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TITLE: CONCERNING A STATE INCOME TAX CREDIT RELATED TO THE PORTION OF
COLORADO ESTATE TAXES PAID THAT ARE ATTRIBUTABLE TO
AGRICULTURAL LAND. 

Fiscal Impact Summary FY 2012-2013 FY 2013-2014 FY 2014-2015

State Revenue
General Fund - reduction*

up to 
($1.3 million)

up to 
($2.6 million)

State Expenditures
General Fund* $129,694

FTE Position Change* 0.2 FTE

Effective Date:  The bill was signed into law by the Governor on May 21, 2012, and takes effect
August 8, 2012, assuming no referendum petition is filed.  The credit becomes effective during the first
calendar year following an act of Congress delaying the sunset of the Economic Growth and Tax Relief
Reconciliation Act of 2001 to a date after December 31, 2012, and in which the state collects an estate tax.

Appropriation Summary for FY 2012-2013:  None required. 

Local Government Impact:  None.

* Conditional on the enactment of legislation by Congress to delay the sunset of the Economic Growth and Tax Relief
Reconciliation Act of 2001 to a date beyond December 31, 2012 and the collection of a state estate tax.  

Summary of Legislation

For income tax years commencing on or after January 1, 2013, and after which a specific act
of Congress has occurred, this bill establishes an income tax credit for a person who inherits
agricultural land located in the state equal to the portion of Colorado estate taxes attributable to the
transfer of the land.  For purposes of the income tax credit, the value of the agricultural land is the
current assessed valuation.  The tax credit is subject to the following requirements:

• if more than one person inherits the land, the credit is apportioned among all
beneficiaries;

• if the credit exceeds the income taxes owed, the excess is refundable to the taxpayer; and
• if the land is reclassified from an agricultural land designation to another class of

property for property tax purposes in the 10 years after the credit is claimed, the taxpayer
is required to file an amended Colorado income tax return and to repay the credit, with
interest, to the state.
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Background

The estate tax is imposed on the taxable estate of a deceased person.  Until 2005, Colorado
received its estate tax revenue based on a credit allowed in the federal estate tax and did not impose
any additional estate taxes on its citizens.  The federal government allowed a credit that reduced
estate taxes owed to the federal government by the amount of estate taxes paid to a state.  Colorado's
estate tax is equal to the maximum amount allowed for this credit.  This type of tax is commonly
referred to as a "pick-up" tax.  The Colorado estate tax does not change a taxpayer's total estate tax
liability since the amount paid to the state is an offset against the federal estate tax liability.

In 2001, Congress passed the Economic Growth and Tax Relief Reconciliation
Act (EGTRRA), which phased out the federal estate tax through 2009 and repealed it in its entirety
in 2010.  EGTRRA replaced the state tax credit with a deduction beginning in 2005.  The
replacement of the credit with a deduction effectively eliminated Colorado's estate tax at that time.

In December 2010, the federal Tax Relief, Unemployment Insurance Reauthorization, and
Job Creation Act of 2010 was signed into law.  The Tax Relief Act of 2010 sunset all provisions of
EGTRRA, effective December 31, 2012.  At that time, the federal estate tax credit structure will be
reinstated to the level in effect prior to the enactment of EGTRRA, including the state tax credit.

State Revenue

This fiscal note is conditional, predicated on the enactment of legislation by Congress to
delay the sunset of EGTRRA to a date beyond December 31, 2012, and that, in so doing, the state
tax credit remains in federal law after the sunset of EGTRRA.  If this occurs, Colorado will begin
collecting an estate tax beginning in the income tax year following the new EGTRRA sunset date. 
This credit will become effective in the calendar year following the congressional act, but will not
be practically available until the state tax credit on the federal estate tax is again effective. 

Based on an analysis by Legislative Council staff, during the first year Colorado begins
collecting the estate tax again after Congress enacts legislation to delay the sunset of EGTRRA
beyond December 31, 2012, the estates of approximately 819 farms per year (including
538 individual/sole proprietor farms and 281 corporate farms) will be affected.  This is assumed to
occur in income tax year 2014 at the earliest.  It is projected that the Colorado estate tax liability on
these farms will be $2.6 million per calendar year.  Therefore, General Fund revenue will decrease
by up to $2.6 million per calendar year, with a one-half year impact on an accrual basis for the first
fiscal year affected.  This amount is likely overstated, because it utilizes the federal government's
method of valuing agricultural land for estate tax purposes, while the state income tax credit will
value the land based on the assessed value for property tax purposes.  In addition, the income tax
credit is available only for that portion of the state estate tax "pick-up" attributable to agricultural
land, since agricultural estates include assets in addition to land.
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State Expenditures

Conditional, predicted on an act of Congress to delay the sunset of EGTRRA beyond
December 31, 2012, and the state begins collecting estate taxes in 2014, total state expenditures to
implement the bill will be $129,694 and 0.2 FTE in FY 2014-15, and $8,583 and 0.2 FTE
annually beginning in FY 2015-16.  No state expenditures will be necessary in FY 2012-13 or
FY 2013-14.  If Congress enacts such a bill in and the state begins collecting estate taxes in a year
after 2014, all expenditure impacts described in this section would be delayed accordingly.  There
is no expenditure impact if Congress does not act.

Department of Revenue.  The department requires $18,694 General Fund, including
0.2 permanent FTE and the equivalent of 0.3 temporary FTE personal services in FY 2014-15, for
processing returns claiming the new credit, as well as for testing of the changes to the department's
GenTax system.  Spending authority for temporary FTE personal services are included in the fiscal
note as part of total state expenditures.  However, no FTE authorization is necessary for the
temporary employees in FY 2014-15.  

Office of Information Technology (OIT).  OIT will modify the GenTax system to add the
new income tax credit and to allow for the repayment of taxes plus interest in the future in the event
that agricultural land is reclassified within ten years of the credit being claimed.  OIT requires a
one-time General Fund expenditure for computer programming and support services related to the
GenTax system of $111,000 in FY 2014-15 to accomplish this task.  A total of 1,500 hours at the
rate of $74 per hour will be necessary to analyze existing processes and code; develop the new
architecture, provide documentation and code for the module; provide data entry programming; and
to test and validate the process. 
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