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Executive Summary

This report presents the budget outlook based on current law and the December 2023 forecast
for General Fund revenue, cash fund revenue, and the state TABOR outlook. It also includes
annual forecasts for kindergarten through twelfth grade (K-12) enrollment and assessed values,
which inform an updated school finance outlook, and annual forecasts for the adult and juvenile
corrections populations. Consistent with other quarterly forecasts, it includes summaries of
expectations for the U.S. and Colorado economies and an overview of current economic
conditions in nine regions of the state.

General Fund Budget Outlook

FY 2022-23

FY 2023-24

FY 2024-25
Unbudgeted

FY 2025-26
Unbudgeted

December 2023

Preliminary, unaudited reports from the Office of the State Controller indicate
that the General Fund ended FY 2022-23 with an 18.2 percent reserve,

$431.5 million above the statutory requirement. General Fund revenue grew

1.7 percent and totaled $18.00 billion. State TABOR revenue exceeded the
Referendum C cap by $3.57 billion, triggering a $3.68 billion TABOR refund
obligation for FY 2023-24 that incorporates underrefunded prior year surpluses.

The General Fund is expected to end FY 2023-24 with a 15.3 percent reserve,
$49.6 million above the statutory requirement. General Fund revenue is
expected to decrease by 2.7 percent, mostly on an expected decline in
corporate income tax collections, and total $17.52 billion. Revenue is expected
to exceed the Referendum C cap by $1.78 billion after the cap rises by

8.5 percent.

General Fund revenue is expected to grow 6.0 percent and total $18.58 billion,
with state revenue subject to TABOR exceeding the Referendum C cap by

$1.79 billion. The General Fund is projected to have $1.15 billion, or 6.5 percent,
more available to spend or save relative to what is budgeted to be spent in

FY 2023-24 after the application of current law transfers, rebates, and
expenditures, and the 15.0 percent statutory reserve requirement. This amount
does not incorporate caseload growth, inflationary, or other budgetary
pressures.

The General Fund Budget Overview section also presents the budget outlook in
the context of the Governor's November 2023 budget proposal for FY 2024-25
("Scenario B"). In that scenario, the General Fund would be expected to end the
year with a 14.5 percent reserve, $83.9 million below the statutorily required
15.0 percent reserve.

General Fund revenue is expected to grow 5.5 percent and total $19.60 billion,
with state revenue subject to TABOR exceeding the Referendum C cap by
$2.01 billion. The budget outlook for this year depends in large part on choices
the General Assembly will make for FY 2024-25.
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Risks to the budget outlook. Risk to the budget outlook has moderated. However, the
outlook for corporate income tax collections remains especially uncertain, as discussed in the
General Fund Budget Overview and General Fund Revenue sections. While state revenue
remains above the Referendum C cap, upside risk to the cash fund revenue forecast also poses
downside risk to budget flexibility.

Cash Fund Revenue

Cash fund revenue subject to TABOR totaled $2.76 billion in FY 2022-23, an increase of 3.5
percent from the prior fiscal year. In the current fiscal year, total cash fund revenue subject to
TABOR is expected to total $2.83 billion, an increase of 2.8 percent from the prior year. Growth is
expected to slow from last year primarily from lower revenue from severance taxes. Total cash
fund revenue subject to TABOR in the FY 2024-25 is expected to total nearly $3.0 billion, an
increase of 4.2 percent from FY 2023-24. By FY 2025-26, cash fund revenue is expected to come
in just over $3.0 billion.

Economic Outlook

The U.S. and Colorado economies exceeded expectations in 2023 with low unemployment rates,
robust consumer spending, and softening inflation. This forecast anticipates that economic
growth will slow in 2024 as the lagged impacts of higher interest rates continue to take effect
and consumer activity slows due to weakening household finances. Risk of an upcoming
recession is still present, but incoming data indicate that a recession is becoming less likely.
Tight monetary policy continues to be a risk for economic activity moving forward, but
consistent disinflation and a healthy labor market signal that monetary policy has, thus far,
successfully walked the line between being too aggressive and not aggressive enough.

Household balance sheets have weakened, showing low rates of personal saving, which is
expected to weaken consumer spending in 2024. Finances may be improved by rebounding real
incomes and wages. Employment growth has slowed to more sustainable levels compared to
2022, but has slowed more for Colorado than the nation, pending upcoming data revisions.
Inflation has slowed substantially and is expected to continue to fall throughout the forecast
period, but remain above 2 percent. Inflation remains higher in Colorado than the nation as
housing costs continue to exert more upward pressure.

Discussion of the economic outlook begins on page 95, and summaries of expectations for the
U.S. and Colorado economies are presented, respectively, in Tables 25 and 26 on pages 120 and
121.

School Finance Outlook

An update to the school finance outlook begins on page 21.

FY 2023-24. The state aid requirement for total program funding is expected to be about
$20 million lower than budgeted during the 2023 session. This reflects slight enroliment
increases and higher than expected at-risk populations in the 2023-24 school year, which
increased the overall total program cost by $59 million. In addition, the local share is expected
to be nearly $79 million higher than previously forecast.
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FY 2024-25. The state aid requirement is expected to decrease by $29 million in FY 2024-25
relative to current year levels. This estimate assumes that the budget stabilization factor is
eliminated and is based on revised inflation expectations and the 2023 kindergarten through
twelfth grade (K-12) enrollment forecast, which suggest that total program requirements will
increase by $379 million year-over-year. Additionally, the 2023 assessed valuation forecast
implies a $408 million increase in the local share in FY 2024-25 over current year levels.

K-12 Enrollment

Enrollment for the current school year totals 835,739 student FTE across Colorado’s public
schools, down 3,328 FTE or 0.4 percent from the previous year. Decreasing enrollment is likely
due to low birth rates and high housing prices resulting in smaller cohorts of students moving
through the system. Enrollment is projected to fall further through the forecast period, by about
4,614 student FTE, or 0.6 percent, in the 2024-25 school year, and by about 3,900 student FTE, or
0.5 percent, in the 2025-26 school year.

There are both upside and downside risks to the forecast. Enrollment may exceed expectations if
extended high school enrollment grows faster than anticipated, students who left public
education during the COVID-19 pandemic return to public education as they get older, and the
growth in the state population of five year olds increases kindergarten enrollment by more than
projected. Enrollment may fall short of expectations should high housing costs and lower birth
rates result in larger enroliment declines than expected. Enrollment projections begin on

page 53.

Assessed Values

A forecast for assessed values — the amount of property values that are subject to taxation at
local mill levies — begins on page 61. This forecast incorporates the changes under Senate

Bill 23B-001 that was passed by the General Assembly during the November 2023 special
session. Assessed values are estimated to have increased 24.6 percent in property tax year 2023.
Legislative adjustments dampened the spike in assessed values, but increases still exceeded
those in prior reassessment cycles.

In 2024, assessed values are expected to grow 6.9 percent under current law as temporary
reductions through lower assessment rates and value adjustments expire. Legislative
adjustments are expected to offset a significant decrease in oil and gas valuation and weaker
building activity. More pronounced in lower value areas of the state, the expiration of a $55,000
residential value adjustment under SB 23B-001 could contribute to significant and rapid,
double-digit increases in residential assessed value for many areas under current law.

In the 2025 reassessment year, weaker market conditions following peak prices captured in the
2023 reassessment cycle will contribute to a slow 1.9 percent increase in projected assessed
values. Moderate building activity will contribute to a projected 0.8 percent increase in the 2026
intervening year.
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Correctional Populations

A forecast for the state’s adult prison population and parole caseload begins on page 75. A
forecast for juvenile correctional populations, including commitment, parole, and detention
populations, begins on page 89.

The state’s adult prison population rose to 17,054 in June 2023, increasing by 693 offenders, as
post-pandemic growth slowed. The prison population is expected to increase to 17,457 inmates
in June 2024 and 17,715 inmates in June 2025. The in-state adult parole population continued
to decline in FY 2022-23, falling to 7,300 in June 2023. The parole population is expected to rise
to 7,382 in June 2024, and to 7,494 in June 2025, as releases continue to outpace parole
discharges.

The juvenile commitment population fell to an average of 256 youths in FY 2022-23, and is
expected to continue to decline through FY 2025-26, to 221 youths. The juvenile parole
population averaged 106 youths in FY 2022-23, and is expected to decline through the forecast
period, to 95 youths in FY 2025-26. The detention population is expected to increase from

180 youths in FY 2022-23, to 210 youths in FY 2025-26. The detention population is expected to
remain below the 215 bed cap imposed by Senate Bill 21-071 on average, while exceeding it in
some days and months throughout the forecast period.
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General Fund Budget Overview

This section presents the General Fund overview based on current law. The General Fund
overview is shown in Table 1. This section also presents the following:

e abudget scenario for FY 2024-25 and FY 2025-26 that incorporates the Governor's
November 1, 2023, budget proposal (Table 2);

e asummary of changes in expectations relative to the September 2023 forecast (Table 3);

o transfers to transportation and capital construction funds (Table 4);

o the disposition of fiscal policies dependent on revenue conditions;

e General Fund rebates and expenditures (Table 5); and

e cash fund transfers to and from the General Fund (Table 6).

Legislative Assumptions

This forecast is based on current law and incorporates all 2023 legislation that became law,
including legislation enacted during the November 2023 special session. The forecast also
incorporates Proposition Il, which was approved by voters at the November 2023 election.

FY 2022-23

Preliminary, unaudited reports from the Office of the State Controller indicate that the General
Fund ended FY 2022-23 with an 18.2 percent reserve, $431.5 million above the statutorily
required 15.0 percent reserve (Table 1, line 20). This amount has been revised up from the
September 2023 forecast based on additional reporting from the controller that reflects General
Fund reversions for FY 2022-23, and will be finalized with publication of the annual
comprehensive financial report before the March 2024 forecast. General Fund revenue grew

1.7 percent and totaled $18.00 billion.

On September 1, 2023, the State Controller certified a state TABOR surplus of $3.57 billion for
FY 2022-23, equal to about 17.6 percent of state revenue subject to TABOR, or about

19.8 percent of gross General Fund revenue. The Controller’s certification also indicated an
outstanding refund obligation of $114.4 million for prior, underrefunded TABOR surpluses, for a
total refund obligation of $3.68 billion in FY 2023-24.

FY 2023-24

Incorporating appropriations adopted in the Long Bill and other 2023 legislation, as well as
forecast expectations for revenue, transfers, rebates and expenditures, and the TABOR refund
obligation, the General Fund is expected to end FY 2023-24 with a 15.3 percent reserve,

$49.6 million above the 15.0 percent reserve requirement (Table 1, line 20). In addition to normal
forecast revisions, supplemental appropriations adopted during the 2024 legislative session and
other legislative changes to appropriations and transfers will affect this amount.

General Fund revenue collections are expected to decrease by 2.7 percent, mostly on a
projected decline in corporate income tax collections. State revenue subject to TABOR is
expected to exceed the Referendum C cap by $1.78 billion.
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Table 1
General Fund Overview
Dollars in Millions

FY 2022-23 FY 2023-24 FY 2024-25 FY 2025-26
Funds Available Preliminary Estimate Estimate Estimate
1 Beginning Reserve $3,203.2 $2,427.7 $2,263.0 *
2 General Fund Revenue (Table 10) $18,002.2 $17,523.6 $18,579.0 $19,601.7
3 Transfers from Other Funds (Table 6) $53.5 $75.1 $81.1 $77.2
4 Total Funds Available $21,258.9  $20,026.5  $20,923.1 *
5 Percent Change 1.5% -5.8% 4.5% *
Expenditures Preliminary Budgeted Estimate Estimate
6 General Fund Appropriations Subject to the Limit' $13,308.1 $14,755.9 * *
7  Appropriations from Healthy School Meals Account’ $115.3 * *
8 TABOR Refund Obligation Under Art. X, §20, (7)(d) $3,683.1 $1,777.0 $1,792.6 $2,013.2
9 Rebates and Expenditures (Table 5) $168.7 $245.3 $186.9 $184.6
10 Transfers to Other Funds (Table 6) $1,005.7 $532.6 $429.7 $439.7
11 Transfers to the State Education Fund? $290.0 $0.0 $146.0 $0.0
12 Transfers to Transportation Funds (Table 4) $88.0 $5.0 $117.5 $117.5
13 Transfers to Capital Construction Funds (Table 4) $488.3 $332.4 $20.0 $20.0
14  Total Expenditures $19,031.9 $17,763.5 * *
15 Percent Change 6.7% -6.7% * *
16 Accounting Adjustments3 $200.7 * * *
Reserve Preliminary Estimate Estimate Estimate
17 Year-End General Fund Reserve $2,427.7 $2,263.0 * *
18 Year-End Reserve as a Percent of Appropriations 18.2% 15.3% * *
19 Statutorily Required Reserve* $1,996.2 $2,2134 * *
20 Amount in Excess or (Deficit) of Statutory Reserve $431.5 $49.6 * *
21 Excess Reserve as a Percent of Expenditures 2.3% 0.3% * *
Perspectives on FY 2024-25 (Unbudgeted) Estimate
Scenario A: Holds FY 2023-24 Appropriations Constant®
22 Amount in Excess or (Deficit) of 15% Reserve Requirement $1,145.8
23 As a Percent of Prior-Year Expenditures 6.5%
Scenario B: Assumes the Governor's FY 2024-25 Budget Request®
24 Amount in Excess or (Deficit) of 15% Reserve Requirement $55.5 -$83.9 -$105.6
25 As a Percent of Prior-Year Expenditures 0.3% -0.5% -0.6%
Addendum Preliminary Estimate Estimate Estimate
26  Percent Change in General Fund Appropriations 10.5% 10.9% * *
27 5% of Colorado Personal Income Appropriations Limit $18,757.9 $20,898.4 $22,110.7 $23,238.3
28 Transfers to State Education Fund per Amendment 23 $1,066.4 $1,062.2 $1,110.1 $1,167.0

Totals may not sum due to rounding. * Not estimated.

"Line 6 shows appropriations subject to the statutory reserve requirement (line 19) and the appropriations limit (line 27). Line 7 shows
appropriations from the Healthy School Meals Program Exempt Account pursuant to Proposition FF and SB 23-221. The amounts on line 7 are

not subject to the reserve requirement and appropriations limit.

%Includes transfers pursuant to HB 22-1390, net of amendments in SB 22-202, and SB 23B-001. Does not include transfers to the SEF under

Amendment 23, which are shown on line 28.

3 Reversions of appropriated amounts and other accounting adjustments to arrive at the year-end balance anticipated to be published in the
Annual Comprehensive Financial Report. FY 2022-23 includes $114.4 million underrefunded from the TABOR refund obligation, mostly due to
the passage of Proposition 121.

4 The required reserve is calculated as 15 percent of operating appropriations. Appropriations from the Healthy School Meals Account (line 7)
are exempt from the reserve requirement.

> This scenario holds appropriations in FY 2024-25 equal to appropriations in FY 2023-24 (lines 6 and 7) to determine the total amount of
money available relative to FY 2023-24 expenditures, net of the obligations in lines 8 through 13.

6 This scenario assumes the Governor's November 1, 2023, budget proposal. For FY 2023-24, it increases appropriations by $29.2 million and
decreases the TABOR refund obligation by $39.5 million, increasing the FY 2024-25 beginning balance. For FY 2024-25, includes all requested
appropriations, placeholders, and transfers. For FY 2025-26, it assumes the FY 2024-25 ending balance and includes estimated out-year
appropriations included in the request, out-year costs for capital projects included in the request, and a placeholder for controlled maintenance
costs equal to 1% of the current replacement value of state facilities. See the December 18, 2023, JBC Staff briefing document available at:
https://leg.colorado.gov/sites/default/files/gfo-12-18-23.pdf
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FY 2024-25 and FY 2025-26 (Unbudgeted)

General Fund revenue is expected to grow 6.0 percent in FY 2024-25, roughly in line with its
historical trend growth rate, based on this forecast’s expectations for a stabilizing economy.
Collections from individual income and sales taxes are expected to accelerate from the pace of
growth expected in FY 2023-24. State revenue subject to TABOR is expected to exceed the
Referendum C cap by $1.79 billion. Because a budget has not yet been enacted for FY 2024-25,
this forecast presents two scenarios for the General Fund budget outlook.

Scenario A: Holds appropriations constant in FY 2024-25. Table 1 (lines 22 and 23) shows the
amount of revenue available to be spent or saved in FY 2024-25 relative to the amount
appropriated in FY 2023-24. Based on this forecast, the General Assembly will have $1.15 billion,
or 6.5 percent, more available to spend or save than in FY 2023-24. This amount assumes
current law obligations for FY 2024-25, including transfers, rebates, and expenditures (Table 1,
lines 9 through 13), as well as a 15.0 percent reserve requirement and the projected TABOR
refund obligation. The $1.15 billion amount is a cumulative amount that reflects the FY 2023-24
budget situation and projected year-end balance. Any changes in revenue or adjustments made
to the budget for FY 2023-24 will carry forward into FY 2024-25. This amount holds FY 2023-24
appropriations constant and therefore does not reflect any caseload, inflationary, or other
budget pressures.

Scenario B: Governor’s budget request. Scenario B, shown on lines 24 and 25 of Table 1,
presents the amount of revenue in excess or deficit of the statutorily required 15 percent reserve
for FY 2023-24 through FY 2025-26 assuming adoption of the Governor's November 1, 2023,
budget proposal. These estimates are provided for informational purposes and to allow for
comparison with the budget overview from the Office of State Planning and Budgeting. The
inclusion of Scenario B should not be considered an endorsement of the Governor’'s proposal by
Legislative Council Staff.

e FY 2023-24. The Governor's proposal would increase current year appropriations by
$29.2 million on net via mid-year adjustments, and would decrease the current year TABOR
refund obligation by $39.5 million via creation of an enterprise for the Employment Support
Fund. The General Fund would end FY 2023-24 with a $55.5 million surplus relative to the
statutory reserve requirement, resulting in a higher beginning balance for FY 2024-25.

e FY 2024-25. The Scenario B adjustments made to the FY 2024-25 budget outlook are
summarized in Table 2. Scenario B assumes General Fund appropriations of $15,864.9 million
for FY 2024-25. This amount includes all appropriations in the Governor’s proposal, except
$236.8 million in proposed appropriations for budget line items included in this forecast as
rebates and expenditures (Table 1, line 9), along with $2.2 million in annualized
appropriations for legislation passed during the 2023 special session. Notably, this amount
includes $137.9 million in placeholders for General Fund appropriations for programs that
would be enacted in 2024 legislation. It subtracts $212.7 million in costs currently
appropriated from the General Fund, for which the Governor proposes alternative funding
sources outside of the General Fund.
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Beyond changes to appropriations, Scenario B incorporates the effects of the following
budget actions proposed by the Governor for FY 2024-25:

e a $50.0 million transfer of severance tax revenue to the General Fund;

e $199.5 million in additional transfers from the General Fund to the Capital Construction
Fund, beyond the $20.0 million authorized in current law and included in Scenario A
(Table 1, line 13);

e $115.1 million in additional transfers from the General Fund to other cash funds, beyond
the $429.7 million required under current law and included in Scenario A (Table 1,
line 10); and

e $172.9 million in additional proposed budget actions for FY 2024-25, beyond the
$39.5 million included for FY 2023-24 above, that would allow additional General Fund
budget space, either by reducing the TABOR refund obligation or by supplanting General
Fund obligations for transfers or the TABOR emergency reserve.

Relative to Scenario A, Scenario B includes $1,135.4 million more in total expenditures for

FY 2024-25, including $993.6 million in additional appropriations and $141.7 million more,
on net, in additional General Fund transfers and expenditures other than appropriations,
including the TABOR refund obligation. As a result of increased appropriations, the statutory
reserve requirement is estimated to be $154.6 million higher. The General Fund is estimated
to end FY 2024-25 with a 14.5 percent reserve, $83.9 million below the statutorily required
15.0 percent reserve.
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Table 2
FY 2024-25 Budget Scenario B; Applies the Governor’'s Budget Proposal to this Forecast
Dollars in Millions

FY 2024-25

1 Excess Reserve Under Scenario A $1,145.8

Change in Funds Available
2 Effect of Proposed FY 2023-24 Mid-Year Appropriations Reductions ($29.2)
3 Effect of Proposed FY 2023-24 Revenue Actions $39.5
4 Proposed Transfer from Severance Tax $50.0
5 Total Change in Funds Available $60.3

Change in Appropriations
6 Change in Budget Requests Funded through Long Bill’ $1,068.4
7 Placeholder for 2024 Legislation $137.9
8 Proposed Alternatives to General Fund Appropriations ($212.7)
9 Total Change in Appropriations $993.6

Change in Transfers and Other General Fund Obligations
10 Additional Proposed Transfers to Capital Construction Fund $199.5
11 Additional Proposed Transfers to Other Cash Funds $115.1
12 Proposed Revenue Actions to Increase Available General Fund ($172.9)
13 Total Change in Transfers and Other Obligations $141.7
14 Change in Expenditures (Line 9 plus Line 13) $1,135.4
15 Change in Required Reserve (Approximately? 15% of Line 9) $154.6
16 Total Change in General Fund Obligations $1,290.0
17 Excess Reserve Under Scenario B (Line 1 plus Line 5 minus Line 16) ($83.9)

Source: December 2023 LCS Forecast and Joint Budget Committee Staff analysis of Governor's November 1, 2023,
budget proposal.

"Nets out $236.8 million from the Governor's proposed appropriations for General Fund rebates and expenditures,
which Legislative Council Staff forecasts independently.

°The Governor's proposal decreases appropriations from the Proposition FF General Fund Exempt Account from
$115.3 million in FY 2023-24 to $78.5 million in FY 2024-25. Because appropriations from this account are not subject
to the reserve requirement, the change in the reserve requirement is less than 15% of the amount shown on Line 9.

e FY 2025-26. Scenario B assumes that the General Fund will begin FY 2025-26 with a balance
of $2,284.1 million after incorporation of the assumptions for FY 2024-25. The scenario
assumes General Fund appropriations of $16,568.4 million for FY 2025-26. This amount
includes out-year changes to appropriations in the Governor’s proposal, except
$241.3 million in proposed appropriations for budget line items included in this forecast as
rebates and expenditures, along with $2.1 million in annualized appropriations for legislation
passed during the 2023 special session. It incorporates placeholders for an out-year transfer
for Charter School Institute mill levy equalization ($42.1 million), out-year capital costs for
building projects ($63.8 million) and IT projects ($32.8 million) included in the Governor's
request, as well as a placeholder for controlled maintenance expenses equal to 1 percent of

December 2023 General Fund Budget Overview Page 11



the current replacement value of state facilities ($156.5 million), the State Architect's
recommended amount. It also incorporates the out-year TABOR impact of the proposed
Employment Support Fund enterprise ($23.5 million). Under Scenario B, the General Fund is
expected to end FY 2025-26 with a 14.4 percent reserve, $105.6 million below the statutorily
required 15.0 percent reserve.

Risks to the General Fund Budget Outlook

Recession risk is budget risk. Near-term recession risk is less severe than in earlier forecasts,
and this forecast projects that the economy will realize a soft landing, with no recession in 2024.
However, the economy is still susceptible to a downturn if confronted with major shocks. A
recession would likely reduce revenue below the Referendum C cap, thereby reducing the
amount available for the General Fund budget beginning in the year when a recession occurs.

Costs for governments will continue to rise. Consumer price inflation is softening, but certain
costs for governments, including employee wages and capital project costs, are expected to
continue to rise faster than their long-term trend. Higher costs put pressure on state
government spending and the General Fund budget.

Higher-than-expected cash fund revenue would increase General Fund budget pressures.
Most sources of cash fund revenue—including severance tax revenue, which is the state’s most
volatile revenue stream—are subject to the TABOR limit. Because TABOR surpluses are refunded
using General Fund money, higher-than-expected cash fund revenue would create additional
budgetary pressures for the General Fund.

The corporate income tax outlook is especially uncertain. Preliminary reporting indicates
that corporate income tax collections increased 50.9 percent in FY 2022-23, an unprecedented
rise that follows another mammoth increase in FY 2021-22. Corporate collections are surging
around the country with record profits in 2022. The forecast anticipates a 16.5 percent decline in
this year’s collections, but identifies significant bidirectional risk. In the near term, forecast error
would initially result in a higher or lower TABOR refund obligation with no downstream impact
on the state budget. However, especially volatile corporate collections could exacerbate the
budget consequences of a potential recession.

Changes Between the September and December Forecasts

Table 3 presents revisions to the General Fund budget outlook relative to the September 2023
forecast. These changes are explained below.

FY 2022-23. While the annual comprehensive financial report has not yet been published,
updated reporting from the State Controller indicates that the year-end balance was higher than
estimated in September, primarily due to reversions of FY 2022-23 General Fund appropriations
and other accounting adjustments. The higher ending balance is carried forward as a higher
beginning balance in FY 2023-24.

FY 2023-24. The projected amount of the excess reserve was increased by $48.1 million from
the September forecast. The positive change is attributable to the revised amount of accounting
adjustments for FY 2022-23, as revisions to revenue and expenditure forecasts for FY 2023-24
reduced available budget space by $38.1 million on net. The forecast for General Fund revenue
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was upgraded by $84.1 million, but the expected TABOR refund obligation was increased by
$77.0 million, offsetting most of the upward revision to the revenue forecast.

Table 3 identifies three areas where expected budget flexibility was reduced for FY 2023-24
relative to the September forecast. First, the forecast includes $3.7 million in additional
operating appropriations for the current year, due to an emergency supplemental approved for
the Department of Corrections, as well as General Fund appropriations added to the current
year budget in legislation enacted during the November special session. The largest of these
was Senate Bill 23B-002. Additional appropriations for the current year also increase the
statutory reserve requirement by $0.6 million.

Second, the forecast includes adjustments to expectations for constitutionally and statutorily
required rebates and expenditures, which are presented in Table 5. Rebates and expenditures
are now expected to obligate $27.1 million more from the General Fund than projected in the
September forecast. Expectations for Old Age Pension payments were revised up, and the
forecast adds a $54.0 million reimbursement obligation to local governments for a portion of
their lost property tax revenue under Senate Bill 23B-001. Offsetting a portion of the increase,
updated assessed value data indicate that the full reimbursement obligation under Senate

Bill 22-238, now estimated at $237.1 million, can be paid from the FY 2022-23 TABOR refund
obligation, with no additional General Fund expenditure required.

Finally, the forecast includes modest changes to assumptions for transfers, which reduced
current year budget flexibility by $13.1 million on net. The largest components of the change
include accounting for a $15.1 million transfer to the Housing Development Grant Fund under
House Bill 23B-1001, and for the transfer impacts of Proposition Il, approved by voters at the
November election.

FY 2024-25. Table 3 presents a like-to-like comparison between the FY 2024-25 General Fund
budget outlook under Scenario A in the September and December forecasts. Expectations for
revenue available to be spent or saved were decreased by $49.3 million, mostly because of a
$146.0 million transfer to the State Education Fund required in SB 23B-001. Offsetting a
significant portion of that change, expectations for the TABOR refund obligation (+$18.3 million)
were increased by much less than expectations for General Fund revenue (+$92.7 million), due
to higher expected inflation in calendar year 2023 and a $25.4 million downward revision to the
forecast of cash fund revenue subject to TABOR.
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Table 3
Changes in the General Fund Budget Relative to the September 2023 Forecast (Scenario A)

Dollars in Millions, Positive Amounts Reflect an Increase Relative to September

Components of Change FY 2022-23 FY 2023-24 FY 2024-25 Description of Changes
Funds Available $0.0 $174.2 $139.8
Beginning Reserve $0.0 $86.2 $48.6 Carries forward anticipated year-end balances.
General Fund Revenue $0.0 $84.1 $92.7 Primarily reflects changes to corporate income tax forecast; see Table 10.
Transfers from Other Funds $0.0 $3.9 -$1.6  Reflects Proposition Il, small downgrade to gaming forecast. See Table 6.
Expenditures $0.0 $125.6 $188.5
Operating Appropriations $0.0 $3.7 $3.7 Appropriations approved during November special session.

L Changes to General Fund and cash fund revenue forecasts, and increased
TABOR Refund Obligation $0.0 $77.0 $18.3 ) ) )

expectation for 2023 inflation. See Table 8.
. Reflects property tax reimbursement requirement in SB 23B-001, as well
Rebates and Expenditures $0.0 $27.1 $6.3 ) )
as increase to Old Age Pension forecast. See Table 5.

SEF Transfers $0.0 $0.0 $146.0 Shows transfer created in SB 23B-001.
Transportation Transfers $0.0 $0.0 $0.0
Capital Const. Transfers $0.0 $0.0 $0.0
Other Cash Fund Transfers $0.0 $17.8 $14.2 Reflects Proposition Il and HB 23B-1001. See Table 6.
Required Reserve $0.0 $0.6 $0.6 Reflects appropriations approved during November special session.
Accounting Adjustment $86.2 $0.0 $0.0 Update to Controller's accounting reflecting FY 2022-23 reversions.
Surplus Relative to $86.2 $48.1 -$49.3 Nets the above changes.

Required Reserve
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General Fund Transfers for Transportation and Capital Construction

Statutory transfers from the General Fund to transportation and capital construction funds are
shown in Table 4. In the General Fund overview shown in Table 1, these transfers are included on
lines 12 and 13. Other non-infrastructure-related transfers to and from the General Fund are
summarized in Table 6, and shown on lines 3 and 10 of Table 1.

Table 4
Infrastructure Transfers from the General Fund
Dollars in Millions

Transportation Funds 2022-23 2023-24 2024-25 2025-26
SB 21-260 $2.5 $117.5 $117.5
HB 22-1351 $78.5
SB 22-176 $7.0
SB 23-283 $5.0

Total $88.0 $5.0 $117.5 $117.5 |

Capital Construction Funds 2022-23 2023-24 2024-25 2025-26
HB 15-1344* $20.0 $20.0 $20.0 $20.0
HB 22-1340 $462.2
SB 23-141 $6.1
SB 23-243 $294.2
SB 23-294 $18.2

| Total $488.3 $332.4 $20.0 $20.0 |

*Transfers are contingent upon requests made by the Capital Development Committee.

General Fund contributions to transportation. Legislation enacted in 2022 directed
$85.5 million to transportation-related cash funds in FY 2022-23, as follows:

e $31.4 million to the Highway Users Tax Fund (HB 22-1351);

e $0.5 million to the Unused State-Owned Real Property Fund (SB 22-176); and

e $53.6 million to the State Highway Fund ($47.1 million from HB 22-1351; $6.5 million from
SB 22-176).

One bill from 2023, Senate Bill 23-283, directs $5.0 million to the State Highway Fund in
FY 2023-24.

Finally, Senate Bill 21-260, enacted in 2021, will direct annual transfers from the General Fund
to the State Highway Fund ($107.0 million) and the Multimodal Transportation and Mitigation
Options Fund ($10.5 million) beginning in FY 2024-25. These transfers continue annually at the
same amounts through FY 2028-29 and then are reduced to smaller amounts beginning in

FY 2029-30.

General Fund transfers for capital projects. Legislation enacted in 2022 directed

$462.2 million in FY 2022-23 for capital construction and IT capital projects. Legislation enacted
in 2023 as part of the supplemental budget package directs an additional $6.1 million for capital
projects in FY 2022-23.
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Legislation enacted in 2023 directs transfers of $312.4 million in FY 2023-24 for capital
construction and IT projects, including $294.2 million under Senate Bill 23-243 and
$18.2 million under Senate Bill 23-294.

Fiscal Policies Dependent on Revenue Conditions

Certain fiscal policies are dependent upon forecast revenue conditions. These policies are
summarized below.

Partial refundability of the conservation easement tax credit. The conservation easement
income tax credit is available as a nonrefundable credit in most years. In tax years when the state
refunds a TABOR surplus, taxpayers may claim an amount up to $50,000, less their income tax
liability, as a refundable credit. The state collected a TABOR surplus in FY 2022-23, and this
forecast expects a TABOR surplus in each of FY 2023-24, FY 2024-25, and FY 2025-26. Therefore,
partial refundability of the credit is expected to be available for tax years 2022 through 2026.

Contingent transfers for affordable housing. House Bill 19-1322 created conditional
transfers from the Unclaimed Property Trust Fund (UPTF) to the Housing Development Grant
Fund for affordable housing projects for three fiscal years. House Bill 20-1370 delayed the start
of these contingent transfers until FY 2022-23. The transfers are contingent based on the
balance in the UPTF as of June 1 and the Legislative Council Staff June 2023 forecast and
subsequent June forecasts. For the fiscal year in which the June forecast is published, if revenue
subject to TABOR is projected to fall below a “cutoff” amount equal to the projected
Referendum C cap minus $30 million dollars, a transfer will be made. The transfer is equal to the
lesser of $30 million or the UPTF fund balance.

Based on the June 2023 LCS forecast, no transfer was made for FY 2022-23. Based on this
forecast, no transfer is expected for FY 2023-24, FY 2024-25, or FY 2025-26, as revenue subject
to TABOR is expected to come in well above the cutoff amount in all three years.
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Table 5
General Fund Rebates and Expenditures

Dollars in Millions

Preliminary Percent Estimate Percent Estimate Percent Estimate Percent
Category FY 2022-23 Change FY 2023-24 Change FY 2024-25 Change FY 2025-26 Change
Senior and Veterans Property Tax Exemptions $163.7 1.0% $168.5 2.9% $181.1 7.5% $187.1 3.3%
TABOR Refund Mechanism' -$163.6 -$168.5 -$181.1 -$187.1
Property Tax Assessed Value Reductions $291.1 $0.0
TABOR Refund Mechanism? -$237.1 NA
Cigarette Rebate $7.7 -7.0% $6.2  -18.6% $5.8 -71% $5.5 -4.5%
Old Age Pension Fund $84.9 10.4% $89.6 5.5% $91.6 2.3% $92.1 0.5%
Aged Property Tax and Heating Credit $12.0  105.2% $105  -12.8% $10.4 -0.7% $10.3 -1.1%
Older Coloradans Fund $10.0 0.0% $10.0 0.0% $10.0 0.0% $10.0 0.0%
Interest Payments for School Loans $10.5  952.4% $326  209.0% $23.2  -287% $19.1 -17.7%
Firefighter Pensions $4.3 -5.0% $4.6 7.4% $4.6 0.0% $4.6 0.0%
Amendment 35 Distributions $0.7 -6.9% $0.6 -6.4% $0.6 -4.3% $0.6 -1.7%
Marijuana Sales Tax Transfer to Local Governments $21.9  -145% $20.6 -5.9% $22.1 7.1% $23.4 6.2%
Business Personal Property Exemptions3 $16.6 -0.5% $16.6 -0.3% $18.6 11.0% $19.0 2.2%
Total Rebates and Expenditures $168.7 12.8% $245.3 45.4% $186.9 -23.8% $184.6 -1.2%

Totals may not sum due to rounding. NA = Not applicable.

"Pursuant to SB 17-267, local government reimbursements for these property tax exemptions are the first TABOR refund mechanism used to meet the prior year's refund obligation.
2Pursuant to SB 22-238, local government reimbursements for these property tax reductions are the second TABOR refund mechanism used to meet the refund obligation incurred

in FY 2022-23 only. The amount of the TABOR refund mechanism is limited to $240 million.
3Pursuant to HB 21-1312, local governments are reimbursed for expanded business personal property tax exemptions.
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Table 6
Cash Fund Transfers
Dollars in Millions

Transfers to the General Fund 2022-23 2023-24 2024-25 2025-26
HB 92-1126 Land and Water Management Fund $0.1 $0.0 $0.0 $0.0
HB 05-1262  Amendment 35 Tobacco Tax $0.7 $0.6 $0.6 $0.6
EBB ;96'_1113()? Limited Gaming Fund $21.6 $20.5 $21.9 $23.3
HB 17-1343 Repgal of Intellectual and Developmental Disabilities $16.9

Services Cash Fund
HB 20-1427 2020 Tax Holding Fund $4.1 $4.1 $4.1 $4.1
SB 20B-002 Repeal of Emergency Direct Assistance Grant Fund $0.02
SB 21-209 Repealed Cash Funds $0.1
SB 21-213 Use of Increased Medicaid Match $10.0 $9.2 $7.4 $1.1
SB 21-222 Repeal of Recovery Audit Cash Fund $0.03
SB 21-251 Loan Family Medical Leave Program $1.5
SB 21-260 Community Access Enterprise $0.1
HB 23-1272 Decarbonization Tax Credits Administration $28.7 $47.2 $48.2
HB 23-1290"  Proposition EE Revenue Retention $5.6
SB 23-215 State Employee Reserve Fund $4.9
Total Transfers to the General Fund $53.5 $75.1 $81.1 $77.2
Transfers from the General Fund 2022-23 2023-24 2024-25 2025-26
SB 11-047 &
HB 13-1001 Bioscience Income Tax Transfer to OEDIT $17.6 $18.4 $19.5 $20.5
& SB 23-066
SB 14-215 Marijuana Tax Cash Fund $142.2 $133.3 $142.8 $151.6
gg 1?:22‘; & State Public School Fund $24.9 $23.4 $25.0 $26.6
HB 20-1116 Procurement Technical Assistance Program Extension $0.2 $0.2 $0.2
HB 20-1427 2020 Tax Holding Fund $235.0 $202.2 $240.6 $239.3
HB 20-14272  Preschool Programs Cash Fund $0.0
SB 21-281 Severance Tax Trust Fund Allocation $9.5
HB 22-1001 Reduce Fees For Business Filings $8.4
HB 22-1004 Driver License Fee Reduction $3.9
HB 22-1011 Wildfire Mitigation Incentives for Local Governments $10.0
HB 22-1012 Wildfire Mitigation and Recovery $7.2
HB 22-1115 Prescription Drug Monitoring Program $2.0
HB 22-1132 Regulation and Services for Wildfire Mitigation $0.1
HB 22-1151 Turf Replacement Program $2.0
HB 22-1298 Fee Relief for Nurses, Nurse Aides, and Technicians $11.7
HB 22-1299 Fee Relief for Mental Health Professionals $3.7
HB 22-1381 CO Energy Office Geothermal Grant Program $12.0
HB 22-1382 Support Dark Sky Designation and Promotion $0.04
HB 22-1394 Fund Just Transition Community & Worker Supports $15.0
HB 22-1408 Modify Incentives for Film Production $2.0

"Because Proposition Il was approved by voters, the $5.6 million set aside from the General Fund to pay refunds if Proposition Il had
failed is returned to the General Fund under HB 23-1290.

2HB 20-1427 requires the transfer of 73% of additional sales tax revenue due to the imposition of the minimum cigarette price to the
Preschool Programs Cash Fund on June 30th in 2021, 2022, and 2023.
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Table 6 (Cont.)
Cash Fund Transfers
Dollars in Millions

Transfers from the General Fund (Continued)

2022-23 2023-24

2024-25 2025-26

SB 22-036 State Payment Old Hire Death and Disability Benefits $6.7

SB 22-130 Authority For Public-Private Partnerships $15.0

SB 22-151 Safe Crossings for Colorado Wildlife and Motorists $5.0

SB 22-163 Establish State Procurement Equity Program $2.0

SB 22-183 Crime Victims Services $1.0

SB 22-191" Procurement of Information Technology Resources

SB 22-193 Air Quality Improvement Investments $1.5

SB 22-195 Conservation District Grant Fund $0.1 $0.1 $0.1 $0.1
SB 22-202 State Match for Mill Levy Override Revenue $10.0

SB 22-214 General Fund Transfer to PERA Payment Cash Fund $198.5

2: ;g:;;: & Infrastructure Investment and Jobs Act Cash Fund $84.0

SB 22-238 State Public School Fund $200.0

HB 23-1041 Prohibit Greyhound Wagering $0.03 $0.05
HB 23-1107 Crime Victim Services $3.0

HB 23-12692 Extended Stay & Boarding Permits

HB 23-1273 Wildfire Resilient Homes Grant Program $0.1

HB 23-12903 Proposition EE Revenue Retention $5.6

HB 23-1305 Continue Health Benefits in Work-Related Death $0.2 $0.2 $0.2
SB 23-001 Public-Private Collaborations for Housing $5.0

SB 23-005 Forestry and Wildfire Mitigation Workforce $1.0 $1.0 $1.0 $1.0
SB 23-044 Veterinary Education Loan Repayment Program $0.5

SB 23-056* Compensatory Direct Distribution to PERA $10.0

SB 23-137 Colorado Economic Development Fund $5.0

SB 23-141 DMVA Real Estate Proceeds Cash Fund $4.9

SB 23-161 Firefighting Aircraft $26.0

SB 23-166 Wildfire Resiliency Code Board $0.3

SB 23-199° Marijuana Cash Fund

SB 23-205 Universal High School Scholarship Program $25.0

SB 23-246 State Emergency Reserve $20.0

SB 23-255 Wolf Depredation Compensation Fund $0.2 $0.4 $0.4
SB 23-257 Auto Theft Prevention Cash Fund $5.0

SB 23-275 Wild Horse Management Project $1.5

HB 23B-1001 Housing Development Grant Fund $15.1

Total Transfers from the General Fund $1,005.7 $532.6 $429.7 $439.7
Net General Fund Impact -$952.2 -$457.4 -$348.6 -$362.5 |

'Beginning in FY 2023-24, SB 22-191 directs transfers of unspent prior year General Fund appropriations for IT procurement. Any transfer amount for
FY 2023-24 is included in the FY 2022-23 General Fund appropriation amount and not included here.
°For FY 2022-23 and FY 2023-24, HB 23-1269 requires transfers from unexpended funds appropriated for county child welfare programs. Any transfer
amount is already included in General Fund appropriations amounts and not counted again here.

3HB 23-1290 required that $23.65 million be transferred to the Proposition EE Refund Cash Fund on September 1, 2023. Of this amount, $18.03 million

was transferred from the Preschool Programs Cash Fund, and the remaining $5.62 million was transferred from the General Fund.

4SB 23-056 requires that a $10.0 million warrant be paid from the General Fund to PERA. This amount is shown in this table as a General Fund
obligation that is not included in the appropriations amount in Table 1, line 6.
SFor FY 2022-23 only, SB 23-199 requires transfers from unexpended funds appropriated to the Department of Revenue. Any transfer amount is
already included in the General Fund appropriations amount and not counted again here.
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School Finance Outlook

This section presents information on the outlook for school finance from a state budgetary
perspective, both in the current year (FY 2023-24) and the budget year (FY 2024-25). This
outlook incorporates information from the K-12 enrollment and assessed value projections,
located on page 53 and page 61, respectively, of the forecast document. Enrollment changes are
a major determinant of overall required formula funding (total program), since funding is
allocated on a per pupil basis. Similarly, assessed values on real property determine a school
district’'s property tax base, which, along with a school district’s total program mill levy,
determine a school district’s available property tax revenue. This revenue, supplemented by
specific ownership tax revenue from vehicle registrations, constitutes the local share of school
district funding. Subject to available budgetary resources, the difference between total program
funding requirements and the local share is the amount the state must cover through state
equalization payments, or state aid.

FY 2023-24 state aid. Relative to last year's appropriation, the FY 2023-24 requirement for state
aid has decreased by just over $20 million. This is because:

o total program requirements have increased by nearly $59 million; and
e revenue available for the local share increased by nearly $79 million.

FY 2024-25 state aid. For FY 2024-25, the state aid requirement is expected to decrease by
$29 million on a year-over-year basis because:

e total program requirements will increase by $379 million relative to current year levels,
accounting for elimination of the budget stabilization factor as required in current law; and
o revenue available for the local share will increase by $408 million relative to current year levels.

State funding for total program will depend on budget decisions made by the General
Assembly, including the amount of the budget stabilization factor, and the funding allocation
between the General Fund and State Education Fund. For example, the contribution for school
finance from the State Education Fund for FY 2023-24 would increase by $315 million and the
General Fund requirement would remain constant on a year-over-year basis under the following
scenario:

» a $1.5 billion ending balance for the State Education Fund in FY 2024-25; and
e the budget stabilization factor is eliminated in FY 2024-25.

Funding Status for the Current Fiscal Year (FY 2023-24)

Slightly higher than expected enrollment and increased expectations for property tax revenue
collections are expected to increase budgetary flexibility by $20 million in the current fiscal year
relative to the initial appropriation enacted in the 2023 legislative session.

Preliminary funded pupil counts, at-risk pupil counts, and ELL pupil counts are higher than
estimates made last year. Specifically, the funded pupil count increased by about 2,000 students,
while funded at-risk and ELL totals increased by nearly 42,000 and 4,000 students, respectively,
from preliminary estimates. In contrast, the cost of adding averaging for Charter School Institute
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(CSI) schools came in about $1.5 million below what was initially appropriated. This increases the
overall total program cost by nearly $59 million relative to the initial appropriation.

At the same time, the preliminary estimate for the local share is about $79 million, or
1.9 percent, higher than expected during the 2023 legislative session. This includes an increase
of $80 million in property taxes and a decrease of about $1 million in specific ownership taxes.

As shown in Figure 1 below, the combination of these changes means that the state’s obligation
for school finance is $20 million lower than the appropriation for state aid made in the 2023
legislative session. The General Assembly could choose to decrease either the General Fund or
the State Education Fund appropriation by $20 million, decrease the budget stabilization factor
by $20 million, or anything in between, to address this reduction in the state’s obligation.

Figure 1
Change in Expectations for School Finance Funding, FY 2023-24
Dollars in Millions

FY 2023-24 Appropriation Current Expectations
BS Factor: $141 million BS Factor: $141 million BS Factor: $121 million ¥
State Aid
State Aid $20 million State Aid
$5,000 Local Share Local Share
Local Share $79 million t $79 miIIionf

$4,000 $4,093 $4,171 $4,171

$3,000

$2,000

$1,000

$' T T

*The range of choices to address the additional $21 million in school finance flexibility.

Factors Explaining the At-Risk Population Increase

The 2023 legislative appropriation for school finance was written with lingering uncertainty due
to aftermath of the pandemic and the new universal free lunch program. In Senate Bill 23-287,
the estimated funded pupil count and local share were based on the December 2022 enroliment
forecast, and anticipated a lower level of at-risk students than were ultimately eligible.

Since the COVID-19 pandemic when the federal government covered the cost of universal free
meals, districts have struggled with a suppressed count of at-risk students. Universal access to
free meals reduced the number of families that submitted the required paperwork to qualify for
the federal free and reduced price lunch program. Because qualification for this program has
been the primary determinant of at-risk funding, the CDE is allowing a one-year carry forward in
eligibility, where previously eligible students retain eligibility for at-risk funding in the 2023-24
year, even without submitting the required paperwork. In addition, as the CDE implemented the
universal free meals program and prepared for the new at-risk factor, students directly certified
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through Medicaid eligibility are included in this year's at-risk October count. It is likely that the
combination of these two factors is responsible for the notable increase in the number of
students eligible for at-risk funding in this year's October count, relative to last spring’s estimate.

Additional Local Share Reduced Due to Special Session Legislation

During the 2023 special legislative session, the General Assembly enacted Senate Bill 23B-001.
The bill reduced assessment rates and expanded reductions in the valuations of residential
property in 2023 only. As a result, estimated statewide assessed values for FY 2023-24 only
increased from $179.3 billion to $181.2 billion, a smaller increase than would have been
otherwise occurred.

It should be noted that due to the timing of assessed value changes enacted in SB 23B-001, this
estimate of the local share is still based on an estimate of 2023 assessed values. Usually, the
December forecast would calculate the local share for the current fiscal year based on final
reported assessed value data (“final abstract data”) from county assessors for the ending
property tax year. However, the most recent abstract data submitted by assessors do not
incorporate the changes in SB 23B-001. Additionally, there is no requirement in current law that
a subsequent abstract be submitted for the 2023 property tax year. Thus, there continues to be
heightened uncertainly regarding the local share in advance of the mid-year school finance
supplemental, and there is no forthcoming report required under current law that would
alleviate this uncertainty before consideration of the supplemental bill.

Additional Cost of Averaging for CSI Schools and At-Risk Hold Harmless

SB 23-287 included two new provisions that increased total program: allowing CSI schools to
average their funded pupil count in a similar manner to districts, and specifying that at-risk
funding for each district would be at least as high as the prior year. The change in cost of these
provisions from the initial appropriation largely offset one another. Using actual data from the
2023 October count, the cost of the CSI averaging provision declined by $1.47 million from the
initial $8.49 million appropriation. In contrast, the at-risk hold harmless provision provides

15 districts with an additional $1.3 million in at-risk funding.

Funding Outlook for Next Fiscal Year (FY 2024-25)

Total program funding requirements are expected to increase by about $379 million between
FY 2023-24 and FY 2024-25. The estimated funded pupil count is expected to decrease by over
9,000 pupils on a year-over-year basis while inflation expectations in 2023 have decreased from
8.0 percent to 5.2 percent year over year. Additionally, current law requires the elimination of
the budget stabilization factor in FY 2024-25. These factors combine to produce a nearly $570
increase in per pupil funding. At the same time, assessed values are projected to increase by

7 percent in FY 2024-25 on a year-over-year basis, driving a $408 million increase in the local
share. As shown in Figure 2, the net impact of the change in the total program cost and the
expected local share increase is a year-over-year decrease of $29 million in the state aid
requirement.
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Figure 2
Change in Expectations for School Finance Funding, FY 2023-24 to FY 2024-25
Dollars in Millions

$6,000 State Aid
State Aid $29 million Local Share
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Funding Projection Scenario - Elimination of the Budget Stabilization Factor

Assuming the budget stabilization factor is eliminated in FY 2024-25 and the General Fund
contribution to school finance is held constant through the four-year forecast period, the ending
balance in the State Education Fund would be $1.5 billion in FY 2024-25, $1.3 billion in

FY 2025-26, $1.0 billion in FY 2025-26, and $920 million in FY 2027-28. The contribution from
State Education Fund would increase by $315 million in FY 2024-25 and by just over $77 million
in FY 2025-26, respectively, on a year-over-year basis.

The above scenario spends down the State Education Fund to 60 percent of its current level over
a four-year period, leaving a significant balance available for other policy priorities that the
General Assembly may have. It must be emphasized, however, that this scenario largely depends
on the assumed increases in property tax revenue within the local share. Specifically, this
scenario assumes small 1.9 percent and 5.5 percent increases to the local share in the 2025 and
2027 reassessment years, respectively, with small additional increases for the intervening years.
Any significant departure from these assumptions with have an important impact on scenario
results.

State Education Fund Transfers

The Colorado Constitution requires the State Education Fund (SEF) to receive one-third of 1
percent of taxable income. In FY 2023-24, the SEF is expected to receive $1.06 billion as a result
of this requirement. The SEF transfer is estimated at $1.11 billion in FY 2024-25, with higher
amounts in later years resulting from growth in taxable income among Colorado taxpayers.
Figure 3 shows revenue to the State Education Fund.
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Figure 3
Revenue to the State Education Fund
Dollars in Millions
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Source: Office of the State Controller and Legislative Council Staff forecast. p = Preliminary. f = Forecast.
*Includes transfers under SB 19-246 for FY 2019-20, HB 20-1420 for FY 2020-21 and FY 2021-22, HB 20-1427 for
FY 2020-21 through FY 2022-23, SB 21-208 for FY 2021-22, HB 22-1390 for FY 2022-23, and SB 23B-001 for

FY 2024-25.

**One-third of 1 percent of federal taxable income is required to be dedicated to the State Education Fund under
Article IX, Section 17 of the Colorado Constitution.

In addition, the General Assembly has at different times authorized the transfer of additional
moneys from the General Fund to the SEF (see Table 1, line 11). House Bill 22-1390 transferred
$290 million in FY 2022-23, and SB 23B-001 schedules a transfer of $146 million for FY 2024-25.
Money in the SEF is required to be used to fund kindergarten through twelfth grade public
education.

Finally, Proposition EE, which was approved by voters in the November 2020 election, also
transferred revenue from increased cigarette, tobacco and nicotine taxes to the SEF for three
fiscal years. The Proposition EE transfer was $139.3 million in FY 2022-23, the final year for which
a transfer will be made. This amount represents a portion of the FY 2022-23 transfer from the
General Fund to the 2020 Tax Holding Fund shown in Table 6 under House Bill 20-1427.

Summary of Updated Information Incorporated into the School Finance Model

Enrollment. Each fall, school districts collect enrollment information from all 178 school districts
and the CSI. Districts report preliminary totals to CDE, which in turn provides this information to
Legislative Council Staff to assist in the development of its K-12 enrollment projections and to
be incorporated into the Legislative Council Staff school finance model. Preliminary pupil counts
are also incorporated into the Legislative Council Staff school finance model. Enrollment
components include the overall pupil count for grades 1-12, as well as total kindergarten, online,
extended high school, and CSI students, and are provided on a full-time equivalent (FTE) basis.
This information is used to determine a school district’s funded pupil count.
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CDE also provides information on the number of funded at-risk students and K-12 membership,
which is used to determine a school district's funding for at-risk pupils, which for many districts
can be a significant component of district total program. When preliminary counts are finalized
in January, the school finance model will be updated accordingly.

Local share. In addition, CDE typically obtains district-level information on assessed values and
specific ownership tax revenue. This information is combined with certified mill levies for each
district to obtain estimates for the amount of funding school districts will receive from local
revenue sources. This year, using abstract data provided through the property tax audit,
Legislative Council Staff has developed and estimate of assessed values, which CDE will also use
to calculate the local share for the mid-year supplemental bill.

Updated enrollment and local share estimates thus combine to provide the best estimate for the
state’s obligation for state equalization payments for both the current and subsequent fiscal
years. Final true-up for the FY 2023-24 appropriation for state aid will occur through passage of
a mid-year supplemental bill for CDE. The appropriation for state aid in FY 2024-25 will be made
through passage of the 2024 Long Bill and the 2024 School Finance Act.
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TABOR Outlook

The state TABOR outlook is presented in Table 8 and illustrated in Figure 4, which also provides
a history of the TABOR limit base and the Referendum C cap. In FY 2022-23, state revenue
subject to TABOR exceeded the Referendum C cap, creating a state obligation for TABOR
refunds to taxpayers in FY 2023-24. State revenue subject to TABOR is projected to exceed the
Referendum C cap in each of FY 2023-24, FY 2024-25, and FY 2025-26, creating a state
obligation for TABOR refunds to taxpayers in each of FY 2024-25, FY 2025-26, and FY 2026-27.

Figure 4
TABOR Revenue, TABOR Limit Base, and the Referendum C Cap
Dollars in Billions

$22 Amounts Above/(Below) the Referendum C Cap: TABOR Surpluses
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Source: Office of the State Controller and Legislative Council Staff. P = preliminary; f = Forecast.

*The refund amount for FY 2022-23 differs from the surplus amounts because it includes
$114.4 million in under-refunds from prior TABOR surpluses.

FY 2022-23. On September 1, 2023, the State Controller certified that state revenue subject to
TABOR exceeded the Referendum C cap by $3.57 billion in FY 2022-23. After accounting for an
outstanding refund obligation attributable to under-refunds of prior TABOR surpluses, the state
is obligated to refund $3.68 billion in the current FY 2023-24. The FY 2022-23 surplus is
expected to be refunded to taxpayers via the TABOR refund mechanisms under current law,
which are explained in greater detail below.

Forecasts for FY 2023-24 through FY 2025-26. State revenue subject to TABOR is projected to
exceed the Referendum C cap throughout the forecast period. Even with high 2022 inflation
resulting in a doubling of the growth rate used to calculate the FY 2023-24 Referendum C cap,
revenue in the current FY 2023-24 is expected to exceed the Referendum C cap by $1.78 billion.
Revenue is projected to exceed the cap by $1.79 billion in 2024-25 and by $2.01 billion in

FY 2025-26. Refunds of those amounts are expected to be returned to taxpayers in the fiscal
year following each surplus. The actual refund obligation in any given year will incorporate any
over- or under-refund of prior year surpluses.
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Relative to the September forecast, expectations for revenue subject to TABOR were increased in
FY 2023-24 and FY 2024-25 by about $77 million and $54 million, respectively, reflecting higher
expectations for the General Fund share of revenue subject to TABOR. The FY 2024-25 TABOR
limit growth rate is estimated to be 6.1 percent, down from 8.5 percent in FY 2023-24, based on
forecasted inflation and population growth in calendar year 2023.

Enterprise disqualification and requalification. When a state program no longer satisfies the
requirements to qualify as a TABOR enterprise, it is "disqualified.” The program’s revenue
becomes subject to TABOR and an upward adjustment equal to that revenue amount is also
made to the Referendum C cap.” Similarly, downward adjustments are made to both revenue
and the Referendum C cap when an enterprise requalifies. The certified TABOR surplus for FY
2022-23 includes enterprise adjustments for the Auraria Higher Education Center’s Tivoli Center
and for Adams State University, which were disqualified in FY 2021-22 and requalified in

FY 2022-23. Single-year enterprise adjustments have no net impact on the amount to be
refunded to taxpayers. However, if an enterprise remains disqualified for multiple years, growth
in that enterprise’s revenue between those years may increase (or decrease) the TABOR refund
obligation if its revenue grows faster (or slower) than the TABOR limit.

Risks to the forecast. Estimates of the TABOR surplus and TABOR refund obligation represent
the amount by which state revenue subject to TABOR is expected to exceed the Referendum C
cap. Therefore, any error in the General Fund or cash funds revenue forecasts will result in an
error of an equal amount in the TABOR refund forecast. Any forecast error for inflation or
population growth will also impact the TABOR situation by resulting in higher or lower allowable
growth in the Referendum C cap.

In an environment where large TABOR refunds are expected, TABOR insulates the General Fund
budget from the impacts of error in the General Fund revenue forecast. Greater than expected
General Fund revenue will result in a larger General Fund obligation for TABOR refunds, with no
net impact on the amount available for the General Fund budget. Lower than expected General
Fund revenue will result in a smaller obligation for TABOR refunds, and will impact the budget
only if the error is great enough to erase the entire projected TABOR surplus.

By contrast, error in the forecast for cash fund revenue subject to TABOR poses a risk to the
outlook for the General Fund budget. Greater than expected revenue from cash fund sources
would increase the General Fund obligation for TABOR refunds, thereby reducing the amount
available for the budget.

TABOR refund mechanisms. TABOR refund mechanisms and expected refund amounts are
shown in Figure 5. Current state law includes two ongoing refund mechanisms for FY 2023-24
and beyond. For FY 2022-23 only, there is one ongoing and three temporary refund
mechanisms. These mechanisms are discussed below.

The ongoing refund mechanism that applies for each year in the forecast period is the property
tax exemptions for seniors, veterans with a disability, and Gold Star spouses. Based on this
forecast, this mechanism is expected to be used for tax years 2023 through 2026. The six-tier

"For more information on TABOR and TABOR enterprises, see the Legislative Council Staff memoranda titled: “The TABOR Revenue
Limit", available at: https://leg.colorado.qgov/sites/default/files/r21-96 the tabor revenue limit 0.pdf and “State Government
Enterprises, available at: https.//leg.colorado.gov/sites/default/files/r21-99 state government enterprises 0.pdf.
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sales tax refund mechanism based on taxpayers’ incomes is expected to apply for tax years 2024
through 2026.

Table 7 on page 31 presents identical refunds for tax year 2023 and estimated six-tier sales tax
refund amounts for tax years 2024, 2025, and 2026.

Senate Bill 22-238 establishes an additional refund mechanism to refund a portion of the

FY 2022-23 surplus for tax year 2023 through reductions in the assessed valuations of residential
and nonresidential property, which determine property taxes. A portion of local governments’
foregone property tax revenue as a result of the bill is reimbursed by the state government, and
reimbursements up to $240 million are accounted as a TABOR refund mechanism under the bill.
Figure 5 includes this mechanism with the “Property Tax Refunds” label. The mechanism is
estimated to refund $237.1 million in property tax year 2023. This estimate includes a downward
revision relative to the September forecast due to updated estimates of assessed valuations,
which now include adjustments through the board of assessment appeals process that were not
initially reported by some counties.

House Bill 23B-1002 expands the state Earned Income Tax Credit (EITC) from 25 percent to

50 percent of the federal EITC for tax year 2023. The bill classifies this expansion to the EITC as a
TABOR refund mechanism for the FY 2022-23 TABOR surplus, after the property tax exemption
refund mechanisms.

Senate Bill 23B-003 requires that any amount that would otherwise be refunded via the six-tier
sales tax refund mechanism instead be refunded on returns for tax year 2023 in equal amounts
to all taxpayers who qualify for the six-tier sales tax refund.

Figure 5
Expected TABOR Refunds and Refund Mechanisms
Dollars in Millions
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Refunded in Tax Year: 2023 2024 2025 2026

Source: Legislative Council Staff September 2023 forecast.
*Includes $237.1 million to be refunded from the FY 2022-23 TABOR surplus under Senate Bill 22-238.
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Refunds made via property tax reductions reduce obligations that would otherwise be paid from
General Fund revenue. Refunds made via the EITC, identical refunds or sales tax refunds are paid
to taxpayers when they file their state income tax returns. TABOR refund mechanisms are
accounted for as an offset against the amount of surplus revenue restricted to pay TABOR
refunds, rather than as a revenue reduction. Therefore, the General Fund revenue forecast does
not incorporate downward adjustments as a result of refund mechanisms being activated.

Proposition Il and TABOR refund requirement. Proposition Il, passed by voters in November
2023, allows the state to keep and spend the $22.0 million in excess revenue over the 2020 Blue
Book estimate collected from Proposition EE taxes on cigarettes, tobacco products, and nicotine
products, plus interest. A total of $23.65 million will not be required to be refunded to
distributors of cigarettes, tobacco products, and nicotine products, and will instead be spent on
preschool programs.
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Table 7
Projected TABOR Refunds via the Identical and Six-Tier Sales Tax Refund Mechanisms

Tax Year 2023 Refunds from FY 2022-23 TABOR Refund Obligation

Taxpayer Distribution by AGI Single Filers Joint Filers
All Taxpayers $800 $1,600

Tax Year 2024 Refunds from FY 2023-24 TABOR Refund Obligation

Taxpayer Distribution by AGI Single Filers Joint Filers

upto  $53,000 $280 $560
$53,001 to $108,000 $374 $748
$108,001 to $173,000 $430 $860
$173,001 to $245,000 $511 $1,022
$245,001 to $322,000 $550 $1,100
$322,001 and up $885 $1,770

Tax Year 2025 Refunds from FY 2024-25 TABOR Refund Obligation

Taxpayer Distribution by AGI Single Filers Joint Filers

upto  $54,000 $279 $558
$54,001 to $111,000 $372 $744
$111,001 to $177,000 $428 $856
$177,001 to $251,000 $508 $1,016
$251,001 to $331,000 $547 $1,094
$331,001 and up $880 $1,760

Tax Year 2026 Refunds from FY 2025-26 TABOR Refund Obligation

Taxpayer Distribution by AGI Single Filers Joint Filers

upto  $56,000 $312 $624
$56,001 to $114,000 $416 $832
$114,001 to $182,000 $479 $958
$182,001 to $257,000 $569 $1,138
$257,001 to $338,000 $613 $1,226
$338,001 and up $986 $1,972

AGI = Adjusted gross income.
Note: Amounts do not include estimates for reimbursements to local
governments for property tax exemptions.
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Table 8

TABOR Revenue Limit and Retained Revenue
Dollars in Millions

Preliminary Estimate Estimate Estimate
FY 2022-23 FY 2023-24 FY 2024-25 FY 2025-26
TABOR Revenue
1 General Fund’ $17,468.0 $17,015.3 $18,013.3 $19,020.5
2 Cash Funds $2,758.0 $2,834.8 $2,954.9 $3,031.2
3 Total TABOR Revenue $20,225.9 $19,850.1 $20,968.2 $22,051.7
Revenue Limit
4  Allowable TABOR Growth Rate 4.2% 8.5% 6.1% 4.5%
5 Inflation (from Prior Calendar Year) 3.5% 8.0% 5.2% 3.5%
6 Population Growth (from Prior Calendar Year)? 0.7% 0.5% 0.9% 1.0%
7  TABOR Limit Base $13,445.2 $14,588.1 $15,477.9 $16,174.4
8  Voter Approved Revenue Change (Referendum C) $3,212.1 $3,485.1 $3,697.7 $3,864.1
9  Total TABOR Limit / Referendum C Cap? $16,657.3 $18,073.2 $19,175.6 $20,038.5
10 TABOR Revenue Above (Below) Referendum C Cap $3,568.6 $1,777.0 $1,792.6 $2,013.2
4.2% 8.5% 6.1% 45%
Retained/Refunded Revenue
11 | Revenue Retained under Referendum C* $3,212.1 $3,485.1 $3,697.7 $3,864.1
12 | Fiscal Year Spending (revenue available to be spent or saved) $16,657.3 $18,073.2 $19,175.6 $20,038.5
13 | Outstanding Underrefund Amount® $114.4
14 | Revenue Refunded to Taxpayers $3,683.1 $1,777.0 $1,792.6 $2,013.2
15  TABOR Reserve Requirement $499.7 $542.2 $575.3 $601.2

Totals may not sum due to rounding.

Revenue differs from the amount in the General Fund revenue summaries because of accounting adjustments across TABOR boundaries.

2Following each decennial census, the April 1 census population counts are used instead of July 1 population estimates for purposes of calculating the
growth factors for the TABOR limit. Population estimates are used in all other years for purposes of the growth calculation.

3This forecast assumes that all enterprises will maintain enterprise status. If an enterprise is disqualified, both revenue subject to TABOR and the
Referendum C cap will have equal upward adjustments.

4Revenue retained under Referendum C is referred to as "General Fund Exempt" in the budget.

>This amount represents under-refunds from prior years.
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General Fund Revenue

This section presents the outlook for General Fund revenue, the state’s main source of funding
for discretionary operating appropriations. The three primary sources of General Fund revenue
are individual income tax, sales tax, and corporate income tax collections. Other sources of
General Fund revenue include excise taxes (retail marijuana, tobacco, and liquor), insurance
premium tax, pari-mutuel tax, court receipts, and investment income. Table 10 on page 40
summarizes preliminary General Fund revenue collections for FY 2022-23 and projections for
FY 2023-24 through FY 2025-26; these are also illustrated in Figure 6, below.

Figure 6

General Fund Revenue Sources
Billions of Dollars
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*Forecast. Data for FY 2022-23 are preliminary.

**Other includes: use tax; retail marijuana special sales tax; cigarette, tobacco, and liquor excise taxes; Proposition EE
tobacco taxes; insurance premium tax; pari-mutuel wagering tax; court receipts; investment income; and
miscellaneous small sources that are not forecast independently.

Source: Office of the State Controller and Legislative Council Staff December 2023 forecast.

FY 2022-23 collections. Based on preliminary data from the State Controller, General Fund
revenue collections in FY 2022-23 increased by 1.7 percent over FY 2021-22 levels to total

$18.0 billion. A decline in individual income revenue was more than offset by strong collections
in sales tax revenue and corporate income tax revenue. Individual income tax receipts dropped
by 6.5 percent, reflecting the income tax rate cut in Proposition 121, and declines from

FY 2021-22 peak payments that reflected unusual taxpayer decision making in response to an
uncertain economy and evolving tax policy environment. Corporate income tax revenue jumped
50.9 percent compared to the year prior, fully offsetting the decline in individual income.

Revenue forecast. General Fund revenue is expected to fall by 2.7 percent in FY 2023-24, as
corporate revenue regresses from its 2022 peak, and then increase by 6.0 percent and

5.5 percent in FY 2024-25 and FY 2025-26, respectively. Individual income tax is the largest
component of General Fund revenue and is expected to fall slightly in the current year, but
bolster collections with strong growth through the rest of the forecast period. General Fund
revenue is expected to reach $19.60 billion in FY 2025-26.
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Risks to the forecast. Risks to the General Fund revenue forecast are elevated as economic
conditions remain uncertain, but downside risks continue to dissipate. Elevated inflationary
pressures and stronger-than-expected wage gains could boost sales and income tax collections
above the amounts projected in this forecast. Downside risks include monetary policy being a
drag on business activity, consumer spending, and employment, which would result in lower
General Fund collections.

Income Tax

Taxable income earned by all Colorado individuals and corporations is taxed at a flat rate of

4.4 percent. Proposition 121 reduced the income tax rate from 4.55 percent to 4.40 percent
beginning in tax year 2022. Income tax revenue is credited to the General Fund and is subject to
TABOR, except that:

e an amount equal to one third of one percent of taxable income is transferred to the State
Education Fund (SEF) and exempt from TABOR under Amendment 23, approved by voters
in 2000;

e beginning January 2023, an amount equal to one-tenth of one percent of taxable income is
transferred to the State Affordable Housing Fund and exempt from TABOR under
Proposition 123, approved by voters in November 2022; and

e beginning January 2023, an amount raised by requiring non-corporate taxpayers with
adjusted gross incomes over $300,000 to add back a portion of their federal standard or
itemized deductions when computing their Colorado taxable income is credited to the
General Fund, exempt from TABOR, and required to be spent for the healthy school meals
program created in Proposition FF, approved by voters in November 2022.

This section presents forecasts separately for income taxes paid by individuals and
non-corporate businesses, and for income taxes paid by C corporations.

Individual Income Tax

Individual income tax revenue is the largest source of General Fund revenue, accounting for
about 57 percent of revenue to the General Fund in FY 2022-23, before accounting for the SEF
and affordable housing transfers.

FY 2022-23. In FY 2022-23, individual income tax collections totaled $10.95 billion before the
SEF and affordable housing transfers, a decrease of 6.5 percent the year prior, as tax receipts
receded from a high of $11.72 billion reached in FY 2021-22. Throughout FY 2022-23, weak
estimated payments, declining cash returns, and higher refunds brought down income tax
revenue, despite healthy growth in wage withholdings from a strong labor market. Volatility in
estimated payments, cash with returns, and refunds largely reflects the impacts of federal and
state tax policy changes on taxpayers’' decision-making and ability to anticipate tax liability in an
evolving tax policy and economic environment.

Beginning in FY 2022-23, individual income tax revenue estimates include an upward adjustment
for Proposition FF, which requires taxpayers with adjusted gross income over $300,000 to add
back a portion of their federal standard or itemized deductions. The additional revenue from this
adjustment is TABOR-exempt General Fund revenue, and is required to be spent for the healthy
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school meals program. This provision increased revenue by $42.7 million in FY 2022-23 (a half-
year impact), and is expected to bring in $99.9 million in FY 2023-24.

Forecast for FY 2023-24. Individual income tax collections are expected to decline by

1.0 percent in FY 2023-24 to total $10.84 billion before the SEF and affordable housing transfers.
Expectations for revenue were increased by $11.3 million relative to the September 2023
forecast. The revision reflects upward adjustments to estimated payments and cash with returns
that more than offset downward adjustments to withholding. Through November 2023, fiscal
year growth in wage withholding is 3.8 percent, compared with 9.2 percent during the same
period last year. Moderating growth in wage withholding year-to-date is consistent with the
impacts of Proposition 121, as well as moderating wage and salary growth, down to an
estimated 5.8 percent in 2023, from 9.1 percent in 2022 (Figure 7 on page 36).

For most taxpayers, final payments for tax year 2022 were due on April 18, 2023. While data on
final payments are incomplete, available data suggest that net tax receipts for the 2022 tax year
were relatively flat compared with 2021. Table 9 presents net tax receipts for tax years 2021 and
2022, including forecast expectations for the remaining final payments for tax year 2022. As
shown in Table 9, an increase in refunds and reduction in cash with returns was offset by
increases in wage withholding and estimated payments. The preliminary estimate for income tax
revenue for FY 2022-23 is less than estimated tax year 2022 payments because it includes
accruals of anticipated tax revenue for tax year 2023.

Table 9
Individual Income Tax Receipts by Source, Tax Years 2021 and 2022’
Dollars in Millions

Tax Year 2021 Tax Year 2022

Actual Estimated Percent Change
Withholding $8,510 $9,222 8.4%
Estimated Payments $1,965 $2,484 26.4%
Cash With Returns? $1,964 $1,357 -30.9%
Refunds? ($1,471) ($2,132) 44.9%
Total $10,968 $10,931 -0.3%

Source: Office of the State Controller; Department of Revenue; and December 2023 Legislative Council
Staff forecast.

For illustrative purposes, withholding and estimated payments for a tax year show receipts between
February of that year and January of the following year. Cash with returns and refunds for a tax year
show transactions between January and December of the following year. Tax received during these time
periods may be for the current or any prior tax year, but are assumed to be representative of the tax
years indicated.

2Cash with returns and refunds for tax year 2022 include preliminary data for November 2023 and
forecasted transactions for December 2023. TABOR refund amounts that reduced final payments are
added to refunds.

Forecasts for FY 2024-25 and FY 2025-26. Individual income tax collections are expected to
grow by 9.3 percent in FY 2024-25 to $11.8 billion, and by 6.5 percent in FY 2025-26 to

$12.6 billion. Estimates for FY 2024-25 and FY 2025-26 were revised downward on net relative to
the September 2023 forecast, reflecting lower expectations for wage and salary growth in 2025.
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The revenue outlook is less certain than normal, owing to significant changes in state and
federal tax policy compounding already-high uncertainty in the underlying economic outlook,
with persistent inflation and tight monetary policy significantly raising risks to the outlook.

Figure 7

Selected General Fund Revenue Sources
Millions of Dollars in Monthly Collections
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Source: Office of the State Controller with Legislative Council Staff seasonal adjustments. Data are shown as a
three-month moving average on a cash basis. November 2023 collections are preliminary.

Legislative adjustments. This forecast includes significant adjustments for the future impacts of
recent legislation passed by the General Assembly on individual income tax revenue. For tax year
2024, House Bill 23-1112 expands the state Earned Income and Child Tax Credits.

House Bill 23-1272 establishes several new tax credits including for innovative motor vehicles
and trucks, industrial clean energy, electric bicycles, heat pumps, geothermal energy, and
sustainable aviation fuel. Eight bills enacted during the 2023 legislative session establish or
extend income tax credits, and are expected to reduce income tax revenue by between $136 and
$209 million annually during the forecast period. This forecast also includes adjustments for the
federal tax treatment of retirement plans, which is expected to increase state tax revenue by
between $21 million and $24 million in FY 2023-24 and FY 2024-25, respectively.

The forecast does not include an adjustment for House Bill 23B-1002, which increased the
earned income tax credit for tax year 2023. The bill requires that the expanded credit amount be
accounted as a TABOR refund, not a reduction in income tax revenue. The impact of the credit is
shown as affecting TABOR refunds in the TABOR Outlook section of the forecast.

Anschutz v. Colorado Department of Revenue. This forecast assumes that the state will be
required to pay retroactive state income tax refunds sought by the plaintiffs and other similarly-
situated taxpayers pursuant to the November 2022 Anschutz v. Colorado Department of Revenue
ruling, and incorporates downward adjustments for individual income tax revenue in FY 2023-24.
Any additional refunds issued pursuant to the decision will reduce revenue relative to the
forecast and therefore pose a significant downside risk to the income tax revenue outlook.
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Corporate Income Tax

Every C corporation that has property, payroll, or sales in Colorado is subject to the state
corporate income tax. Corporate income taxes have historically been a volatile revenue source
because they are highly responsive to economic conditions and to federal tax policy. In addition,
many corporations make strategic tax decisions about when and how to claim credits and
deductions, which makes it harder to estimate the amount of corporate tax revenue. Colorado
corporate income tax revenue has greatly exceeded expectations for the last two fiscal years,
posting record highs in both years. This forecast anticipates that corporate income taxes will
decline from their FY 2022-23 peak but remain well above trend levels from the 2010s. Recent
volatility illustrates how sensitive corporate income tax collections are to policy changes and
economic conditions, and points to elevated, bidirectional risk to the corporate income tax
forecast.

FY 2022-23. Preliminary corporate income tax collections increased by a stunning 50.9 percent
in FY 2022-23. The surge in corporate revenue nets out a reduction in tax revenue due to the
rate cut enacted in Proposition 121, now estimated at about $80 million.

Forecast for FY 2023-24. Corporate income tax collections are expected to fall in the current
FY 2023-24, as consumer demand and inflationary pressure ease, but remain high by historical
standards. Revenue is expected to total $1.98 billion in FY 2023-24, a decline of about

16.5 percent from the prior year. Relative to the September forecast, revenue was revised
upward by $99.5 million.

Forecast for FY 2024-25 and FY 2025-26. Corporate income tax collections are expected to
reach $1.83 billion in FY 2024-25 and $1.86 billion in FY 2025-26. Relative to the September
forecast, revenue was revised upward by $126.2 million in FY 2024-25 and $88.0 million in

FY 2025-26.

Why does corporate revenue continue to exceed expectations? Corporate income tax
revenue has been surprisingly high in many states across the country. One reason is the ongoing
impacts of the 2017 Federal Tax Cuts and Jobs Act, which made changes to federal corporate
credits and deductions, increasing federal taxable income. Colorado’s corporate taxable income
is based on federal taxable income such that any changes to federal additions and deductions
will flow through to Colorado'’s tax base. Data from the Colorado Department of Revenue show
business reclassifications from sole proprietorships and pass-through entities, for which taxes
are paid by individual business owners, to C corporations and partnerships, from which
corporate income taxes are collected. Finally, some states report that corporations overpaid
taxes for the 2022 tax year to reduce their future tax liability.

Sales Tax

The 2.9 percent state sales tax is assessed on the purchase of goods, except those specifically
exempted, and a relatively small collection of services. Sales tax revenue grew at a healthy 5.2
percent rate in FY 2022-23 and is expected to grow at a more sluggish pace of 2.5 percent in FY
2023-24. Growth has likely been cooled by receding inflation, accompanied by high interest
rates which contribute to tighter lending standards. Sales tax revenue growth is expected to pick
up to 4.1 percent in FY 2024-25, but remain low by historical standards. Growth will be tempered
in the near term as labor market conditions soften, inflation slowly cools, and household
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finances are constrained. Sales tax revenue is expected to accelerate again in FY 2025-26 as the
economy realizes a soft landing and restrictive monetary policy eases. Sales tax revenue
positively correlates with real personal income, which grew in 2023 and is expected to post an
even higher growth rate in 2024. Growth in personal income is expected to bolster growth in
sales tax collections despite rising consumer trepidation over their financial situations.

Relative to the September forecast, expectations for sales tax revenue were revised down by
$62.6 million in FY 2023-24 and $87.8 million in FY 2024-25. Downward revisions reflect
persistently slow growth in sales tax collections over 2023, with collections falling short of prior
forecast expectations in most months.

Use Tax

The 2.9 percent state use tax is due when sales tax is owed, but is not collected at the point of
sale. Use tax revenue is largely driven by capital investment among manufacturing, energy, and
mining firms. Use tax revenues recorded a weaker start to the fiscal year, posting seven
consecutive months of decline through November 2023. Use tax revenues are expected to
continue to decrease through FY 2023-24, ending the year down 6.9 percent, a reversal from the
8.0 percent growth rate posted in FY 2022-23. Use tax revenue is likely impacted by high interest
rates, weighing on investment in the industries driving use tax revenues, such as oil and gas,
construction, and manufacturing. Similar to sales tax revenue, growth in use tax revenue is
expected to accelerate in FY 2024-25 and FY 2025-26 as monetary policy eases and the
economy realizes a soft landing. Use tax is forecasted to grow at a 4.2 percent rate in FY 2024-
25 and another 7.0 percent in FY 2025-26.

Like sales tax, use tax expectations were revised down relative to those published in the
September forecast. Use tax receipts had fallen short of forecast expectations, with high interest
rates taking a more severe toll on collections than previously expected. The forecast was
downgraded by $23.2 million for FY 2023-24 and $33.8 million for FY 2024-25.

Proposition EE Cigarette, Tobacco, and Nicotine Taxes

Proposition EE increased cigarette and tobacco taxes, created a new tax on nicotine products,
and created a minimum price for cigarette sales. Revenue from the new taxes is exempt from
TABOR as a voter-approved revenue change. Proposition EE revenue is deposited in the General
Fund, transferred to the 2020 Tax Holding Fund, and distributed to fund tobacco education
programs, the General Fund and preschool programs.

Revenue from Proposition EE taxes totaled $235.0 million in FY 2022-23, and is expected to fall
to $202.2 million in the current fiscal year primarily due to a smaller accounting adjustment
compared to the previous year, as well as falling consumption in all three types of products. This
is an upward revision from prior forecasts following the passage of Proposition Il, as previous
forecasts had assumed that the tax rates would be reduced by 11.53 percent compared to the
rates that were outlined in Proposition EE. Table 10 shows expected revenue collections, while
equivalent transfers from the General Fund to the 2020 Tax Holding Fund are shown in Table 6
on page 18.
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Consumption of cigarettes, tobacco, and nicotine products fell in 2023 as consumers had less
disposable income for nonessential products. Cigarette revenue is the largest portion of
Proposition EE, making up 66 percent of total revenue in FY 2022-23. Cigarette use tends to
decline over time, but consumption has fall more steeply than normal in FY 2023-24, down 13.9
percent this year compared to the same period in FY 2022-23, consistent with a nationwide
trend. The minimum price for cigarettes is not expected to bring in additional sales tax revenue
through the forecast period, as high inflation has resulted in very few cigarette sales being
impacted by the price floor.

Nicotine is the next largest revenue stream, with revenue increasing due to an increased tax
rate, despite falling sales. Nicotine revenue is expected to continue to increase over the forecast
period but at a slower pace than previously expected, as nicotine consumption appears to be
more price-sensitive to increasing tax rates than was previously anticipated. Tobacco makes up
the rest of the Proposition EE revenue, bringing in $12.1 million in FY 2022-23. Tobacco revenue
is down 4.3 percent so far in the current fiscal year compared to the year prior, despite tobacco
prices increasing nationally.
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