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Summary of
Fiscal Impact:

: State Revenue
: State Expenditure
9 State Transfer

9 TABOR Refund
: Local Government
9 Statutory Public Entity

This bill reclassifies residential property that is used for short-term rentals as
nonresidential property starting in 2020. Reclassifying the property increases the
assessment rate from the residential assessment rate, currently 7.20 percent, to the
nonresidential assessment rate of 29 percent. This will increase property tax
revenue paid to local governments on an ongoing basis. The bill will increase
property tax revenue, may reduce state aid expenditures for school finance, and
reduce income tax collections.

Appropriation
Summary:

None required.

Fiscal Note
Status:

The fiscal note reflects the bill draft requested by the Alternatives to the Gallagher
Amendment Interim Study Committee.

Table 1
State Fiscal Impacts Under Bill 2

FY 2019-20 FY 2020-21

Revenue General Fund - Up to ($2,433,896)

Expenditures General Fund - ($36,457,940)

Transfers - -

TABOR Refund General Fund - -
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Summary of Legislation

Beginning in 2020, this bill reclassifies short-term rental property from residential to nonresidential
property, increasing the assessment rate for this type of property from the residential assessment
rate, currently 7.20 percent, to the nonresidential assessment rate of 29.0 percent.

Short-term rental property is defined in the bill as property available for lease for a period of less
than 30 days. The value of the property is apportioned based on the time or square footage that
it is available for lease.

• For properties where the entire unit is rented, the value is apportioned based on the number
of days that the unit is available for short-term rent. For example, a unit that is available for rent
half the year would be classified as 50 percent residential and 50 percent nonresidential.

• For properties where a portion of the unit is rented and the rest of the unit is occupied by the
owner or long-term tenant, the value is apportioned based on the number of days and the
square footage that is available for lease. For example, an owner-occupied four bedroom
home that has one bedroom available for lease for the entire year would be classified as
75 percent residential and 25 percent nonresidential.

The Division of Property Taxation, within the Department of Local Affairs, will issue guidance to
county assessors on assessing short-term rental property correctly. County assessors will
determine the portion of the property that is classified as nonresidential property and the portion
that is classified as residential property starting in 2020.

Background

Property taxation is based on the assessed value of land, improvements, and certain personal
property. Under Colorado law, nonresidential property is assessed at 29.0 percent of its actual
value. The residential assessment rate is adjusted every two years based on a formula in the state
constitution that maintains the share of the residential tax base between reassessment cycles.
Based on the December 2017 Legislative Council Staff forecast, the residential assessment rate
for 2019 and 2020 is expected to be 6.11 percent. The actual residential assessment rate will be
set by the General Assembly in 2019. Reclassification of short-term rental property under the bill
increases the property tax liability by 374.6 percent for the portion of the affected property in 2020
assuming a residential assessment rate of 6.11 percent and constant mills.

Assumptions

The reclassification of property in the bill will increase the statewide tax base by an estimated
$1.7 billion, or 1.4 percent in 2020.

The estimate is based on the December 2017 Legislative Council Staff assessed values forecast
with a 2020 residential assessment rate of 6.11 percent. The estimate also relies on the following
assumptions:

• 40 percent of unoccupied housing units in most regions of the state (estimated by the State
Demographer for each county) are available for short-term rental; and

• an average of 25 percent of the value of short-term rentals will be reclassified from residential
to nonresidential property.
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Estimating that 40 percent of unoccupied housing units are available for short term rental is
consistent with the number of short-term rental units in several Colorado communities reported by
a national short-term rental market research firm. It was assumed that there are limited short term
rentals in the eastern part of the state, and the reclassification will have a limited impact in those
counties. No published estimates were found for the number of days in a year a property is
available for a short-term rental or the square footage that is rented out, so it is assumed that
25 percent of the value of short-term rentals will be reclassified.

The estimated change in 2020 assessed values for each county are shown in Figure 1.

Figure 1
Change in 2020 Assessed Value by County

Based on the estimated change in 2020 assessed values and 2017 mills, local property taxes will
increase by $105.1 million in FY 2020-21. Table 2 shows the change in property tax revenue.
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Table 2
Change in Property Tax Revenue Assuming 2017 Mills

FY 2020-21

Local School Total Program Mill Levy $36,457,940

Other Local Government Revenue $68,677,970

Total Change in Property Tax Revenue $105,135,910

State Revenue

The bill decreases state General Fund revenue from income tax, starting in FY 2020-21. This
decrease is estimated at up to $2.4 million in FY 2020-21 and up to $4.9 million in future years.

Many owners of short-term rental units currently realize income tax savings by deducting property
taxes paid from federal taxable income. The increase in property taxes from this bill increases the
deduction owners will be allowed to take, decreasing their Colorado income tax liability. The
revenue impact is calculated by applying the state's 4.63 percent income tax rate to the increased
property tax liability. The FY 2020-21 revenue impact is based on a half-year property tax impact
to account for accrual accounting of the income tax.

Federal tax legislation passed at the end of 2017 increased the standard deduction and reduced
the deduction allowed for state and local taxes. Data is not yet available to determine how federal
tax law changes impacted Colorado filing activity so the maximum General Fund revenue impact
is estimated.

State Expenditures

Starting in FY 2020-21, the bill potentially increases state expenditures for school finance, as
described below. In addition, the bill results in a workload increase for DOLA in FY 2019-20.

School finance impact. Based on average school operating mill levies in affected counties, the
increase in property taxes available for the local share of school finance may reduce required state
aid by $36.5 million in FY 2020-21, with ongoing impacts in future fiscal years. In property tax year
2020, for example, the bill increases assessed values by a total of $1.7 billion. If the Budget
Stabilization Factor remains unchanged, state aid will decrease to offset the property tax increase.

Changing the classification of short-term rental units will impact the residential assessment rate
(RAR). Because reclassified short-term rental units will be classified as nonresidential property for
the RAR calculation but the target percentage will not be adjusted, the RAR in 2021 will be higher
than under current law. No estimate is available for the 2021 RAR because 2021 is outside of the
current forecast period.

DOLA — Division of Property Taxation (DPT). In FY 2019-20, the DPT will issue guidance to
county assessors on assessing short-term rental property correctly. This will be accomplished with
existing resources.
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TABOR Refunds

This bill decreases state revenue from income taxes, which is subject to TABOR. There is no
TABOR surplus forecast for FY 2020-21, however in years when a TABOR surplus occurs this bill
will reduce the amount required to be refunded to taxpayers.

Local Government

Property tax revenue. Local government revenue will increase by an estimated $68.7 million in
FY 2020-21 due to the reclassification of short-term rental property. This amount is based on the
countywide average mills in 2017. To the extent that local government reduce mills because of
constitutional and statutory revenue and budget constraints, the revenue impact will be reduced.

County assessors. County assessors will begin to administer the new classification starting in
2019. They will need to identify short-term rental property and determine the percentage of each
property to be reclassified. This will require staff to find advertisements for property or obtain data
from third party contractors. Once properties are identified, assessment staff will need to
determine the number of days the property is available to rent. For properties where only a portion
of the property is available for rent, assessment staff will need to measure the property to
determine the square footage that is available. Once assessors determine the proportion of a
property to be reclassified, county assessors will manage an increased number of appeals and
taxpayer questions regarding short term rentals. County assessors may process additional
personal property tax schedules for the furniture and fixtures inside property available for
short-term rental. Unlike other properties, short-term rentals will require annual monitoring to
determine the share of the property that is available for short term lease on an ongoing basis.

In addition to staff time, the computer assisted mass appraisal software will need to be modified
to have both a residential and nonresidential assessment code for short-term rental properties.

The impact for county assessors varies by the number of short-term rentals in each county. Some
counties will have only a minimal impact due to very few short-term rental properties in the county.
Other county assessors will have a significant increase in work requiring additional appraisal staff.

School District

Based on increased property taxes from reclassified short-term rental property, the bill increases
the local share of funding for public schools starting in FY 2020-21, by an estimated amount of
$36.5 million per year. State funding may be reduced if the Budget Stabilization factor remains
unchanged.

Effective Date

The bill takes effect upon signature of the Governor, or upon becoming law without his signature.
Short-term rental property will be reclassified starting in 2020.
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State Appropriations

No appropriation is required.

State and Local Government Contacts

Counties County Assessors Fire Chiefs
Municipalities Property Tax Division Special Districts

The revenue and expenditure impacts in this fiscal note represent changes from current law under the bill for each fiscal
year. For additional information about fiscal notes, please visit: leg.colorado.gov/fiscalnotes.


