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Colorado property taxes provide the primary funding for local government
services, including fire and police protection, hospitals, transportation, and
a significant portion of K-12 schools.

Since 1982, three constitutional amendments — the Gallagher
Amendment, the Taxpayer's Bill of Rights, or TABOR, and Amendment 23
— have worked in tandem, and often against one another, to prevent the
Colorado General Assembly from directing badly needed resources to
areas that need it most.

Amendment B, currently on the ballot for Colorado voters, would repeal
only Gallagher but be an important first step to provide the general
assembly with the flexibility needed to responsibly allocate resources.

The Gallagher Amendment, adopted in 1982, mandates that state
legislators must adjust the assessment rate of residential real property to
ensure that the taxable values of residential real property and
nonresidential real property comprise constant portions of all taxable real
property in Colorado. It also fixes the nonresidential property tax rate at
29%.

Since 1985, Gallagher has required that taxable residential property values
make up about 45% of total taxable property in Colorado and
nonresidential property values make up the remaining 55%.

These percentages accurately reflected the residential and nonresidential
portions of all taxable real property that existed in 1985, but because
residential property values have increased faster than nonresidential
property values, actual property values have not tracked the 45-55 ratio
required by Gallagher. Today, they are closer to 80-20.

As a result, legislators are typically forced to decrease the assessment rate
for residential property to maintain the 45-55 ratio, resulting in overall less
property tax revenue for certain, mostly rural counties.

Amendment B would remove the provisions requiring the Legislature to
maintain the 45-55 ratio. It would also remove the 29% nonresidential
property tax assessment rate requirement, leaving the assessment rates
as they are currently defined by statute.

Gallagher was introduced when residential property tax assessment rates
were skyrocketing. The goal was to lower residential property tax
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assessment rates, which it has certainly accomplished.

In fact, the residential property tax rate has declined in almost every
adjustment cycle since Gallagher was introduced, from 21% in 1985 to
7.15% today. That trend is expected to continue, as residential property
values continue to increase faster than nonresidential property values.

Without question, repealing Gallagher would eventually result in higher
residential property taxes by preventing future decreases in the residential
property tax assessment rate. For example, if assessment rates and mill
levies stay the same and residential property values continue to increase,
then the taxes homeowners pay will increase.

But the benefits of repeal outweigh the drawback of potential increase in
residential property taxes for several reasons.

First, Gallagher requires that taxable values of residential real property and
nonresidential real property comprise constant portions of all taxable real
property, and the long-term effect has been to decrease property tax
assessment rates on residential property.

This has generally reduced the amount of tax collected, especially in rural
counties, which results in less money going to local governments. These
governments are required to provide 39% of public school funding, and
when local governments cannot meet this threshold, it puts pressure on
the state to fill in the gaps.

Second, TABOR, approved in 1992, generally requires voter approval for
tax increases in Colorado and limits the amount of revenue that Colorado
can retain and spend. For schools, this means that the residential property
tax assessment rate cannot be increased without voter approval, which is
important because revenue collected from residential property taxes goes
straight to local government services like schools.

So, in an adjustment period in which the residential assessment rate would
ostensibly be increased — say, for example, because residential values
have skyrocketed far faster than nonresidential values — TABOR prevents
the increase without voter approval. Combined with Gallagher's forced 45-
55 ratio, this usually means that overall revenues collected from property
tax decline, especially in rural counties where property values may not be
increasing.

Finally, Amendment 23, adopted in 2000, demands that per-pupil funding
must annually increase by at least inflation. With Gallagher and TABOR in
play, however, it's often not possible for local governments and the state to
meet this requirement and also meet other budgetary obligations.

Especially in years in which state revenues decline, as in recession or
perhaps pandemic years, the combined effect of these three amendments
is particularly acute for public-school funding.

Repealing Gallagher will also benefit small-business owners. As residential



/¢ Holland & Hart

property values have increased far faster than nonresidential property
values during Gallagher's lifespan, residential property owners have paid
less and less tax compared to nonresidential property owners.

Small-business owners currently pay tax at a rate four times higher than
residential property owners. Especially during economically strained times,
this has the potential to shutter many small businesses.

Gallagher is no longer necessary to achieve its primary purpose of keeping
residential property taxes low. Colorado has one of the lowest residential
property tax assessment rates in the nation, and thanks to TABOR, that
assessment rate is not going up anytime soon.

Public services such as schools, as well as small business owners, feel the
effects of Gallagher most sharply. It's time to take the first step toward
providing the General Assembly with the flexibility and discretion it needs
to responsibly allocate tax revenues to areas that need it most.
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