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Revenue Options:  The Other Side of the Ledger
Colorado cannot simply cut its way back to prosperity.  Instead, lawmakers must look to revenue options to help close the state’s budget gap.  With Colorado families struggling to make ends meet, an adequate public safety net is more important now than ever.  Because the state is facing further detrimental cuts to public services, COFPI believes that lawmakers should consider the options outlined below:
Suspend the Net Operating Loss Deduction* 
Currently, companies can deduct their losses from previous years from current year income and reduce the taxes they owe. COFPI estimates the State of Colorado could gain $34 million annually by temporarily suspending this deduction.
Decouple from the Domestic Production Activities Deduction

Colorado could follow the lead of other states and disallow the “domestic production activities deduction”—a corporate deduction that the Federal Government passed in 2004. Twenty states have already disallowed this deduction.
Require Withholding for All Non-Resident Partners & Shareholders

Colorado currently does not require withholding on non-resident individuals if the person signs an agreement to pay tax or is included in a composite return.  By requiring that partnerships and S-corporations withhold tax on non-resident partners, the state would make non-residents with Colorado tax liability pay their fair share. COFPI estimates the State of Colorado could gain $4 million in revenues annually by requiring withholding of income tax due by non-residents. 
Enforcement of Sales Tax Collection on Internet Purchases*
The state currently only requires sales tax collection for online purchases from in-state retailers. Colorado could follow the lead of New York and Rhode Island and compel out-of-state retailers to charge sales tax. COFPI estimates the State of Colorado could gain $6 million in new sales tax revenue annually by amending its tax statue as NY and RI have.
Tax Return Line for Use Tax
Colorado use tax applies to all purchases for which sales tax would apply if the transaction fell under state jurisdiction. However, most citizens are not aware of their use tax obligation. Colorado could add a line on its individual tax return where taxpayers could list and pay tax on eligible purchases. Twenty-two other states currently provide for use tax reporting on individual tax returns, 12 having done so since 1999.
Statement of Use Tax Obligation 

The Colorado use tax applies to all purchases for which sales tax would apply if the transaction fell under state jurisdiction. However, most citizens are not aware of their use tax obligation. Colorado could require internet and catalogue retailers to include a reminder of their customer’s use tax obligation on order payment pages. 
Limit the Salary Deduction for Corporations 
Colorado could potentially limit the corporate deduction allowed for salary expense per employee. The Texas Margin Tax disallows any deduction for wages and other compensation that is in excess of $300,000 per employee.  The federal limit is currently $1 million for a firm’s top-paid four executives. COFPI proposes that Colorado limit the salary deduction to $250,000. 
Make the Enterprise Zone Credit More Targeted and Accountable*
Enterprise zones were created to help economically blighted parts of the state by offering tax credits to specific areas. However, they were applied generously and now cover 70% of Colorado.  Colorado could save up to $47 million annually by making these areas more targeted and accountable.
Closing Various Tax Exemptions and Credits

Each of the various tax exemptions and credits that exist must be critically examined to ensure that it is an efficient use of taxpayer money.  Some of these provisions are decades old and have no place in a 21st Century economy.  
Colorado faces a perpetual budget crisis because we do not have a revenue system that sustains the public services Coloradans rely on every day.  State lawmakers must address our tax structure in a comprehensive way and work to fix our broken fiscal system.

For more information, please contact Carol Hedges at 303-573-5669 x309 or chedges@cclponline.org.

� The Governor has included a version of this proposal in his ���FY 2010-2011 budget.






