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Executive Summary

This report presents the budget outlook based on current law and the March 2020 General Fund
revenue, cash fund revenue, and TABOR forecasts. This document 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

Figures from the Comprehensive Annual Financial Report indicate that the General
Fund ended FY 2018-19 with an 11.2 percent reserve, $448.3 million above the
7.25 percent statutory reserve.  Revenue subject to TABOR exceeded the
Referendum C cap by $428.3 million, resulting in a TABOR refund in FY 2019-20. The
TABOR refund obligation will be returned to taxpayers via a temporary income tax
rate reduction for tax year 2019 in addition to fully funding local government
reimbursements for property tax exemptions.

FY 2018-19

FY 2019-20 In FY 2019-20, the General Fund is expected to end the year with a 7.29 percent
reserve, $4.3 million above the 7.25 percent statutory reserve. These amounts
incorporate 2020 legislation that has been signed into law to date, including the
supplemental package for FY 2019-20. Revenue subject to TABOR is expected to fall
$247.7 million below the Referendum C cap.

The General Assembly has yet to adopt a budget for FY 2020-21. If appropriations
were held constant, the General Assembly is projected to have $27.3 million, or
0.2 percent, more to spend or save in the General Fund than what is budgeted to be
spent and saved in FY 2019-20. Revenue subject to TABOR is expected to fall below
the Referendum C cap by $629.6 million.

FY 2020-21
Unbudgeted

Risks to the forecast. The spread of the novel coronavirus and associated disease, COVID-19, and the
efforts to contain the disease pose a significant downside risk to this economic and revenue forecast.
This forecast assumes short-term contractions in consumer and business activity over the next several
months resulting from efforts to stem the spread of COVID-19. This contraction will reduce state
revenue in both the current FY 2019-20 and FY 2020-21. Significant uncertainty remains about the
actions of consumers, businesses, and investors, as well as health officials and government agencies
in the months ahead. While a near-term contraction is certain, this contraction could lead to a
prolonged and severe pullback in economic activity. The risk of recession in calendar year 2020 is
elevated and poses significant downside risk to this forecast.

Cash Fund Revenue

Cash fund revenue subject to TABOR totaled $2.44 billion in FY 2018-19, an increase of $133.7 million,
or 5.9 percent, from the prior fiscal year. The most significant increase was in severance tax collections,
which grew by $112.2 million, or 78.4 percent. The improvement in oil and gas production activity
and rising prices boosted taxes levied on natural resources extracted in 2018.
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Total cash fund revenue subject to TABOR in the current FY 2019-20 is expected to total $2.34 billion,
a decline of 3.9 percent from the previous year. The crude oil market rout and drop in travel activity
due to the COVID-19 virus disruption that began to meaningfully affect the state in early March is
expected to impact several cash fund sources in the current year and in the following fiscal year. In
FY 2020-21, revenue is expected to decline further by $52.9 million, or 2.3 percent, before rebounding
to trend levels of economic activity in FY 2021-22.

Economic Outlook

Conditions in the U.S. and Colorado economies are changing by the hour on news of the new
coronavirus. The economy entered March with the tailwinds of low unemployment, high consumer
confidence, and growing personal income. In 2019 and early 2020, businesses and manufacturing
activity were constrained by the tight labor market, global supply chain disruptions, and safety
concerns regarding the Boeing 737 MAX airliner. As the severity of the coronavirus and the potential
threat to human life became apparent to the public in late February and early March of this year,
financial markets reacted and attracted the attention of the world.

The public health response has been proportional to the threat of the virus, which has caused
significant economic disruptions in the U.S. and globally. The travel industry experienced
plummeting reservations on cancelled conferences, a lack of demand for flights, fewer hotel stays, and
cruise cancelations. Colleges and universities have cancelled in-person instruction, major sporting
and civic events have been cancelled or delayed, schools have been closed for extended periods, and
the public has responded by preparing for periods of self-quarantine. These actions will reduce the
number of COVID-19-related deaths if they are successful at limiting the spread of the virus.

An additional concern to the economy is low oil prices. With low global demand for oil, Russia and
Saudi Arabia announced production increases the week of March 9, 2020, plummeting the price of
West Texas Intermediate Crude to $32.98 per barrel. It is unprofitable to produce oil at this price for
many domestic oil and gas producers, including most Colorado producers. The industry is resilient,
but if these price levels persist, there will be significant contractions in the oil and gas industry that
will add additional stress to the U.S. economy.

This forecast anticipates that current actions to maintain social distancing will continue over the next
several months and that they will be successful in slowing the spread of the coronavirus. These actions
are expected to provide needed assistance to the health care system and stem the number of lives lost.
They will also allow the economy to reboot later this year and recover to trend levels of economic
activity in 2021.

Discussion of the economic outlook begins on page 31, and summaries of expectations for the U.S. and
Colorado economies are presented, respectively, in Tables 15 and 16 on pages 56 and 57.

March 2020 Executive Summary Page 4



General Fund Budget Overview

This section presents the General Fund overview based on current law. A summary of the General
Fund overview is shown in Table 1. This section also presents expectations for the following;:

statutory transfers to transportation and capital construction funds (Table 2);
General Fund transfers to the State Education Fund (Figure 1);

the disposition of fiscal policies dependent on revenue collections (Tables 3 and 4);
General Fund rebates and expenditures (Table 5); and

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

FY 2018-19

Based on the Comprehensive Annual Financial Report released by the Office of the State Controller,
the General Fund ended FY 2018-19 with an 11.2 percent reserve, $448.3 million higher than the
statutorily required 7.25 percent reserve. Based on the August 30 TABOR certification, revenue
exceeded the Referendum C cap by $428.3 million, resulting in a TABOR refund in FY 2019-20. The
TABOR refund obligation is being returned to taxpayers via a temporary income tax rate reduction
for tax year 2019 only, in addition to fully funding the senior homestead and disabled veteran property
tax exemptions.

FY 2019-20

The General Fund is expected to end the year with a 7.29 percent reserve totaling $880.6 million. This
amount is $4.3 million higher than the statutorily required 7.25 percent reserve. These amounts
incorporate expenditure impacts from 2020 legislation signed into law to date, including
supplemental packages (House Bill 20-1242 through House Bill 20-1249), House Bill 20-1019, House
Bill 20-1261, and House Bill 20-1246. Any other legislation enacted during the 2020 session that
impacts revenue, expenditures, or transfers in the current fiscal year will change these amounts.

Relative to the December forecast, expectations for the FY 2019-20 year-end balance have been reduced
by $179.6 million. The difference reflects downward revisions to both General Fund and cash funds
revenue to reflect the impact of COVID-19 on economic activity and revenue collections. Gross
General Fund revenue expectations were reduced by $396.1 million with reductions across all major
revenue streams. Expectations for cash fund revenue subject to TABOR were revised downward by
$148.8 million relative to December, on reduced expectations for transportation-related revenue,
gaming revenue, and severance tax collections. Revenue subject to TABOR is expected to fall below
the Referendum C cap by $247.7 million.

FY 2020-21 (Unbudgeted)

Because a budget has not yet been enacted for FY 2020-21, Table 1 (line 20) shows the amount of
revenue available in FY 2020-21 relative to the amount budgeted to be spent or saved in FY 2019-20.
Based on this forecast, the General Assembly will have $27.3 million, or 0.2 percent, more to spend or
save in the General Fund than what is budgeted for FY 2019-20. This amount assumes FY 2020-21
transfers, rebates and expenditures, and TABOR refund obligations under current law. In particular,
it is assumed that the entire reimbursement to local governments for the senior homestead and
disabled veteran property tax exemptions will be paid from FY 2020-21 General Fund revenue, as no
FY 2019-20 TABOR surplus will be available for this purpose. The $27.3 million amount also assumes
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that the FY 2019-20 year-end reserve of $880.6 million is carried forward into the beginning reserve
for FY 2020-21. Any changes made to the budget for FY 2019-20 will carry forward into FY 2020-21.

Relative to the December forecast, gross General Fund revenue expectations for FY 2020-21 were
reduced by $749.9 million on reduced revenue expectations attributable to economic distortions
related to the containment of COVID-19. Expectations for cash fund revenue subject to TABOR were
reduced by $242.6 million. Revenue subject to TABOR is expected to fall below the Referendum C cap
by $629.6 million.

Risks to the Forecast

This forecast is based on actual collections data for the first eight months of the fiscal year
(July through February). Collections for these eight months historically have accounted for about
62 percent of total General Fund collections in a fiscal year. The largest share of revenue is collected
during the regular income tax filing season, which runs from January through April. This means that
over a third of collections in the current FY 2019-20 have yet to come in, all of which are expected to
reflect COVID-19-related distortions.

Changes to current law and economic downturns tend to be the largest drivers of forecast error. This
forecast is subject to significant uncertainty given the rapidly evolving economic and policy
environment surrounding efforts to contain the spread of COVID-19.

COVID-19 uncertainty and recession risk. The spread of the novel coronavirus and associated
disease, COVID-19, and the efforts to contain the disease pose a significant downside risk to the
economic and related revenue forecasts. This forecast assumes short-term contractions in consumer
and business activity over the next several months resulting from efforts to stem the spread of
COVID-19. This contraction will reduce state revenue in both the current FY 2019-20 and FY 2020-21.
Significant uncertainty remains about the actions of consumers, businesses, and investors, as well as
health officials and government agencies in the months ahead. While a near-term contraction is
certain, this contraction could lead to a prolonged and severe pullback in economic activity. The risk
of recession in calendar year 2020 is elevated and poses significant downside risk to this forecast.

Conversely, COVID-19 may be contained more quickly than expected, resulting in a rapid return to
the sustained economic expansion following the current slowdown and market volatility.
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Table 1
General Fund Overview
Dollars in Millions
FY 2018-19 FY 2019-20 FY 2020-21 FY 2021-22

Funds Available Actual Estimate Estimate Estimate
1 Beginning Reserve $1,366.0 $1,262.6 $880.6 *
2 General Fund Revenue $12,564.6 $12,546.6 $12,725.1 $13,652.1
3 Transfers from Other Funds (Table 6) $38.0 $65.0 $12.8 $14.6
4 Total Funds Available $13,968.6 $13,874.2 $13,618.5 *
5 Percent Change 12.3% -0.7% -1.8% *

Expenditures Actual Budgeted Estimate Estimate
6 General Fund Appropriations Subject to Limit! $11,230.5 $12,086.2 * *
7 Adjustments to Appropriations 2 28.2 * * *
8 TABOR Refund Obligation Under Art. X, §20, (7)(d)3 $428.5 $0.0 $0.0 $0.0
9 Rebates and Expenditures (Table 5) $249.8 $142.7 $305.7 $312.0

10 Transfers to Other Funds (Table 6) $219.8 $198.5 $253.1 $267.1

11 Transfers to the State Education Fund (SB 13-234 & SB 19-246) $25.0 $40.3 $0.0 $0.0

12 Transfers to Transportation Funds (Table 2) $495.0 $300.0 $50.0 $50.0

13 Transfers to Capital Construction Funds (Table 2) $180.5 $225.8 $20.0 $20.0

14 Total Expenditures $12,857.3 $12,993.6 * *

15 Percent Change 14.6% 1.1% * *

16 Accounting Adjustments* $151.3 * * *

Reserve Actual Budgeted Estimate Estimate

17 Year-End General Fund Reserve $1,262.6 $880.6 * *

18 Year-End Reserve as a Percent of Appropriations 11.2% 7.3% * *

19 Statutorily Required Reserve® $814.2 $876.3 * *

20 Amount in Excess or (Deficit) of Statutory Reserve $448.3 $4.3 * *

21 Excess Reserve as a Percent of Expenditures 3.5% 0.0% * *

Perspectives on FY 2020-21 (Unbudgeted) Estimate Estimate

Scenario: Hold FY 2019-20 Appropriations Constant®

22  Amount in Excess or (Deficit) of 7.25% Statutory Reserve $27.3 *

23 As a Percent of Prior-Year Expenditures 0.2% *

Addendum Actual Estimate Estimate Estimate

24 Percent Change in General Fund Appropriations 7.6% 7.3% * *

25 5% of Colorado Personal Income Appropriations Limit $14,479.0 $15,537.7 $16,647.1 $17,646.0

26 Transfers to State Education Fund per Amendment 23 $692.8 $680.1 $687.8 $734.0

Totals may not sum due to rounding. * Not estimated.
lIncludes bills signed into law to date, including the FY 2019-20 supplemental package, HB 20-1019, HB 20-1261, and HB 20-1246.
2FY 2018-19 overexpenditures for the Department of Health Care Policy and Financing pursuant to HB 20-1246.

SPursuant to Section 24-75-201 (2), C.R.S., the TABOR refund obligation is required to be set aside during the year it is collected to be refunded
in the following fiscal year.

“For FY 2018-19, assumes the 2019 Colorado Basic Financial Statements General Fund budgetary fund balance. Also reflects a $0.1 million
underfunded for the FY 2014-15 TABOR surplus; this amount is restricted in the General Fund from FY 2014-15 revenue and required to be
refunded with the FY 2018-19 TABOR surplus.

The required reserve is calculated as a percent of operating appropriations, and is required to equal 7.25 percent in FY 2018-19 and each year
thereafter.

This scenario holds appropriations in FY 2020-21 equal to appropriations in FY 2019-20 (line 6) to determine the total amount of money available
relative to FY 2019-20 expenditures, net of the obligations in lines 7 through 13.
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General Fund Transfers to Transportation and Capital Construction

Statutory transfers from the General Fund to transportation and capital construction funds are shown
in Table 2. In the General Fund overview shown in Table 1, these transfers are reflected on lines 12
and 13. Other noninfrastructure-related transfers to and from the General Fund are summarized in
Table 6, and shown on lines 3 and 10 of Table 1.

Table 2
Infrastructure Transfers from the General Fund
Dollars in Millions

Transportation Funds 2018-19 2019-20 2020-21 2021-22
SB 18-001 $495.0 $200.0 $50.0 $50.0
SB 19-262 $100.0

Total $495.0 $300.0 $50.0 $50.0

Capital Construction Funds 2018-19  2019-20 2020-21 2021-22

HB 15-1344* $20.0 $20.0 $20.0
SB 17-262 $60.0 $60.0
HB 18-1006 $0.7
HB 18-1340 $119.8
HB 19-1250 $0.2
SB 19-172 $0.1
SB 19-214 $145.5
Total $180.5 $225.8 $20.0 $20.0

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

General Fund contributions to transportation. Senate Bill 17-267, which authorized $1.88 billion in
certificates of participation (COPs) for transportation projects, requires General Fund appropriations
for COP-related lease payments beginning in FY 2018-19. Under current law, these General Fund
appropriations are expected to total $100 million annually by FY 2021-22. These appropriations are
included in line 6 of Table 1, and not included in Table 2.

Senate Bill 18-001 created one-time General Fund transfers for transportation of $495 million in
FY 2018-19 and $150 million in FY 2019-20. These amounts are apportioned to the State Highway
Fund, a new Multimodal Transportation Options Fund, and county and municipal governments.
Senate Bill 18-001 authorizes 20 years of additional transfers to the State Highway Fund set at
$50 million per year beginning in FY 2019-20. Additionally, Senate Bill 19-262 authorized a
$100 million transfer to the Highway Users Tax Fund in FY 2019-20 only.

State Education Fund

The Colorado Constitution requires the State Education Fund (SEF) to receive one-third of 1 percent
of taxable income. Money in the SEF is required to be used to fund kindergarten through twelfth
grade public education. In FY 2019-20, the State Education Fund is expected to receive $680 million
as a result of this requirement. Relative to the December 2019 forecast, this March forecast
incorporates reduced expectations for taxable income attributable to COVID-19-related distortions in
the economy. As a result, relative to the December 2019 forecast, expectations for this SEF diversion
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were reduced by $21.3 million in FY 2019-20, and by $43.5 million in FY 2020-21. Expectations for
these diversions and other SEF transfers under current law are shown in Figure 1.

In addition to the SEF diversion, 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). General Fund transfers
to the SEF pursuant to Senate Bill 13-234, which have occurred annually since FY 2013-14, are
scheduled to end after FY 2018-19. The 2019 school finance act, Senate Bill 19-246, includes a one-time
$40.3 million General Fund transfer to the State Education Fund in FY 2019-20, after which only
constitutionally required diversions are scheduled under current law.

Figure 1
Revenue to the State Education Fund
Dollars in Millions

$1,800
$1.600 Transfer totals in bold $1,598
Other Transfers*
$1,400 | gsenate Bill 13-234
$1,200 Constitutionally Required**
$1,000 L
$720
$800 $718 $688 $741
$638 $625 $642 e
$600 $545 $70.7 $548 $565 $40.3
$400 | $121 $329
$200
$0
SR NN L I\ R N A I S P AN 1
F F NN XY Y

Source: Colorado State Controller’s Office and Legislative Council Staff forecast (f).

*Includes transfers under SB 09-260 for FY 2008-09, SB 11-183 and SB 11-156 for FY 2011-12, HB 12-1338
for FY 2012-13 and FY 2013-14, and HB 14-1342 for FY 2014-15, and SB 19-246 for FY 2019-20.
**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.

Fiscal Policies Dependent on Revenue Conditions

Contingent tax expenditures. Two state tax expenditures are “triggered” by certain state revenue
conditions. Table 3 summarizes the availability of these tax policies, each of which is described in
greater detail below.

¢ The historic preservation income tax credit is available for tax years 2018 and 2019. The historic
preservation income tax credit will be available on for tax years 2018 and 2019 based on the
December 2017 and December 2018 forecasts, respectively. These forecasts expected sufficient
revenue to grow appropriations by more than 6.0 percent in FY 2017-18 and FY 2018-19. This
credit is repealed beginning tax year 2020.

¢ Partial refundability of the conservation easement tax credit is available for tax year 2019, but
is not expected to be available for tax years 2020, 2021, or 2022. The conservation easement
income tax credit is available as a nonrefundable credit in most years. In tax years when the state
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refunds a TABOR surplus, taxpayers may claim an amount up to $50,000, less their income tax
liability, as a refundable credit. Because a TABOR surplus was collected in FY 2018-19, the credit
was partially refundable for tax year 2019. This forecast does not expect a TABOR surplus in each
of FY 2019-20, FY 2020-21, and FY 2021-22. Therefore, partial refundablility of the credit is not
expected to be available for tax years 2020, 2021, or 2022.

Table 3
Availability of Tax Policies Dependent on Revenue Conditions

Fiscal Policy Availability Criteria Availability
Historic Property Preservation December forecast immediately Available in tax years 2018
Income Tax Credit before the tax year when the and 2019. Repealed in tax
(Section 39-22-514, C.R.S.) credit becomes available that year 2020.

predicts sufficient General Fund
revenue to grow General Fund
appropriations by 6 percent.

Revenue reduction of less than
$1.0 million per tax year*

Conservation Easement Tax Credit TABOR surplus. Available in tax year 2019
Partial Refundability due to the FY 2018-19
(Section 39-22-522 (5)(b)(Il), C.R.S.) TABOR surplus. Not

expected to be available in
tax years 2020, 2021, or
2022.

Revenue reduction of about
$5.0 million per tax year*

*Estimates may differ in future analyses.

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. These transfers are continent based on the balance in the UPTF as of June 1 and the
Legislative Council Staff June 2021, 2022, and 2023 forecasts. For the fiscal year in which a relevant
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 greater of $30 million, or the UPTF fund balance. As presented in Table 4, based on this
March forecast, a transfer is expected for both FY 2020-21 and FY 2021-22 because revenue is expected
to be below the cutoff. However, the June 2021 and June 2022 forecasts will determine the actual
amount of this transfer. A forecast is not yet available for FY 2022-23.

Table 4
Availability of Transfers from the Unclaimed Property Tax Fund Under HB 19-1322

FY 2020-21 FY 2021-22  FY 2022-23
Estimate Estimate Estimate
1 Forecast that Determines Availability June 2021 June 2022 June 2023
2 Available UPTF Balance* $126.3 million $126.3 million
3 Referendum C Cap $15,412.3 million  $15,951.7 million
4 Transfer Cutoff (line 3 minus $30 million)  $15,382.3 million ~ $15,921.7 million Forfcaft
5 Revenue Subject to TABOR $14,782.7 millon _ $15,809.0 million "7 =
6 Revenue Above or (Below) Cutoff $599.6 million $112.7 million
7 Transfer Amount** $30.0 million $30.0 million

*The estimate of the available balance in the UPTF is based on the most recent five-year average.
**Actual transfer amounts will depend on the UPTF fund balance and future forecast expectations.
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Table 5
General Fund Rebates and Expenditures
Dollars in Millions

Actual Percent Estimate Percent Estimate Percent Estimate Percent

Category FY 2018-19 Change FY 2019-20 Change FY 2020-21 Change FY 2021-22 Change
Senior and Veterans Property Tax Exemptions $145.9 10.3% $152.1 4.2% $163.6 7.5% $170.0 4.0%

TABOR Refund Mechanism* -$39.5 -$152.1 $0.0 $0.0

Cigarette Rebate $9.4 -3.8% $9.4 0.1% $9.0 -3.8% $8.8 -2.3%
Old Age Pension Fund $86.8 -4.9% $83.5 -3.8% $81.5 -2.4% $80.6 -1.2%
Aged Property Tax and Heating Credit $5.5 13.0% $6.3 13.1% $6.6 4.5% $6.1 -6.6%
Older Coloradans Fund $10.0 -60.0% $10.0 0.0% $10.0 0.0% $10.0 0.0%
Interest Payments for School Loans $7.4 48.3% $6.5 -11.9% $6.5 -0.1% $6.5 0.0%
Firefighter Pensions $4.2 -3.4% $4.3 1.4% $4.4 2.7% $4.5 2.7%
Amendment 35 Distributions $0.8 -2.7% $0.8 -2.2% $0.8 -2.1% $0.8 -0.9%
Marijuana Sales Tax Transfer to Local Governments $19.3 11.5% $21.9 13.7% $23.3 6.5% $24.7 5.8%
| Total Rebates and Expenditures $249.8 -14.1% $142.7  -42.9% $305.7 114.3% $312.0 2.1%

Totals may not sum due to rounding.

*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.

March 2020
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Table 6
Cash Fund Transfers
Dollars in Millions

Transfers to the General Fund 2018-19 2019-20 2020-21 2021-22
HB 05-1262 Amendment 35 Tobacco Tax $0.8 $0.8 $0.8 $0.8
gg ig:igf & Limited Gaming Fund $16.4 $11.2 $12.1 $13.8
gg g;gg & State Employee Reserve Fund $23.0
HB 18-1338 Reduced Revenue Severance Tax Transfers $20.8
SB 19-158 Pet Animal Care and Facility Fund $0.01 $0.01 $0.01
SB 19-261 Unclaimed Property Trust Fund $30.0
Total Transfers to the General Fund $38.0 $65.0 $12.8 $14.6
Transfers from the General Fund 2018-19 2019-20 2020-21 2021-22
SB 11-047 Bioscience Income Tax Transfer to OEDIT $6.9 $6.9 $7.1 $7.6
SB 14-215 Marijuana Tax Cash Fund $125.0 $141.7 $150.8 $159.5
HB 14-10161 Procurement Technical Assistance Cash Fund $0.2 $0.2
SB 15-244 & State Public School Fund $20.1 $24.8 $26.4 $28.0
SB 17-267
HB 16-11612 Older.C.oloradans Fund & Veterans Grant Program Fund $16.9 $0.0
(conditional)
HB 16-1288 Industry Infrastructure Fund $0.3
SB 17-255 Technology Advancement and Emergency Fund $2.0
HB 18-1323 Pay For Success Contracts Pilot Program Funding $0.4 $0.5 $0.5 $0.4
HB 18-1338 Reduced Revenue Severance Tax Transfers $27.4
HB 18-1363 Recommendations Of Child Support Commission $0.04 $0.04 $0.04 $0.04
HB 18-1357 Behavioral Health Care Ombudsperson Parity Reports $0.01
HB 18-1423 Rural Fire Protection District Equipment Grants $0.3
SB 18-0163 Transitioning from Criminal & Juvenile Justice System $0.4 $0.0 $0.0 $0.0
SB 18-132 1332 State Waiver Catastrophic Health Plans $0.01
SB 18-280 Tobacco Litigation Settlement Cash Fund $20.0
HB 19-1026 Parks and Wildlife Fines $0.4 $0.4 $0.4
HB 19-1147 Traumatic Brain Injury Program $0.5
HB 19-1168 & Reinsurance Cash Fund
HB 19-1245 $15.0 $59.7 $19.7
ES gigg Division of Insura_nce Cash _Fund_ for Out—of—Network
' Health Care Services, Insulin Prices, Investments in
HB 19-1233, . ) > $0.3 $0.2 $0.2
HB 19-1269. Primary Car_e, Mental Health Parity, and Disclosure of
HB 19-1283 Insurance Liability Coverage
HB 19-1245 Housing Development Grant Fund $8.2 $8.0 $51.3
Total Transfers from the General Fund $219.8  $198.5 $253.1 $267.1
| Net General Fund Impact ($181.8) ($133.5) ($240.3) ($252.5) |

1The transfer is contingent upon the receipt of at least $200,000 in gifts, grants, and donations by the relevant contractor.

2HB 16-1161 requires transfers to the Older Coloradans Fund (95%) and the Veterans Assistance Grant Program Cash Fund (5%) of any excess
General Fund moneys set aside for reimbursements to local governments for the Senior Homestead and Disabled Veteran property tax
exemptions.

3SB 18-016 transfers any unexpended Department of Public Safety appropriation for community corrections to a Department of Local Affairs cash
fund for transitional offender housing. There were no unexpended appropriations for FY 2018-19 and no transfer was made. This forecast
assumes that all future community corrections appropriations will be expended and that no transfer will be made in future years.

March 2020 General Fund Budget Overview Page 12



TABOR Outlook

This section presents the state TABOR refund obligation for FY 2018-19 and the outlook for the state’s
TABOR situation through FY 2021-22. Forecasts for TABOR revenue are summarized in Table 8 on
page 16 and illustrated in Figure 2, which also provides a history of the TABOR limit base and the
Referendum C cap.

Figure 2
TABOR Revenue, TABOR Limit Base, and the Referendum C Cap
Dollars in Billions

$17 Amounts Above/(Below) the Referendum C Cap:

FY 2018-19: $428.3 million*
$16  FY 2019-20: ($247.7 million)
$15 FY 2020-21: ($629.6 million)
$14 FY 2021-22: ($142.7 million)

$13

$12 Bars Represent Revenue
$11 | Subject to TABOR
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Referendum C Cap
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Source: Office of the State Controller and Legislative Council Staff. f = Forecast.
*The refund amount for FY 2018-19 differs from the surplus amount because it includes underrefunds
and other adjustments to previous TABOR surpluses.

FY 2018-19. The State Controller’s Schedule of TABOR Computations for FY 2018-19 indicates that
state revenue subject to TABOR exceeded the Referendum C cap by $428.3 million in FY 2018-19.
After accounting for a small outstanding refund obligation attributable to underrefunds of prior
TABOR surpluses, the state is obligated to refund $428.5 million in the current FY 2019-20.

TABOR refunds are made to taxpayers first via property tax exemptions administered at the county
level. After subtracting the property tax exemption amount estimated in September 2019, the
remaining refund obligation triggered a temporary income tax rate reduction for 2019 income taxes
on tax returns filed in 2020. After accounting for the expected impacts of these two mechanisms, the
remainder to be refunded was estimated to be about 49¢ per taxpayer. Because the refund amount
rounded to less than $1 per taxpayer, the sales tax refund mechanism was not used on 2019 tax forms.

FY 2019-20 through FY 2021-22. Consistent with downward revisions to the General Fund and cash
fund revenue forecasts discussed in later sections of this forecast document, state revenue subject to
TABOR is expected to fall short of the Referendum C cap in all three years of the current forecast
period. Table 7 compares forecast expectations for revenue subject to TABOR between the
December 2019 forecast and this March 2020 forecast.
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Table 7
Change in TABOR Estimates, December 2019 to March 2020
Dollars in Millions

FY 2019-20 March December Change
TABOR Revenue $14,701.2 $15,253.1 ($552.0)
General Fund* $12,357.5 $12,760.7 ($403.2)
Cash Funds* $2,343.7 $2,492.5 ($148.8)
Referendum C Cap $14,948.8 $14,948.8 $0.0
Revenue Above/(Below) Ref C Cap ($247.7) $304.3 ($552.0)
FY 2020-21 March December  Change
TABOR Revenue $14,782.7 $15,779.5 ($996.8)
General Fund* $12,491.9 $13,246.1 ($754.2)
Cash Funds* $2,290.8 $2,533.4 ($242.6)
Referendum C Cap $15,412.3 $15,412.3 $0.0
Revenue Above/(Below) Ref C Cap ($629.6) $367.3 ($996.8)
FY 2021-22 March December  Change
TABOR Revenue $15,809.0 $16,374.3 ($565.3)
General Fund* $13,405.4 $13,786.6  ($381.2)
Cash Funds* $2,403.6 $2,587.6 ($184.0)
Referendum C Cap $15,951.7 $15,920.9 $30.8
Revenue Above/(Below) Ref C Cap ($142.7) $453.4 ($596.1)

*These figures may differ from the revenues reported in the General Fund and cash fund
revenue summary tables because of accounting adjustments across TABOR boundaries.

Because revenue is expected to fall short of the Referendum C cap in all three years, this forecast
projects that the state will not incur an obligation for TABOR refunds through at least FY 2021-22. As
a result, no refunds to taxpayers are expected to be made via property tax exemptions or refund
mechanisms using the income tax form through tax year 2022.

Accounting of State Highway Fund revenue. The State Highway Fund (SHF) in the Department of
Transportation primarily receives distributions of fuel tax and registration fee revenue allocated via
the Highway Users Tax Fund, which is subject to TABOR when initially collected, and
transportation-related payments to Colorado from the federal government, which are exempt from
TABOR as federal funds.

As shown in Table 11 on page 25, the SHF also directly received $39.9 million in revenue subject to
TABOR during FY 2018-19. This amount primarily included interest income and payments from local
governments used to generate matching grants for local transportation projects. Pursuant to an
Attorney General’s opinion regarding the accounting of these funds, the Office of the State Controller
is expected to treat SHF revenue from local governments as TABOR-exempt beginning in FY 2019-20.
This forecast correspondingly excludes expected local government payments to the SHF from its
calculation of transportation-related cash fund revenue subject to TABOR. Revenue credited to the
SHF from other sources, such as interest income, is still accounted as subject to TABOR and forecast
accordingly.
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Income tax rate. The state income tax rate was temporarily reduced from 4.63 percent to 4.50 percent
for tax year 2019 to refund part of the FY 2018-19 TABOR surplus. Because no TABOR surplus is
expected for FY 2019-20, the income tax rate will return to 4.63 percent for tax year 2020.

The rate reduction refunds revenue collected during FY 2018-19 that was restricted in the General
Fund to pay TABOR refunds required in FY 2019-20. It does not reduce the amount of income tax
revenue accrued to the General Fund for FY 2019-20 and subsequent years.

Homestead exemption reimbursements. In years when the state refunds a TABOR surplus, revenue
over the TABOR limit is first required to be refunded to senior and disabled veteran homeowners via
state reimbursements to local governments for the senior and disabled veteran property tax
exemptions. This amount correspondingly reduces the General Fund obligation that would otherwise
be required for reimbursements.

As shown in Table 5 on page 11, the restricted FY 2018-19 TABOR surplus was more than enough to
fully fund the FY 2019-20 property tax exemption reimbursement obligation, now estimated at
$152.1 million. Because the state is not expected to collect a TABOR surplus in FY 2019-20 or
FY 2020-21, Table 5 shows that the reimbursement obligations for FY 2020-21 and FY 2021-22 will be
paid from General Fund revenue in those years, rather than restricted prior year TABOR surpluses.
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Table 8

TABOR Revenue Limit and Retained Revenue

Dollars in Millions

Actual Estimate Estimate Estimate
FY 2018-19 FY 2019-20 FY 2020-21 FY 2021-22
TABOR Revenue
1 General Fund?! $12,350.4 $12,357.5 $12,491.9 $13,405.4
2 Cash Funds $2,438.0 $2,343.7 $2,290.8 $2,403.6
3 Total TABOR Revenue $14,788.4 $14,701.2 $14,782.7 $15,809.0
Revenue Limit
4 Allowable TABOR Growth Rate 4.8% 4.1% 3.1% 3.5%
5 Inflation (from Prior Calendar Year) 3.4% 2.7% 1.9% 2.2%
6 Population Growth (from Prior Calendar Year) 1.4% 1.4% 1.2% 1.3%
7 TABOR Limit Base? $11,759.3 $12,241.5 $12,621.0 $13,062.7
8  Voter Approved Revenue Change (Referendum C) $2,600.7 $2,459.7 $2,161.7 $2,746.3
9  Total TABOR Limit / Referendum C Cap $14,360.1 $14,948.8 $15,412.3 $15,951.7
10 TABOR Revenue Above (Below) Referendum C Cap $428.3 ($247.7) ($629.6) ($142.7)
Retained/Refunded Revenue
11 Revenue Retained under Referendum C?2 $2,600.7 $2,459.7 $2,161.7 $2,746.3
12 Fiscal Year Spending (revenue available to be spent or saved) $14,360.1 $14,701.2 $14,782.7 $15,809.0
13 Outstanding Underrefund Amount? $0.1
14 | Revenue Refunded to Taxpayers* $428.5 $0.0 $0.0 $0.0
15 TABOR Reserve Requirement $430.8 $441.0 $443.5 $474.3

Totals may not sum due to rounding.

1General Fund revenue differs from the amount in the General Fund revenue summary because of accounting adjustments across TABOR boundaries.
’Revenue retained under Referendum C is referred to as “General Fund Exempt” in the budget.

3This amount is restricted in the General Fund as part of the TABOR refund obligation for FY 2014-15.

“Pursuant to Section 24-75-201 (2), C.R.S., revenue above the Referendum C cap is required to be set aside during the year it is collected to be refunded in
the following fiscal year. For example, excess revenue collected in FY 2018-19 was set aside in the budget for FY 2018-19 to be refunded in FY 2019-20 on
tax returns for tax year 2019.
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General Fund Revenue

This section presents the Legislative Council Staff outlook for General Fund revenue, the state’s
main source of funding for operating appropriations. Table 9 on page 21 summarizes General Fund
revenue collections for FY 2018-19 and projections for FY 2019-20 through FY 2021-22.

FY 2018-19. Final figures from the Office of the State Controller indicate that General Fund revenue
totaled $12.6 billion after accounting for the diversion to the State Education Fund under
Amendment 23. Revenue increased 7.2 percent, or $0.8 billion, relative to FY 2017-18.

FY 2019-20. General Fund revenue collections are expected to decrease 0.1 percent during the current
fiscal year. Expectations were reduced $396.1 million, or 3.1 percent, relative to the December 2019
forecast. Some of the reduction in expectations reflects lower-than-expected revenue collections
during the winter months, particularly in individual income tax estimated payments. However, most
of the revision is attributable to decreases in economic activity expected to manifest over the final
months of the fiscal year. Economic distortions associated with actions to stem the spread of the
COVID-19 virus are expected to constrain corporate and small business proprietors’ income,
investment income, and retail trade activity. Reduced revenue expectations for the latter part of the
fiscal year are broad-based across most revenue streams, though the extent of the slowdown depends
on the level of dispersion of the virus and the duration and pervasiveness of business closures.

FY 2020-21. Revenue collections are expected to grow 1.4 percent from FY 2019-20 levels and total
$12.7 billion. Revenue expectations were reduced $749.9 million, or 5.6 percent, relative to the
December 2019 forecast. The downward revision reflects expectations that subdued business
investment and consumer activity and supply-side constraints from a slowdown in global trade will
continue into the second half of calendar year 2020 and weigh on income tax collections for the 2020
tax year.

FY 2021-22. Revenue is expected to rebound, increasing 7.3 percent in FY 2021-22 to total $13.7 billion.
The forecast anticipates reacceleration to revenue growth as business and consumer activity
normalize. The largest revenue streams, individual income tax revenue and sales tax revenue, are
expected to grow at a moderate-to-strong pace.

Risks to the forecast. Risks to the forecast are heavily skewed to the downside and the risk of
recession in 2020 is elevated. General Fund revenue is sensitive to the pervasiveness and duration of
economic disruptions resulting from public health measures employed to contain and control the
COVID-19 virus. This forecast assumes that business income, wage payments, and consumer
spending will recover following disruptions concentrated in the second quarter of 2020, when
business activity is expected to slow considerably and consumers are expected to spend less. Under
this scenario, certain industries, including airlines, hotels, restaurants, and entertainment, are
expected to experience near-term contractions in activity. If disruptions continue for alonger duration
or additional industries are impacted, the state economy will enter a recession. This possibility poses
significant downside risk to the General Fund revenue collections.
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Further, the March 2020 oil price collapse is expected to reduce tax collections from oil producers,
downstream businesses, and their employees. The forecast assumes that collections from these
taxpayers will recover later in FY 2020-21, but sustained low oil prices will weaken the industry and
result in lower revenue than estimated. Conversely, a recovery in global crude oil prices could result
in stronger than expected revenue during the forecast period.

Expiring tax expenditures. This forecast estimates state revenue under current state and federal law.
Under current state law, certain tax expenditures available now are scheduled to expire within the
forecast period. Where applicable, the forecast includes upward adjustments to revenue projections
to account for the expiration of these tax expenditures.

Individual income tax. Individual income tax revenue includes revenue collected from households,
businesses other than C corporations, and fiduciaries paying the state’s 4.63 percent income tax on
their Colorado taxable income. Most individual income tax revenue is credited to the General Fund,
though an amount of revenue representing one-third of 1 percent of taxable income is diverted to the
State Education Fund (SEF) and used for school finance purposes. This portion is exempt from the
TABOR limit as a voter-approved revenue change under Amendment 23. Payers of the individual
income tax are the most significant contributors to the General Fund. The tax accounted for just over
60 percent of FY 2018-19 General Fund revenue, net of the SEF diversion.

FY 2019-20. Individual income tax revenue increased 6.6 percent over the first eight months of
FY 2019-20 compared with the same period of FY 2018-19. Despite the strength in collections through
February, revenue is expected to increase 0.5 percent to total $8.3 billion for the current fiscal year.
The uncertainty surrounding COVID-19 is expected to shift taxpayer behavior, exacerbating the
income impacts of COVID-19-related business closures and dampened consumer activity. Individual
income tax revenue expectations for the current fiscal year were revised downward by $241.3 million,
or 2.8 percent, relative to those published in December 2019, accounting for over half of the decrease
in gross General Fund revenue expectations for the current fiscal year.

Wage withholding, the largest component of individual income tax revenue, has seen strong increases
fiscal year-to-date, reflecting recent wage increases and a withholding form change from the
Department of Revenue (Figure 3, left). As quarantines and business closures begin to affect wage
and salary income, wage withholding will weaken, beginning as soon as March 2020. For the 2020 tax
year, both federal and state tax administrators changed the format of forms used by employers to
determine tax withholding. The new state form requires higher withholding from some employees.
This forecast assumes that elevated withholding during the first half of the 2020 tax year will result in
elevated refunds of overpaid taxes when taxpayers file their annual returns next year.

FY 2020-21. The outlook for individual income tax collections has become less certain for FY 2020-21
on an elevated risk of recession. This forecast anticipates that individual income tax revenue will total
$8.5 billion, increasing 2.1 percent over the prior fiscal year. Weakness in the oil and gas and related
industries and impacts of the COVID-19 pandemic will put downward pressure on wages and will
reduce business incomes for several industries. Relative to the December 2019 forecast, expectations
were reduced by $527.0 million, accounting for nearly two-thirds of the reduction in expectations for
gross General Fund revenue in FY 2020-21. The decrease is attributable to reduced expectations for
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estimated payments and wage withholding, and increased expectations for refunds of overpaid 2020
taxes during the regular filing period next year.

Figure 3
Selected Sources of General Fund Revenue
Millions of Dollars Collected per Month

Individual Income Tax Withholding Sales Tax
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Source: Office of the State Controller and Department of Revenue. Data are seasonally adjusted by
Legislative Council Staff using the Census x12 method. Data are shown on a cash-accounting basis as
three-month moving averages. Data are through February 2020. February 2020 data are preliminary.

FY 2021-22. Revenue is expected to grow 7.3 percent and reach $9.1 billion in FY 2021-22 as wages
and business activity rebound from COVID-19-related economic distortions. Relative to the
December 2019 forecast, expectations were reduced by $291.0 million, accounting for lower growth in
prior years.

TABOR refund mechanism. The FY 2018-19 TABOR surplus triggered a temporary income tax rate
reduction during tax year 2019. This TABOR refund mechanism temporarily reduces the state income
tax rate from 4.63 percent to 4.50 percent for one year only, unless the state collects a sufficiently large
TABOR surplus to trigger the rate reduction for a second year. The rate reduction refunds revenue
collected during FY 2018-19 that has been restricted in the General Fund to pay TABOR refunds
required in FY 2019-20.

Sales taxes. 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 receipts are expected to
increase 5.3 percent to total $3.2 billion during the current FY 2019-20 before growing by 1.9 percent
in FY 2020-21 and 8.2 percent in FY 2021-22. Sales tax collections are shown in the right panel of
Figure 3. The uptick in growth year-to-date during FY 2019-20 is largely attributable to legislative
changes in House Bill 19-1240, which changed how out-of-state, including online, sales are taxed.
These changes have boosted collections that otherwise would reflect slower consumer activity.
Significant downside risks to the sales tax forecast may emerge depending on the pervasiveness and
duration of the COVID-19 outbreak. The food services, accommodation, travel, and entertainment
industries are expected to face the strongest headwinds as large gatherings are cancelled or
postponed, and tourists cancel vacation plans. Durable goods purchases are also projected to decline
as consumers delay large purchases amid economic uncertainty.
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Use taxes. 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 collections surged during FY 2018-19, growing 11.5 percent to total
$345.5 million on the strength of a recovering energy industry. However, capital investments have
fallen this fiscal year. Revenue is expected to reverse course and decline during FY 2019-20 and
FY 2020-21 by 43.9 percent and 5.0 percent, respectively, before recovering with 16.5 percent growth
in FY 2021-22. QOil industry capital expenditures have slowed on tight credit conditions and weak
global demand. Recent price shocks will continue to reduce use tax collections from the energy
industry.

Legislative changes and the rules promulgated by the Department of Revenue to collect out-of-state
retail sales tax will gradually convert retail use tax collections, around 64 percent of total use tax
collections as of FY 2018-19, to sales tax collections. This trend will also put downward pressure on
collections throughout the forecast period.

Corporate income tax. After reaching record levels in FY 2018-19, corporate income tax revenue will
decline in the next two fiscal years. Corporate income tax revenue totaled $919.8 million in FY 2018-19,
the highest level of collections in the state’s history on the back of a strong economy, federal tax law
changes that took effect in 2018, and a large audit concluded by the Department of Revenue.
Collections are expected to decline 13.9 percent to $792.2 million in FY 2019-20 and decline an
additional 9.0 percent to $720.9 million in FY 2020-21 as the full extent of the demand and supply
shocks ripple through the economy and manifest in reduced payments. Corporate income tax revenue
will fall on lower profits as firms experience weakened demand, increased input costs, and disruption
to the workforce due to COVID-19-related distortions.

Corporate income tax revenue is volatile and the revenue stream has significant exposure to at least
two sectors that are expected to suffer significant hits: the oil and gas industry and the travel industry.
To the extent that economic performance falls short of expectations, corporate income tax revenue will
likewise be lower than forecast. This forecast expects an immediate reduction in corporate income tax
revenue in the last four months of the current fiscal year and weakness throughout calendar year 2020.
Compared with the December 2019 forecast, expectations for corporate income tax collections were
reduced $54.3 million in FY 2019-20 and $77.0 million in FY 2020-21.
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Table 9

General Fund Revenue Estimates

Dollars in Millions

Actual Percent Estimate Percent Estimate Percent Estimate Percent
Category FY 2018-19 Change FY 2019-20 Change FY 2020-21 Change FY 2021-22 Change
Excise Taxes
Sales $3,054.0 4.4 $3,214.5 5.3 $3,276.9 1.9 $3,545.3 8.2
Use $345.5 11.5 $193.8 -43.9 $184.1 -5.0 $214.6 16.5
Retail Marijuana Sales $193.2 14.9 $219.1 13.4 $233.2 6.5 $246.7 5.8
Cigarette $32.6 -5.8 $32.0 -1.7 $30.8 -3.8 $30.1 -2.3
Tobacco Products $22.3 35.8 $23.9 7.5 $25.4 6.1 $26.5 4.3
Liquor $48.3 3.9 $50.1 3.7 $52.2 4.1 $53.8 3.2
Total Excise $3,695.9 5.5 $3,733.4 1.0 $3,802.6 1.9 $4,117.0 8.3
Income Taxes
Net Individual Income $8,247.0 8.8 $8,286.9 0.5 $8,464.0 2.1 $9,081.3 7.3
Net Corporate Income $919.8 17.6 $792.2 -13.9 $720.9 -9.0 $745.3 3.4
Total Income Taxes $9,166.8 9.7 $9,079.1 -1.0 $9,184.9 1.2 $9,826.6 7.0
Less: Portion Diverted to the SEF -$692.8 12.3 -$680.1 -1.8 -$687.8 1.1 -$734.0 6.7
Income Taxes to the General Fund $8,474.0 9.5 $8,399.0 -0.9 $8,497.1 1.2 $9,092.6 7.0
Other Sources
Estate $0.0 NA $0.0 NA $0.0 NA $0.0 NA
Insurance $314.7 3.6 $339.4 7.9 $354.0 4.3 $369.6 4.4
Pari-Mutuel $0.5 -1.7 $0.5 -1.4 $0.5 2.0 $0.5 -1.0
Investment Income $26.5 35.8 $33.7 27.1 $29.8 -11.7 $30.8 35
Court Receipts $4.2 -5.3 $4.6 10.7 $4.4 -4.3 $4.3 -2.3
Other Income $48.9 25.7 $35.9 -26.5 $36.7 2.1 $37.2 1.5
Total Other $394.7 -17.8 $414.2 4.9 $425.4 2.7 $442.5 4.0
Gross General Fund Revenue $12,564.6 7.2 $12,546.6 -0.1 $12,725.1 1.4 $13,652.1 7.3

Totals may not sum due to rounding. NA = Not applicable. SEF = State Education Fund.
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Cash Fund Revenue

Table 10 summarizes the forecast for cash fund revenue subject to TABOR. The largest revenue
sources are motor fuel taxes and other transportation-related revenue, gaming taxes, and severance
taxes. The end of this section also presents the forecasts for marijuana sales and excise tax, Federal
Mineral Lease, and unemployment insurance revenue. These forecasts are presented separately
because they are not subject to TABOR limitations.

FY 2018-19. Final figures from the Office of the State Controller indicate cash fund revenue subject to
TABOR totaled $2.44 billion in FY 2018-19, an increase of $133.7 million or 5.9 percent from the prior
fiscal year. The most significant increase was in severance tax collections, which grew by
$112.2 million, or 78.4 percent. The improvement in oil and gas production activity and in rising prices
aided taxes levied on the extraction of natural resources. Transportation-related revenue, the largest
source of cash fund revenue subject to TABOR, was flat, adding just over $500,000, as the pace of
economic expansion slowed.

Forecast for FY 2019-20 through FY 2021-22. Total cash fund revenue subject to TABOR in the current
FY 2019-20 is expected to total $2.34 billion, a decline of 3.9 percent from the previous year. The crude
oil market rout and drop in travel activity due to the COVID-19 virus disruption that began to
meaningfully affect the state in early March are expected to impact several cash fund sources in the
current and the following fiscal years. Specifically, revenue to transportation-related, gaming, and
severance cash funds are expected to decline in FY 2019-20 and FY 2020-21 before picking up in
FY 2021-22.

Transportation-related revenue subject to TABOR totaled $1,275.9 million in FY 2018-19.
Transportation revenue will decrease 3.2 percent in FY 2019-20 and by 0.6 percent in FY 2020-21 before
growing by 2.9 percent in FY 2021-22. The forecast for TABOR revenue to transportation-related cash
funds is shown in Table 11.

The largest source of revenue into the Highway Users Tax Fund (HUTF) is the motor fuel excise tax
(22¢ per gallon of gasoline and 20.5¢ per gallon of diesel fuel). After remaining relatively flat in
FY 2018-19, growth in fuel excise tax collections is expected to decline by 2.9 percent in
FY 2019-20 and 1.5 percent in FY 2020-21 on slower economic growth in the state, more workers
telecommuting, and a broad decline in public activity. The HUTF also receives revenue from other
sources, including registration fees. In FY 2018-19, total registration fees were relatively flat, but are
expected to grow at 1.6 percent in FY 2019-20, as collections under the new system normalize, and at
0.9 percent in FY 2020-21. Total HUTF revenue is expected to decrease 1.2 percent to $1,095.5 million
in FY 2019-20 and by 0.5 percent to $1,089.8 million in FY 2020-21.

The State Highway Fund (SHF) is the primary fund for the state Department of Transportation to
meet state transportation needs. Revenue allocated from the HUTF is subject to TABOR when it is
originally collected in the HUTF, but it is not counted against the TABOR limit a second time when
allocated to the SHFE. The SHF receives money from HUTF allocations, interest earnings, and, prior to
FY 2019-20, from local government matching grants. The state Attorney General issued an opinion in
March 2020 stating that local government matching grants are no longer subject to TABOR, thus
reducing SHF revenue for the current and subsequent fiscal years. Based on collections year-to-date
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and incorporating the accounting change, SHF revenue subject to TABOR is expected to decrease

36.5 percent to $25.3 million in FY 2019-20 and by 1.2 percent to $25.0 million in FY 2020-21.

Table 10
Cash Fund Revenue Subject to TABOR
Dollars in Millions

Actual Estimate Estimate Estimate
FY 2018-19 FY 2019-20 FY 2020-21 FY 2021-22 CAAGR*
Transportation-Related $1,275.9 $1,235.4 $1,228.4 $1,263.8
Percent Change 0.0% -3.2% -0.6% 2.9% -0.3%
Severance Tax $255.2 $140.5 $46.1 $56.1
Percent Change 78.4% -45.0% -67.2% 21.8% -39.6%
Gaming Revenuel $107.0 $98.3 $98.7 $101.6
Percent Change 0.1% -8.2% 0.4% 3.0% -1.7%
Insurance-Related $22.6 $24.9 $23.8 $22.9
Percent Change 26.7% 10.3% -4.4% -3.8% 0.5%
Regulatory Agencies $78.8 $80.3 $81.5 $82.4
Percent Change -2.1% 1.9% 1.6% 1.1% 1.5%
Capital Construction-Related Interest? $4.7 $8.3 $6.5 $5.4
Percent Change 1.6% 74.7% -22.1% -15.8% 4.6%
2.9% Sales Tax on Marijuana3® $10.8 $12.0 $12.2 $12.4
Percent Change -33.1% 11.9% 1.6% 1.4% 4.9%
Other Cash Funds $683.0 $744.1 $793.6 $858.9
Percent Change 3.5% 8.9% 6.7% 8.2% 7.9%
Total Cash Fund Revenue* $2,438.0 $2,343.7 $2,290.8 $2,403.6
Subject to the TABOR Limit 5.8% -3.9% -2.3% 4.9% -0.5%

Totals may not sum due to rounding.

*CAAGR: Compound average annual growth rate for FY 2018-19 to FY 2021-22.
1Gaming revenue in this table does not include Amendment 50 revenue because it is not subject to TABOR.

2Includes interest earnings to the Capital Construction Fund, the Controlled Maintenance Trust Fund, and transfers from

certain enterprises.

3Includes revenue from the 2.9 percent sales tax collected from the sale of medical and retail marijuana. This revenue is

subject to TABOR.

Other transportation cash fund revenue subject to TABOR is expected to decline 10.1 percent to total
$114.5 million in FY 2019-20, and decline again by 0.8 percent in FY 2020-21 before reaccelerating to
5.9 percent in FY 2021-22. Other transportation revenue is from the sale of aviation and jet fuel, certain
registration fees, and driving fines, some of which were also affected by the switch to the new
revenue administration system. Weaker collections are largely attributable to lower expectations for
aviation fuel revenue, as fewer people are expected to travel over the next several months, and on
lower-than-expected registration-related fees.

Revenue to the Statewide Bridge Enterprise is not subject to TABOR and is shown as an addendum
to Table 11. Revenue to this enterprise is expected to grow 1.6 percent to $118.4 million in FY 2019-20,
and 1.1 percent to $119.4 million in FY 2020-21. Revenue from the bridge safety surcharge fee typically
grows at the same rate as vehicle registrations.
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Table 11
Transportation Revenue by Source
Dollars in Millions

Actual Estimate Estimate Estimate
FY 2018-19 FY 2019-20 FY 2020-21 FY 2021-22 CAAGR*

Highway Users Tax Fund (HUTF)

Motor and Special Fuel Taxes $654.9 $636.0 $626.3 $646.0 -0.5%
Percent Change -0.1% -2.9% -1.5% 3.1%
Total Registrations $382.7 $389.0 $392.4 $396.4 1.2%
Percent Change -0.2% 1.6% 0.9% 1.0%
Registrations $229.1 $232.7 $235.1 $236.8
Road Safety Surcharge $132.2 $134.2 $135.7 $136.6
Late Registration Fees $21.4 $22.1 $22.6 $23.1
Other HUTF Receipts? $71.1 $70.5 $71.1 $73.8 1.2%
Percent Change 1.7% -0.8% 0.8% 3.8%
Total HUTF $1,108.7 $1,095.5 $1,089.8 $1,116.2 0.2%
Percent Change 0.1% -1.2% -0.5% 2.4%
State Highway Fund (SHF)?2 $39.9 $25.3 $25.0 $27.2 -12.0%
Percent Change -1.8% -36.5% -1.2% 8.8%
Other Transportation Funds $127.4 $114.5 $113.6 $120.3 -1.9%
Percent Change 0.0% -10.1% -0.8% 5.9%
Aviation Fund? $33.7 $26.8 $25.0 $29.9
Law Enforcement-Related* $8.6 $8.5 $8.4 $8.3
Registration-Related® $85.1 $79.3 $80.2 $82.2
Total Transportation Funds $1,275.9 $1,235.4 $1,228.4 $1,263.8 -0.3%
Percent Change 0.0% -3.2% -0.6% 2.9%

Totals may not sum due to rounding.

*CAAGR: Compound average annual growth rate for FY 2018-19 to FY 2021-22.

lincludes daily rental fee, oversized overweight vehicle surcharge, interest receipts, judicial receipts, drivers' license fees, and
other miscellaneous receipts in the HUTF.

2Includes only SHF revenue subject to TABOR. Beginning in FY 2019-20, SHF revenue subject to TABOR no longer
includes local government grants and contracts.
SIncludes revenue from aviation fuel excise taxes and the 2.9 percent sales tax on the retail cost of jet fuel.

4Includes revenue from driving under the influence (DUI) and driving while ability impaired (DWAI) fines.

SIncludes revenue from Emergency Medical Services registration fees, emissions registration and inspection fees, motorcycle
and motor vehicle license fees, and POST Board registration fees.

Addendum: TABOR-Exempt FASTER Revenue

Actual Estimate Estimate Estimate

FY 2018-19 FY 2019-20 FY 2020-21 FY 2021-22 CAAGR*

Bridge Safety Surcharge $116.2 $118.1 $119.4 $120.2 2.9%
Percent Change 3.6% 1.6% 1.1% 0.7%

Note: Revenue to the Statewide Bridge Enterprise from the bridge safety surcharge is TABOR-exempt and therefore not included
in the table above. Itis included as an addendum for informational purposes.
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Severance tax revenue, including interest earnings, totaled $255.2 million in FY 2018-19 and is
expected to total $140.5 million in FY 2019-20, before falling to $46.1 million in FY 2020-21. Severance
tax revenue is more volatile than other revenue sources due to the boom-bust nature of the oil and gas
sector and Colorado’s tax structure. The forecast for the major components of severance tax revenue
is shown in Table 12.

Severance tax collections from oil and natural gas totaled $235.7 million in FY 2018-19 and are forecast
to decline 45.7 percent in FY 2019-20 to $127.9 million as collections are expected to deteriorate for the
remainder of the fiscal year. Oil and natural gas severance tax revenue will decline 74.6 percent in
FY 2020-21 to $32.4 million as low oil prices will significantly constrain the U.S. oil and gas sector.

Table 12
Severance Tax Revenue Forecast by Source
Dollars in Millions

Actual Estimate Estimate Estimate
FY 2018-19 FY 2019-20 FY 2020-21 FY 2021-22 CAAGR*
Oil and Gas $235.7 $127.9 $32.4 $42.3 -43.6%
Percent Change 86.8% -45.7% -74.6% 30.4%
Coal $3.6 $2.7 $2.5 $2.4 -12.7%
Percent Change -4.9% -22.9% -8.0% -6.0%
Molybdenum and Metallics $2.4 $2.4 $2.5 $2.5 0.3%
Percent Change -15.0% 0.3% 0.3% 0.3%
Total Severance Tax Revenue $241.7 $133.1 $37.4 $47.1 -42.0%
Percent Change 82.0% -44.9% -71.9% 26.0%
Interest Earnings $13.5 $7.4 $8.7 $9.0 -12.5%
Percent Change 32.1% -45.2% 17.5% 4.1%
Total Severance Tax Fund
Revenue $255.2 $140.5 $46.1 $56.1 -39.6%
Percent Change 78.4% -45.0% -67.2% 21.8%

*CAAGR: Compound average annual growth rate for FY 2018-19 to FY 2021-22.

Global oil prices declined 24 percent on March 9, 2020, the second largest one-day decline on record
as Russia and Saudi Arabia abandoned supply levels to keep global oil supply balanced and moved
to capture market share. Global production surged on top of weak global demand. With the impacts
of COVID-19 and already muted global economic activity, there is less demand for oil as there are
fewer goods to transport, less manufacturing activity, and flights are canceled. Prices will remain low
throughout 2020 and put increasing pressure on the Colorado oil and gas industry.

Historically, supply reductions have followed price declines by about six months. Production declines
in Colorado will start to take hold in the first half of FY 2020-21 causing revenues to crater. Property
taxes for 2019 have already been paid on near historic production levels, which will reduce severance
taxes to $0 for many oil wells in 2020 through the ad valorem credit. This forecast is consistent with
average Colorado oil prices of $36.81 per barrel in 2020 and $48.20 per barrel in 2021. Natural gas
prices are forecast at $1.89 per thousand cubic feet in 2020 and $2.32 per thousand cubic feet in 2021.

It is unclear how far production of oil and natural gas will fall as a result of prolonged low oil prices.

The forecast was adjusted to account for production declines, but it will take at least six months before
companies report reduced production.
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More information about the oil and gas severance tax can be found in the Legislative Council Staff
memo posted here: http://leg.colorado.gov/publications/effective-tax-rates-oil-and-natural-gas.

Coal severance tax revenue declined 4.9 percent in FY 2018-19 and will decline through the forecast
period as electricity generation continues to transition away from coal to renewable sources and
natural gas. Based on current year-to-date collections, coal severance taxes are expected to decline
22.9 percent in FY 2019-20 to $2.7 million and 8.0 percent to $2.5 million in FY 2020-21.

Metal and molybdenum mines are expected to pay $2.4 million in severance taxes on the value of
minerals produced in FY 2019-20 and $2.5 million in FY 2020-21. Mining activity at the two
molybdenum mines in Colorado, the Climax Mine outside Leadville and the Henderson Mine outside
Empire, is fairly constant when the mines are in operation.

Finally, interest earnings on severance tax revenue are expected to total $7.4 million in FY 2019-20 and
$8.7 million in FY 2020-21. Interest earnings in FY 2019-20 will be based on a higher average balance
in severance tax accounts following the passage of Senate Bill 19-016. SB 19-016 distributes severance
tax revenue in the year following when the revenue is collected; therefore, the principal builds through
the fiscal year generating interest revenue.

Limited gaming revenue includes taxes, fees, and interest earnings collected in the Limited Gaming
Fund and the State Historical Fund. Most of this revenue is subject to TABOR. Revenue attributable
to Amendment 50, which expanded gaming beginning in FY 2009-10, is TABOR-exempt. The state
limited gaming tax is a graduated tax assessed on casino adjusted gross proceeds, the amount of
wagers collected less the amount paid to players in winnings, in the three state-sanctioned gaming
municipalities: Black Hawk, Central City, and Cripple Creek. Casinos on tribal lands in southwestern
Colorado are not subject to the state tax.

Limited gaming revenue subject to TABOR totaled $104.8 million in FY 2018-19 and is expected to
decline by 8.2 percent to $98.3 million in FY 2019-20 before ticking up a modest 0.4 percent in
FY 2020-21. Colorado casinos have seen declining revenue to date this fiscal year. The fiscal year
decline will be exacerbated as many consumers reduce their time spent in public places to stem the
spread of COVID-19. Additionally, three casinos came under new ownership in December and
another three in January, which lowers the gaming tax to the lowest tax bracket for casinos under the
new owners. Gaming taxes are forecast to reaccelerate to 3.0 percent in FY 2021-22, as tourism and
leisure spending increases.

By statutory formula, gaming tax revenue subject to TABOR cannot grow faster than 3.0 percent
annually, but growth in tax revenue is expected to be supplemented by higher fee and interest
earnings. Annual growth in gaming tax revenue that exceeds 3.0 percent is attributed to
Amendment 50 and exempt from TABOR. Years when total gaming tax revenue grows by more than
2.8 percent therefore result in disproportionately higher distributions of Amendment 50 revenue. This
revenue primarily supports the state community college system. In FY 2018-19, gaming tax revenue
remained relatively flat, resulting in flat Amendment 50 revenue, which is a significant slowdown
from the prior year’s growth of over 30 percent.

March 2020 Cash Fund Revenue Page 27


http://leg.colorado.gov/publications/effective-tax-rates-oil-and-natural-gas

Sports betting was legalized in the state after the passage of House Bill 19-1327 in the 2019 legislative
session, as well as the passage of Proposition DD during the November 2019 election. The statutory
deadline for implementation is May 2020, when sports betting will be legal both at the casinos in the
three gaming towns and online through casinos. A forecast of sports betting revenue will be available
in future forecasts, once tax collections data for several months become available.

Revenue collected from sports betting activity will include licensing fees, set at between $1,200 and
$2,000 per operator and master license biannually, an operations fee, and tax revenue, which is set at
10 percent of casinos” net sports betting proceeds. As voter approved revenue, sports betting tax
revenue will not be subject to the TABOR limit; however, the fee revenue will be subject to TABOR.
License fees collected through February total about $72,000. A Sports Betting Operations Fee was
created under the rules adopted by the Limited Gaming Commission to cover a portion of
administrative costs. The intent of the fee is to cover the remaining costs after license fees are paid,
and will be set by the commission before June 1% of each fiscal year.

Total marijuana tax revenue equaled $262.9 million in FY 2018-19, a 4.6 percent increase from the
prior year and the slowest growth in marijuana tax revenue since legalization. ~Marijuana tax
revenues will continue to grow through the forecast period reaching $307.4 million in FY 2019-20 and
$330.6 million in FY 2020-21. The majority of the revenue from the marijuana industry is voter
approved revenue exempt from TABOR; however, the 2.9 percent state sales tax is included in the
state’s revenue limit. Tax revenue from marijuana sales is shown in Table 13.

The special sales tax is the largest marijuana revenue source, and is taxed at a rate of 15 percent of the
retail price of marijuana. Special sales tax revenue is expected to reach $219.1 million in FY 2019-20
and $233.2 million in FY 2020-21. The state distributes 10 percent of the special sales tax to local
governments and retains the rest to be used in the Marijuana Tax Cash Fund, the General Fund, and
the State Public School Fund. The excise tax is the second largest source of marijuana revenue and is
dedicated to the BEST Fund for school construction. The excise tax is expected to generate
$76.3 million in FY 2019-20 and $85.1 million in FY 2020-21.

The excise tax is based on the calculated or actual Figure 4
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The 2.9 percent state sales tax rate applies to medical marijuana and marijuana accessories purchased
at a retail marijuana store. Medical marijuana sales tax revenue is expected generate $10.5 million in
FY 2019-20 and remain flat through the forecast period, generating $10.6 million in FY 2020-21 and
$10.6 million in FY 2021-22. Retail marijuana dispensaries will remit the state sales tax on marijuana
accessories totaling $1.2 million in FY 2019-20 and $1.3 million in FY 2020-21. Revenue from the
2.9 percent sales tax is deposited in the Marijuana Tax Cash Fund and is subject to TABOR.

More information about how marijuana tax revenue is used in the state budget can be found on the
Colorado Legislative Council Staff website here: http://leg.colorado.gov/publications/marijuana-
revenue-state-budget

Table 13
Tax Revenue from the Marijuana Industry
Dollars in Millions

Actual Estimate Estimate Estimate
FY 2018-19 FY 2019-20 FY 2020-21 FY 2021-22 CAAGR*

Proposition AA Taxes

Special Sales Tax $193.2 $219.1 $233.2 $246.7 8.5%
State Share of Sales Tax $173.9 $197.2 $209.9 $222.0
Local Share of Sales Tax $19.3 $21.9 $23.3 $24.7
15% Excise Tax $58.9 $76.3 $85.1 $90.5 15.4%
Total Proposition AA Taxes $252.2 $295.4 $318.3 $337.2 10.2%
2.9 Sales Tax (Subject to TABOR)
2.9% Sales Tax on Medical Marijuana $9.4 $10.5 $10.6 $10.6 4.3%
2.9% Sales Tax on Retail Marijuana $1.1 $1.2 $1.3 $1.4
TABOR Interest $0.3 $0.3 $0.3 $0.4
Total 2.9% Sales Tax $10.8 $12.0 $12.2 $12.4 4.9%
Total Taxes on Marijuana $262.9 $307.4 $330.6 $349.6 10.0%

*CAAGR: Compound average annual growth rate for FY 2018-19 to FY 2021-22.

Federal Mineral Lease (FML) revenue is the state's portion of the money the federal government
collects from mineral production on federal lands. Collections are mostly determined by the value of
mineral production on federal land and royalty rates between the federal government and mining
companies. Since FML revenue is not deposited into the General Fund and is exempt from TABOR,
the forecast is presented separately from other sources of state revenue.

FML revenue totaled $113.8 million in FY 2018-19, a 31.5 percent increase, as the state fulfills its
obligations for previous payments associated with canceled leases on the Roan Plateau. In FY 2019-20,
FML revenue is forecast to decrease 26.9 percent to $83.2 million. This decrease is attributable to a
royalty rate reduction granted by the Bureau of Land Management to the Colowyo coal mine in Routt
County. This rate reduction was approved for several prior years, causing the Department of Interior
to refund revenue from prior years and will reduce distributions to Colorado. FML revenue will grow
gradually in the last two years of the forecast to $92.5 million in FY 2020-21 and $104.7 million in
FY 2021-22.

Forecasts for Unemployment Insurance (UI) Trust Fund revenue, benefit payments, and year-end
balance are shown in Table 14. Revenue to the UI Trust Fund has not been subject to TABOR since
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FY 2009-10 and is therefore excluded from Table 10. Revenue to the Employment Support Fund,
which receives a portion of the UI premium surcharge, is subject to TABOR and is included in the
revenue estimates for other cash funds in Table 10.

The ending balance for the state’s UI Trust Fund was $1.1 billion in FY 2018-19, up 19.7 percent from
the previous year. The trust fund ending balance has been steadily increasing since FY 2012-13 as the
fund benefited from the state’s healthy labor market and historically low unemployment rates. In
FY 2018-19, the total amount of benefits paid from the fund dropped to $365.5 million, a decline of
8.2 percent from the previous fiscal year. Premium contributions continued to tick down slightly in
FY 2018-19.

UI benefits paid are expected to pick up slightly in the last half of FY 2019-20 as the significant drop
in crude oil prices puts pressure on Colorado producers and COVID-19 related disruptions begin to
hinder the air transportation, leisure and hospitality, and entertainment industries. Benefits paid are
expected to grow further in FY 2020-21 as the effects of COVID-19 impact other areas of the economy.
By FY 2021-22, the amount of benefits paid are expected to stabilize.

Table 14
Unemployment Insurance Trust Fund
Revenues, Benefits Paid, and Fund Balance
Dollars in Millions

Actual Estimate Estimate Estimate
FY 2018-19 FY 2019-20 FY 2020-21 FY 2021-22 CAAGR*
Beginning Balance $922.3 $1,104.1 $1,188.7 $914.9
Plus Income Received
Ul Premium $523.0 $498.9 $481.4 $500.7 -1.45%
Interest $23.3 $28.8 $31.1 $33.6
Total Revenues $546.3 $527.7 $512.5 $534.3 -0.74%
Percent Change -6.0% -3.4% -2.9% 4.3%
Less Benefits Paid $365.5 $443.0 $786.4 $707.7 24.64%
Percent Change -8.2% 21.2% 77.5% -10.0%
Ending Balance $1,104.1 $1,188.7 $914.9 $741.4 -12.43%

Solvency Ratio
Fund Balance as a Percent of 0.87% 0.87% 0.63% 0.48%
Total Annual Private Wages

Totals may not sum due to rounding.
*CAAGR: Compound average annual growth rate for FY 2018-19 to FY 2021-22.
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Economic Outlook

Conditions in the U.S. and Colorado economies are changing by the hour on news of the new
coronavirus. The economy entered March with the tailwinds of low unemployment, high consumer
confidence, and growing personal income. In 2019 and early 2020, businesses and manufacturing
activity were constrained by the tight labor market, global supply chain disruptions, and safety
concerns regarding the Boeing 737 MAX airliner. As the severity of the coronavirus and the potential
threat to human life became apparent to the public in late February and early March of this year,
financial markets reacted and attracted the attention of the world.

The public health response has been proportional to the threat of the virus, which has caused
significant economic disruptions in the U.S. and globally. The travel industry experienced
plummeting reservations on cancelled conferences, a lack of demand for flights, fewer hotel stays, and
cruise cancelations. Colleges and universities have cancelled in-person instruction, major sporting
and civic events have been cancelled or delayed, schools have been closed for extended periods, and
the public has responded by preparing for periods of self-quarantine. These actions will reduce the
number of COVID-19-related deaths if they are successful at limiting the spread of the virus.

An additional concern to the economy is low oil prices. With low global demand for oil, Russia and
Saudi Arabia announced production increases the week of March 9, 2020, plummeting the price of
West Texas Intermediate Crude to $32.98 per barrel. It is unprofitable to produce oil at this price for
many domestic oil and gas producers, including most Colorado producers. The industry is resilient,
but if these price levels persist, there will be significant contractions in the oil and gas industry that
will add additional stress to the U.S. economy. Tables 15 and 16 on pages 56 and 57 present histories
and expectations for economic indicators for the U.S. and Colorado, respectively.

Forecast assumptions and the downside risks of COVID-19. The spread of the novel coronavirus
and associated disease, COVID-19, and the efforts to contain it pose a significant downside risk to the
economic outlooks for the U.S. and Colorado. As this forecast goes to print, measurable
economic impacts are generally limited to slowing global economic activity, supply chain
disruptions— particularly for products manufactured in China—and financial market volatility. The
impact on U.S. consumer spending, the largest driver of economic activity, has not yet been quantified,
but changes in consumer behavior are already evident as growing fear has prompted stockpiling of
shelf-stable goods. The cancellation of business travel has been widespread, demand for leisure travel
is below levels following September 11, 2001, and major sporting and cultural events have been
cancelled. These actions will ripple through the economy, and the full magnitude of their effect will
not be known for some time.

The timing and severity of the COVID-19 outbreak will influence the policy tools used to contain the
virus and sustain economic activity. After lowering U.S. interest rates in an emergency preemptive
move on March 3, 2020, the Federal Reserve announced on March 12, 2020, that it would use capital
injections, as well, to buoy volatile financial markets. The Federal Reserve announced further interest
rate cuts and asset purchases on March 15, 2020. Additionally, Congress and President Trump are
moving to provide fiscal stimulus to address COVID-19. These and other policies may blunt the
economic impact of business closures, the standstill in travel and related tourism, and event
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cancellations. However, even with offsetting policy responses, the economic impacts of COVID-19
are expected to pose a sizable drag on economic activity in 2020.

This forecast assumes that the number of confirmed COVID-19 cases in the U.S. will grow in the weeks
and months ahead. However, early actions to contain the virus will slow its contagion and the virus
will subside in the summer months. A rapid, widespread outbreak and/or multi-month, large-scale
actions taken to contain its spread will result in slower economic activity than forecast. Additionally,
a strong return of the virus in the fall poses ongoing downside risks for the current and next year.
Conversely, COVID-19 may be contained more quickly than expected, resulting in a rapid return to
the sustained economic expansion following the current slowdown and market volatility.

Gross Domestic Product

The U.S. economy continued to grow at a healthy pace in 2019 despite headwinds from a slowing
global economy and diminished business investment through most of the year. Real gross domestic
product (GDP), an estimate of the inflation-adjusted value of final U.S. goods and services, grew by
an annualized rate of 2.3 percent in 2019 (Figure 5), a slight deceleration from the 2.9 percent rate in
the prior year. Strength in consumer spending and a rebound in the residential real estate market in
the second half of the year helped bolster the nation’s economy, which registered its tenth consecutive
year of economic growth. In addition, an improved U.S. trade balance and higher government
spending contributed to the improvement. The Colorado economy continues to outpace the nation
and is among the top states for economic activity. Through the third quarter of 2019, Colorado’s
economy expanded by 3.3 percent from the same period one year prior.

¢ Growth in the U.S. and Colorado economies will moderate in 2020 and 2021 on constraints from
slower global economic growth and the economic impacts of COVID-19. Real U.S. GDP is
expected to grow 1.4 percent in 2020 as the economic drag from COVID-19 peaks in the second
quarter. Real U.S. GDP is expected to resume a stronger pace of growth, rising 1.8 percent in 2021.

Figure 5
Contributions to Real U.S. Gross Domestic Product
Seasonally Adjusted Annual Rates
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The U.S. consumer continues to fuel the growth. Consumer spending, as measured by personal
consumption expenditures and accounting for more than two-thirds of total economic output, grew
at a 2.6 percent annualized rate in 2019, after growing by 3.0 percent in the prior year. Spending was
broad-based across both goods and services, but household spending increased most for long-lasting,
big-ticket items, such as household appliances and automobiles. Consumption of durable goods rose
4.8 percent, following a strong 6.3 percent growth rate in 2018. Though consumer confidence softened
in the last quarter of 2019, a strong labor market and improving wage growth managed to offset
headwinds from the U.S.-China trade war and a global slowdown. Consumer spending and
consumption is under pressure from the spread of COVID-19 and actions to contain the outbreak. As
this forecast goes to print, the impact of COVID-19 on consumer activity is difficult to quantify and
will not be known for several months. The timing and severity of the spread of the virus poses a
significant downside risk to consumer activity.

Tepid business investment in 2019. Business investment grew by 1.8 percent in 2019, after three
years of solid growth. Investment in nonresidential structures was the primary drag on total U.S.
business investment, declining by 4.3 percent after increasing by 4.1 percent in the prior year. A
slowing global economy and trade uncertainty created challenges for many U.S. businesses, causing
them to reevaluate their expectations and capital expenditures. However, investment in intellectual
products, such as patents, trademarks and copyrights, has offset some of the pullback in
nonresidential structure investment. In 2019, business investment in intellectual property grew by a
healthy 7.6 percent, after increasing by 7.4 percent in the prior quarter. Intellectual property
investment has grown at a healthy rate in each quarter since 2015. Momentum in residential
investment in the last two quarters of 2019 was not enough to offset declines in the prior six quarters,
and resulted in a slight decline in residential investment in 2019. Similar to consumer activity,
COVID-19 poses a significant downside risk to business investment in 2020, as supply disruptions
and the possibility of business closures weigh on the outlook.

Trade policy uncertainty remained elevated in 2019. The U.S. trade balance improved in 2019
primarily from a boost in petroleum products and a reduction in imports. Through most of 2019,
trade tensions remained elevated, with tariffs influencing global supply chains and global demand for
U.S. goods. Recent trade agreements with China, Mexico, and Canada are expected ease the
uncertainty and complexity for U.S. businesses, which had been contributing to a drag on investment
activity. Finally, total government expenditures were up 2.3 percent in 2019, up from 1.7 percent in
the prior year

Colorado continues to maintain more economic momentum than the nation as a whole. After
growing by a solid 3.5 percent in 2018, the Colorado real GDP continued to grow at a healthy rate
through the third quarter of 2019, increasing by 3.3 percent over the same quarter in the prior year. By
comparison, the nation’s economy grew by 2.1 percent over the same period. As of the third quarter
of 2019, Colorado ranked the sixth fastest for economic growth in the nation. The economies of Texas,
Utah, Wyoming, New Mexico, and Rhode Island grew at a faster rate.

Most industries are contributing to growth. Contributions to economic growth in the state remain
broad-based across most industries, with information, mining, retail, and health care and social
assistance sectors posting the largest contributions to the increase in Colorado’s GDP in the third
quarter of 2019. Colorado’s information industry and workforce continue to attract new companies
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and employees to the state, with over 4,100 technology companies located in Colorado. The mining
industry, which includes oil and gas extraction, contributed about $23 billion to the Colorado economy
in the third quarter of 2019, up almost 22.5 percent from the same quarter last year. While oil and gas
prices remain low, the industry continues to contribute to the state’s economy through higher oil
production.

Households and Consumers

To this point, the economic expansion has relied in large part on the U.S. consumer. A tight labor
market helped to boost consumer confidence and contributed to multiple years of consumption
growth going into the first quarter of 2020. In 2020, the economy is expected to lose momentum as
most sources of household income are affected by COVID-19-related economic distortions.

e Growthin U.S. personal income is expected to fall to 1.8 percent in 2020, in which case household
incomes would fall on a per capita, inflation-adjusted basis. Incomes are expected to rebound in
subsequent years, growing 4.2 percent in 2021 and 4.9 percent in 2022.

e DPersonal income growth in Colorado is likewise expected to slow significantly, growing
2.6 percent in 2020 before rebounding to grow 5.2 percent in 2021.

e Consumer activity will slow as the country responds to COVID-19. The severity and duration will
depend on how quickly we are able to contain the spread of the disease.

Wage and salary earnings have sustained income growth to this point. Personal income growth
slowed slightly in the latter half of 2019. Households ended 2019 with 4.4 percent more income over
the year prior, a deceleration from the 5.6 percent growth rate posted in 2018. On a per capita,
inflation-adjusted basis, personal income grew by a moderate 2.1 percent. Incomes for Colorado
households grew quite a bit faster than the nationwide rate. In Colorado, personal income grew
6.0 percent through the third quarter of 2019 relative to the same period a year prior, or 2.5 percent on
a per capita, inflation-adjusted basis.

Quarterly contributions to U.S. and Colorado personal income growth are presented in Figure 6. As
shown, the composition of personal income has changed in similar ways across the two geographies,
even as Colorado income growth consistently outpaced the national rate. Contributions from
dividend, interest, and rental income and from business proprietors” income have diminished since
early 2017. Acceleration in wage and salary income growth has offset part of the slowdown in
investment and business income, while the rate of overall personal income growth has slowed over
the same period.

All types of household income are exposed to COVID-19. Public health measures taken to constrain
the spread of the COVID-19 virus will significantly limit personal income growth during 2020,
with substantial decreases expected in the second quarter. All of the largest sources of household
income — wages and salaries; business proprietors” income; and investment income from dividends,
interest, and rent — will be affected.
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Figure 6
Personal Income and Its Components
Contributions to Percent Change, Year-over-Year
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