percentage changes in
population, inflation, and productivity. Thisfigureistill below theobserved higtoricd relaionship
and keeps an dement of conservative assumptionsin the model.

Revenue Projectionsfor the State Education Fund

One-third of one percent of Colorado taxable income on the state’' sincome tax returns
is deposited in the State Education Fund. The treasurer investsthe baance of the SEF in short-
term and long-term indruments. The projections of the revenue to the fund are based on the
Legidative Council Staff estimates of Colorado taxable income for the fird Sx years of the
forecast period. For FY 2002-03, the revenue etimate also includesthe $59.2 million reversion
to the General Fund for the statutory “truing up*” of the amount of money that should have been
diverted to the SEF in 2001. After FY 2007-08, the sum of the projected Denver-Boulder-
Gredeyinflationrate, the percentage change in Colorado’ s population, and the annud percentage
change in productivity is used to estimate Colorado taxableincome. As mentioned previoudy,
these factors have been multiplied by 95 percent.

The estimated interest rates for aone-year Treasury bill and aten-year Treasury noteare
used to estimate interest earnings for the SEF. The estimated interest rates were based on a
forecast by Economy.com, a nationa economic forecasting firm.

Table 1 showsthe estimated income tax revenues and interest earnings for the SEF. The
income tax revenues diverted to the SEF will increase at a compound average annud growthrate
of 6.24 percent between FY 2003-04 and FY 2026-27. Interest earnings to the SEF will be
negligible or zero after FY 2009-10 because of a projected negative fund ba ance.

3 See Section 22-55-103 (2) (b) (I11), C.R.S.
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Tablel
Revenue Projectionsfor the State Education Fund
millions of dollars

Interest Inter est

Fiscal Year Income Earnings | Fiscal Year Income Earnings
Tax Tax

FY 2002-03 $210.8 $15.4 FY 2015-16 $625.2 $0.0
FY 2003-04 $290.9 $16.9 FY 2016-17 $663.1 $0.0
FY 2004-05 $315.0 $23.2 FY 2017-18 $702.9 $0.0
FY 2005-06 $339.9 $25.6 FY 2018-19 $744.5 $0.0
FY 2006-07 $361.7 $25.0 FY 2019-20 $788.3 $0.0
FY 2007-08 $385.2 $21.1 FY 2020-21 $834.4 $0.0
FY 2008-09 $409.3 $15.6 FY 2021-22 $882.7 $0.0
FY 2009-10 $434.8 $8.5 FY 2022-23 $933.9 $0.0
FY 2010-11 $462.4 $1.8 FY 2023-24 $988.0 $0.0
FY 2011-12 $492.1 $0.0 FY 2024-25 $1,045.4 $0.0
FY 2012-13 $523.2 $0.0 FY 2025-26 $1,106.2 $0.0
FY 2013-14 $555.5 $0.0 FY 2026-27 $1,170.6 $0.0
FY 2014-15 $589.4 $0.0 Tota $15,855.4 $168.4

Projections of the Amount of State Funds Needed to M eet the Funding Requirements
for State Education for FY 2003-04

Amendment 23 requiresthat the statewide base per pupil funding for preschool through
twefthgrade educationincrease annudly by the rate of inflationplus one percentage point for the
firg ten years (FY 2001-02 through FY 2010-11) and by therate of inflation after ten years.
The statewide base per pupil funding amount isthen modified by various factors to determine the
amount of operating funds available to each school digtrict. This funding is often referred to as
total program funding. The same annua increases are required for Sate funding for categorica
programs.

The projected statewide per pupil funding amount in FY 2003-04 is $5,977, or a$180
increase. The increase is based on estimated inflation of 2.1 percent in 2002. The projected
funded pupil count for FY 2003-04 is 726,330.6, an increase of 1.23 percent. Thus, the total
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program funding requirement is $4.34 billion, an increase of 4.37 percent. The estimated State
contribution to business incentive agreements is $3.0 million. Excluding the loca share
contribution to total program funding, the projected state aid requirement to total program
funding is $2.638 hillion in FY 2003-04, an increase of $157.5 million.

State funding for categorical programs in FY 2002-03 was $157.8 million. The new
funding requirement in FY 2003-04 for categorical programsis$162.7 million, or an increese
of $4.9 million.

What other Revenues are Availablein FY 2003-04?

Cashfundssuchasminerd lease fundsand school land board proceeds are dso avalable
to meet the school funding requirements. The estimated available amount for FY 2003-04 is
$50.4 million. Table 2 shows the projected components of the state aid requirement to total
program funding. Thus, $2,587.7 million of gtate aid must come fromthe General Fund and the
State Education Fund to meet the tota program funding requirement.

Table2
State Aid for Total Program Funding, FY 2003-04
millions of dollars

Plus. Equals. General Fund
Business Less: Less: and SEF for Total
Total Incentive Local Share Cash Program Funding
Program Agreements Revenue Funds
$4,341.4 $3.0 $1,706.3 $50.4 $2,587.7

The Stability of the State Education Fund

The model projects income to the State Education Fund, interest earnings, the total
programneedsfor educeation, other available revenuesto satisfy educationa fundingrequirements
induding local funding sources, and the necessary withdrawals fromthe SEF to satisfy the funding
requirements.  Specific additional programs for education that were approved by the Generd
Assembly during the past two years have aso been incorporated into the modd!.

Current baseline estimates. Figure 1 shows the projected year-end balance of the
SEF using the baseline economic and demographic assumptions and a 5.8 percent increasein
annual General Fund spending for public school finance beginningin FY 2003-04 and the current
law appropriation increase of 7.46 percent for FY 2002-03. The 5.8 percent increaseisbased
ontheincreaseinitidly provided for FY 2001-02 and the assumed increasefor most yearsinlast
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year’ sbasdine moddl. For comparison purposes, the basdline estimate from last year’ s report
isaso included.

The current basdine modd projects that the SEF baance will drop below zero in FY
2008-09 and reach a ddficit of $5.6 hillion by FY 2026-27. In comparison, the previous

Figure 1. State Education Fund Balance
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basdine mode projected that the SEF balance would remain positive, reaching $2.4 billionafter
25 years. The more pessmidtic outlook for revenue to the SEF is primarily responsible for the
difference.

Proposal to refinance General Fund appropriations with the State Education
Fund. The Governor proposed that increasesin General Fund gppropriations for education be
limited to 5.0 percent for FY 2002-03 and 3.82 percent for FY 2003-04. The Joint Budget
Committee (JBC) recommended the 5.0 percent appropriation for FY 2002-03 as part of the
supplemental package during the week of January 27. A negative supplementd and a statutory
change arerequired for FY 2002-03 when gppropriations were increased by 7.46 percent. The
JBC will consider the FY 2003-04 increase during figure setting.  Figure 1 aso indicates the
proposd to refinance using the SEF.

If both feetures of this proposd are eventudly adopted, they would drive the SEF
balanceinFY 2026-27 to addficit of $10.6 hillion. Thefund would beinsolventin FY 2005-06,
or threeyears earlier thaninthe basdine scenario. If a5.8 percent increaseis assumed for
FY 2003-04 rather than the 3.82 percent increase recommended by the Governor, the SEF
would be insolvent in FY 2006-07.

I mplementation of the Joint Budget Committee recommendations on optional
spending programs. The SEF cannot become insolvent. Thus, elther optiona spending must
be reduced or the Generd Fund maintenance of effort must be increased above the 5.8 percent



leve in the basdline scenario. The JBC has voted to introduce legidationto reduce spending or
enhance revenue in the SEF. These recommendations include:

» diminationof bonusesfor the second year of the two-year School Improvement
Grant Program, saving $150,000 for the SEF in FY 2002-03;

» dimination of the gate funding of new textbooks in FY 2002-03, saving $15.0
million for the SEF;

» diminationof the find three years of the Teacher Pay Incentive Program, saving
$4.2 million annudly from FY 2002-03 through FY 2004-05;

» useof anadditiond $4.4 millionof spillover lotterymoneyto satisfy the Giardino
lawsuit, saving $4.4 million in SEF money for FY 2002-03;

* permanent diminaion of the Facility Summer School Grant Program, saving
$0.5 million annudly for the SEF;

e permanent diminatiionof the Summer School Grant Program, savingnearly $1.0
million annudly;

» thetransfer of $768,458 from various cashfundsto the SEF for FY 2002-03;
and,

e areguirement for charter schools to revert ungpent capital constructionfundsas
of June 30, 2003, to the SEF. We incorporated areversion of $1 millionfrom
the origina appropriation of $7.8 million for illustrative purposes.

In addition, the Committee has discussed introducing legidationto modify the funding of
charter school and school didtrict capital construction to improve the long-term solvency of the
SEF. For illugtrative purposes, we assumed a one-third reduction in spending beginning in FY
2003-04, saving $5.4 million in the firgt year and $206.7 millionover the 24-year period. These
moveswould reduce optiond spending from the SEF by an estimated $277 million. They would
reduce the deficit in the SEF by an estimated $310.9 millionin FY 2026-27. The firs deficit
would occur one year later — FY 2009-10 — than the basdline scenario.

Mogt of these items are contained in Senate Bill 02-183. Combined with therefinancing
proposals for FY 2002-03 and FY 2003-04, the State Education Fund would ill be insolvent
in FY 2005-06.

Many interested parties have asked what the impact of the optiond spending programs
has been on the State Education Fund balance. For FY 2001-02 and FY 2002-03, atotal of
$89.8 million was appropriated for optiona programs. We estimate that atotal of $732 million
will be spent on these programs from FY 2003-04 through FY 2026-27. If optiona spending
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is canceled for the reminder of the forecast period, the SEF would sill become insolvent in FY
2009-10, only one year later than the baseline estimate.

Alternative revenue projections. The Governor's Office of State Planning and
Budgeting a so forecasts the amount of income tax revenue that is diverted to the SEF. Whilethe
sum of their estimates of the diverson for thefirst Sx years are less than the Legidative Council
Staff projections, the OSPB projection for the sixth year is higher. Application of the same
growth factors to the sixth year yidds higher overal revenue estimates for the SEF. Thus, the
SEF balance in FY 2026-27 is dightly higher thaninthe basdine projection— addficit of $5.55
billion compared with a deficit in the basdine mode of $5.61 hillion.

Increasing the General Fund Maintenance of Effort to Preserve the Stability of the
State Education Fund

Assuming that the economic assumptions of the modd are reasonable, one method to
prevent shortfalsinthe SEF isto increase Generd Fund appropriations. This would reduce the
withdrawas from the SEF that are necessary to meet the total funding requirements of
Amendment 23. Two scenarios are presented: firg, for the basdline case and, second, for the
adoption of the Governor's and JBC's recommendations to refinance Genera Fund
gppropriations with the SEF.

Baseline scenario. Figure 2 shows two possible ways to preserve the stability of the
SEF. Given the difficult decisions that must be made for the budget in FY 2003-04, Generd
Fund appropriations were not assumed to increase above the baseline scenario until FY 2004-
05. Genera Fund appropriationsthen increase by 6.55 percent through FY 2013-14 and by 5.8
percent thereafter. The SEF balance reaches nearly $2.9 hillion after 25 years. However, the
growth path of the balance is dill precarious over the first part of the forecast period, not differing
subgtantidly fromthe estimated balance at the end of FY 2002-03. Alternatively, theseincreases
could be combined withthe JBC's recommendations to reduce spending on additiond programs.
This scenario providesadditiond “comfort” in theinitid years and would boost the SEF balance
to $3.5 hillion in FY 2026-27.
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Refinancing scenario. If the proposa sto refinance General Fund appropriations with
the SEF are approved, appropriations would have to increase by larger amounts than described
in the previous paragraph. 1f Genera Fund appropriations increased by 10.0 percent in 2004-
05, 9.0 percent in FY 2005-06 and FY 2006-07, and 7.0 percent in FY 2007-08, increases
could resume at 5.8 percent thereafter and yidd a bal ance of nearly $3.5 billionby FY 2026-27.
The 10.0 percent increase in FY 2004-05 would total $226.0 million, or asmuchas 70 percent
of the dlowable Genera Fund gppropriationsincrease. Another way to consider the magnitude
of the 10.0 percent increaseisthat it would be gpproximatey $95 millionmorethana 5.8 percent
increase. Other combinations of sgnificant increases in the initid years would dso restore
solvency to the SEF.

Impact of a One-Time General Fund Appropriation Increase

This section andyzesthe impact onthe SEF bal ance witha one-time larger appropriation
amount for FY 2004-05. Again, two scenarios are presented: firgt, for the basdine case and,
second, for the refinancing scenario.

Baseline scenario. Figure 3 indicates that evenone-time spending increases of up to
10 percent in FY 2004-05, followed by annud increases of 5.8 percent, would not be sufficient
to prevent deficits in the SEF. An 11 percent increase in FY 2004-05, or nearly double the
basdine increase of 5.8 percent, would yidd a surplus of $982 million by FY 2026-27.
However, an 11 percent increase, or $259.3 million, would take up as much as 80 percent of
the alowable General Fund appropriationsincreasein FY 2004-05.

Figure 2. SEF Balance with GF Increases; Reduction in Additional
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Refinancing scenario. To achieve solvency with refinanced appropriations in FY
2002-03 and FY 2003-04, the one-time increase in gppropriations in FY 2004-05 would have
to be sgnificantly larger. A 16 percent increase in Generd Fund appropriations would yield a
baance of $853 millionin FY 2026-27.

Moneys Required from the State Education Fund

Table 3 shows the amount of money that will be required fromthe State Education Fund
with the basgline assumptions. There are two components. First, total education spending,
comprised of total program spending, business incentive agreements, and categorical programs,
is compared to the traditiona sources of funding from the Generd Fund, cash funds, and loca
tax support. The differenceisidentified asthe shortfdl that will come from the SEF. Second,
spending on new programs passed over the last two yearsis assumed to come from the SEF.
The projected balance in the State Education Fund is so shown.

Figure 3. State Education Fund Balance with One-Time Increase
in FY 2004-05
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Table4

Spending from the State Education Fund
millions of dollars

Shortfall for Public |Additional Spending| Total Spending | State Education
Fiscal Year School Finance and for Optional from State Fund Balance at

Categorical Programs Programs Education Fund Year End
2001-02 $108.8 $45.7 $154.5 $298.0
2002-03 $217.9 $44.1 $262.0 $262.2
2003-04 $251.1 $23.5 $274.6 $295.5
2004-05 $299.2 $24.2 $323.4 $310.3
2005-06 $354.0 $20.7 $374.7 $301.1
2006-07 $436.3 $22.1 $458.4 $229.4
2007-08 $485.1 $22.9 $508.0 $127.6
2008-09 $536.6 $23.7 $560.4 ($8.0)
2009-10 $622.4 $24.6 $647.0 ($211.7)
2010-11 $686.1 $25.6 $711.7 ($459.3)
2011-12 $738.9 $26.6 $765.5 ($732.7)
2012-13 $757.7 $27.5 $785.1 ($994.7)
2013-14 $826.4 $28.3 $854.7 ($1,293.9)
2014-15 $852.5 $29.2 $881.7 (%1,586.2)
2015-16 $930.8 $30.1 $960.9 ($1,922.0)
2016-17 $961.6 $31.1 $992.7 ($2,251.5)
2017-18 $1,039.0 $32.1 $1,071.1 ($2,619.7)
2018-19 $1,056.4 $33.1 $1,089.6 ($2,964.8)
2019-20 $1,113.3 $34.2 $1,147.5 ($3,323.9)
2020-21 $1,115.0 $35.3 $1,150.3 ($3,639.8)
2021-22 $1,186.9 $36.4 $1,223.4 ($3,980.5)
2022-23 $1,208.3 $37.6 $1,245.9 ($4,292.5)
2023-24 $1,294.4 $38.8 $1,333.3 ($4,637.8)
2024-25 $1,3184 $40.1 $1,358.5 ($4,950.9)
2025-26 $1,410.9 $41.4 $1,452.3 ($5,297.0)
2026-27 $1,435.6 $42.7 $1,478.3 ($5,604.7)
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Appendix A

22-55-104. Proceduresrelating to state education fund revenue estimates -
legidative declaration. (1) The generd assembly finds and declares that:

(@) Section17 (4) (a) of aticlelX of the state congtitution requiresthat aportion of state
income tax revenues be deposited in the newly created state education fund.

(b) Section 17 (4) (b) of aticle IX of the state congtitution authorizes the generd
assembly to annudly appropriate moneys from the state education fund to comply with the
required increase in funding for preschool through twelfth grade public education and for
categorica programs.

(©) Inorder to ensure the avallability of moneys in the state education fund to comply
with the increase in funding for preschool through twelfth grade public education and for
categorica programs, the generd assembly must preserve the fund, foster itsgrowth, and protect
its solvency.

(d) To preserve the fund, foster its growth, and protect its solvency, the general
assembly mugt restrict appropriations from the fund and make an annua determination of the
maximum amount that may be appropriated from the fund based on analyses prepared on a
regular basis.

(2) (8 By March 1, 2002, and by March 1 of each year thereafter, the generd
assembly, acting by joint resolution sponsored by the chair and vice-chair of the joint budget
committee, shdl certify the amount of moneys in the state education fund that should be
considered avallable for appropriationfor the next state fiscal year. The joint resolutionshdl be
prepared by the joint budget committee, in cooperation with the education committees of the
senate and house of representatives, and introduced after taking into considerationthe review of
the mode conducted by the gaff of the legidaive council pursuant to subsection (3) of this
section. Thejoint resolution shdl include, but need not be limited to, the following information:

(1) The amount of total state moneys required to meet the funding requirements of
sections 22-55-106 and 22-55-107 for the next state fiscal year;

(1) Theamount of state moneysavailable from funds other than the genera fund and the
state education fund to meet the funding requirements of sections 22-55-106 and 22-55-107 for
the next sate fiscd year;

(111) Revenue projections for the state education fund for the next Sate fisca year;

(1V) Themaximum amount of moneysthat can be appropriated from the state education
fund and the minimum amount of moneys that can be appropriated fromthe genera fund pursuant
to section 22-55-105 to meet the funding requirementsof sections 22-55-106 and 22-55-107
for the next state fiscal year without adversely impacting the solvency of the state educationfund
or the ability of the generd assembly to comply with said funding requirementsin future years,
and

(V) Theimpect of variouslevelsof generd fund gppropriations above theminimum leve
identified pursuant to subparagraph (1V) of this paragraph () on the amount of moneys available
in the state education fund to provide funding in the next sate fiscd year for programs that may
be authorized by law and that are congstent with section 17 (4) (b) of aticle IX of the state
congtitution.
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(b) The generd assembly should not gppropriate an amount of moneys from the state
education fund for the next state fiscd year that exceeds the amount of moneys certified in the
joint resolution.

(3) By February 1, 2002, and by each February 1 theregfter, the saff of the legidative
council, in consultation withthe state auditor, the office of state planning and budgeting, the State
treasurer, the department of education, and the joint budget committee, shall cause to be
conducted areview of the mode usedtoforecast revenuesinand expendituresfromthe fund and
the spending requirements of the "Public School Finance Act of 1994", aticle 54 of this title.
Copies of the review shdl promptly be transmitted to the joint budget committee, and the office
of state planning and budgeting, and the education committees of the senate and the house of
representatives. The review shall include, but need not be limited to, the following:

(& A determination of the reasonableness of the assumptions used to forecast the
revenues and expenditures,

(b) A revison of the assumptions as necessary;

(©) Information on the financid stability of the fund;

(d) Projections of the amount of tota state moneys required to meet the funding
requirements of sections 22-55-106 and 22-55-107 for the next state fiscal year;

(e) Projectionsof theamount of state moneysavailablefrom funds other than the genera
fund and the state education fund to meet the funding requirements of sections 22-55-106 and
22-55-107 for the next Sate fiscal year;

(f) Revenue projections for the state education fund;

(90 Anedimate of the maximum amount of moneys that can be gppropriated from the
state education fund and the minimum amount of moneys that can be appropriated from the
genera fund to meet the funding requirements of sections 22-55-106 and 22-55-107 for the next
state fiscal year without adversaly impacting the solvency of the state educationfund or the gbility
of the generd assembly to comply with said funding requirements in future years, and

(h) Egimates of the impact of various levels of genera fund appropriations above the
minimum leve identified pursuant to paragraph (d) of this subsection (3) on the amount of
moneys available in the state education fund to provide funding in the next State fiscd year for
programs that may be authorized by law and that are consistent with section 17 (4) (b) of
aticle IX of the state congtitution.
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Appendix B

Article X, Section 17. Education - Funding.(1) Purpose. In datefiscd year
2001-2002 through state fiscal year 2010- 2011, the statewide base per pupil funding, as
defined by the Public School Finance Act of 1994, article 54 of title 22, Colorado Revised
Statutes on the effective date of this section, for public education from preschool through the
twelfth grade and totd state funding for dl categorica programs shdl grow annudly at leest
by the rate of inflation plus an additiona one percentage point. In State fisca year 2011-

2012, and each fiscd year theredfter, the Statewide base per pupil funding for public
education from preschool through the twelfth grade and total state funding for al categorical
programs shdl grow annudly at arate set by the genera assembly that is at least equd to the
rate of inflation.

(2) Definitions. For purposes of this section: (a8) "Categoricd programs' include
trangportation programs, English language proficiency programs, expelled and at-risk student
programs, specia education programs (induding gifted and talented programs), suspended
sudent programs, vocationa education programs, smdl attendance centers, comprehensive
hedlth education programs, and other current and future accountable programs specificaly
identified in Statute as a categorica program.

(b) "Inflation" has the same meaning as defined in article X, section 20, subsection(2),
paragraph (f) of the Colorado congtitution.

(3) Implementation. Insatefisca year 2001-2002 and each fiscal year theregfter, the
genera assembly may annudly appropriate, and school didtricts may annualy expend, monies
from the state educationfund created in subsection (4) of this section. Such gppropriations and
expendituresshdl not be subject to the statutory limitationongeneral fund gppropriations growth,
the limitationon fiscd year gpoending set forthinarticle X, section 20 of the Col orado condtitution,
or any other spending limitation exiging in law.

(4) State Education Fund Created. (@) There is hereby created in the department
of the treasury the state education fund. Beginning on the effective date of this measure, dl state
revenues collected fromatax of one third of one percent on federa taxable income, as modified
by law, of every individud, estate, trust and corporation, as defined in law, shdl be deposited in
the state education fund. Revenuesgenerated fromatax of onethird of one percent on federa
taxable income, as modified by law, of every individud, estate, trust and corporation, as defined
inlaw, shdl not be subject to the limitation on fiscd year spending set forth in article X, section
20 of the Colorado condtitution. All interest earned on monies in the sate education fund shall
be deposited in the state education fund and shall be used before any principa is depleted.
Monies remaining in the state educationfund at the end of any fiscd year shdl remain in the fund
and not revert to the generd fund.

(b) Insatefisca year 2001-2002, and each fiscal year theregfter, the generd assembly
may annudly appropriate monies from the state education fund. Moniesin the state education
fund may only be used to comply with subsection (1) of this section and for accountable
education reform, for accountable programs to meet state academic standards, for class sze
reduction, for expanding technology education, for improving student safety, for expanding the
avalahility of preschool and kindergarten programs, for performance incentivesfor teachers, for
accountability reporting, or for public school building capital congtruction.
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(5) Maintenance of Effort. Monies gppropriated from the state education fund shal
not be used to supplant the level of genera fund gppropriations existing on the effective date of
this section for total program education funding under the Public School Finance Act of 1994,
atide 54 of title 22, Colorado Revised Statutes, and for categorical programs as defined in
subsection (2) of this section. In State fisca year 2001- 2002 through state fisca year 2010-
2011, the generad assembly shdl, at aminimum, annualy increase the general fund gppropriation
for total program under the "Public School Finance Act of 1994," or any successor act, by an
amount not below five percent of the prior year genera fund appropriation for total program
under the "Public School Finance Act of 1994," or any successor act. This genera fund growth
requirement shdl not apply inany fisca year inwhich Colorado persona income growslessthan
four and one haf percent between the two previous caendar years.

Enacted by the People November 7, 2000 -- Effective upon proclamation of the
Governor, December 28, 2000.
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