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Executive Summary

This report presents the budget outlook based on current law and the March 2021 forecast for General
Fund and cash fund revenue, as well as the TABOR outlook. Additionally, 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

Based on the Comprehensive Annual Financial Report, the General Fund ended the
year with a 15.4 percent reserve, $1.46 billion above the 3.07 percent required reserve.
Revenue subject to TABOR fell just short ($82.6 million) of the Referendum C cap.

FY 2019-20

FY 2020-21 The impacts of the COVID-19 pandemic will weigh on FY 2020-21 General Fund
revenue collections, which are projected to decline 1.1 percent from year-ago levels.
Significant budget balancing actions made during the 2020 legislative session are
expected to more than offset this projected revenue decline. The General Fund is
projected to end the year with a 30.7 percent reserve, $2.95 billion above the required
2.86 percent reserve. Revenue subject to TABOR is expected to fall below the
Referendum C cap by $941.2 million.

As revenue rebounds with improved economic activity, the General Assembly is
projected to have $5.29 billion, or 45.5 percent, more to spend or save in the General
Fund than what is budgeted to be spent and saved in FY 2020-21. The FY 2020-21
reserve accounts for more than half of this amount, and any changes to revenue or
expenditures in FY 2020-21 will change this amount. As a budget has not yet been
set, this amount holds current appropriations for FY 2020-21 constant and assumes
current law transfers, and a 2.86 percent General Fund reserve requirement. This

FY 2021-22
Unbudgeted

amount does not incorporate caseload, inflationary, or other budgetary pressures. It
does include federal funds to be allocated to the state under the federal American
Rescue Plan Act. Revenue subject to TABOR is expected to fall below the Referendum
C cap by $328.7 million.

Risks to the forecast. The economic and health policy landscape continues to evolve, posing both
upside and downside risks to the General Fund budget that remain high by historical standards.
While income tax collections have exceeded expectations fiscal year-to-date, this forecast is based on
limited real data for taxpayer refunds and decisions during the regular 2020 income tax filing period.
If taxpayer refunds are lower than expected, revenue could be higher than expected in the current
fiscal year. While two additional rounds of large-scale federal fiscal stimulus have boosted the near-
term economic outlook, the longer-term impacts (or “scarring”) of the pandemic recession remain yet
to be seen and pose downside risks once stimulus effects fade.

Cash Fund Revenue

Cash fund revenue subject to TABOR remained largely unchanged relative to the December 2020
forecast. Preliminary figures from the Office of the State Controller indicate that cash fund revenue
subject to TABOR totaled $2.24 billion in FY 2019-20, a decrease of $201.3 million, or 8.3 percent, from
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the prior fiscal year. Revenue in the current FY 2020-21 is expected to decline an additional 4.2 percent
before rebounding 5.5 percent in FY 2021-22. The crude oil market rout, depressed travel activity due
to COVID-19-related disruptions, and reduced casino capacity will continue to weigh on collections
from severance tax, transportation-related revenue, and gaming revenue in the current fiscal year. As
the economy improves and COVID-19-related restrictions ease, collections are expected to recover but
to remain below FY 2018-19 levels through at least FY 2022-23.

Unemployment Insurance Trust Fund insolvency. The Unemployment Insurance Trust Fund is
expected to end FY 2020-21 with a deficit of $955 million due to an unprecedented increase in
unemployment benefits paid during the COVID-19-related recession. Benefits paid rose from
$365.5 million in FY 2018-19 prior to the pandemic to $1.27 billion in FY 2019-20 and are expected to
reach $1.98 billion in the current FY 2020-21. The fund became insolvent in August 2020, when benefits
exceeded available funds. The fund is not expected to return to solvency within the forecast period,
necessitating ongoing borrowing to fund benefits, and triggering a move to the highest rate schedule
beginning January 1, 2022.

Economic Outlook

With vaccine distribution progressing in earnest and the recent announcement of a third round of
federal government stimulus, this forecast upgrades the U.S. economic outlook for 2021 and 2022. For
broad measures of U.S. and Colorado economic activity, the worst chapters of the pandemic-induced
recession appear to be behind us. However, pre-pandemic levels of economic activity are closer in
some areas than in others. The recession did lasting damage to employment levels and consumer
spending, and a long road to recovery lies ahead. The effects of the recovery have been felt differently
by different populations. For higher-income earners able to transition smoothly to remote work, the
recession’s economic impacts have been muted. Yet, for businesses and employees in industries that
remain shut down or at partial capacity, the recession’s consequences remain severe.

As the pandemic abates, the economy now faces new risks. Recessionary effects on the business cycle
usually persist over multiple years, and lagging impacts on employment and incomes remain
uncertain given the unusual nature of the pandemic recession. Government support for the economy
has been significant, and sizable adjustments in financial markets and business investments may occur
as the stimulus eventually wears off in late 2021 and into 2022. Finally, while inflationary pressures
remain low, financial markets have signaled concern over the effects of the vast injection of liquidity
may accelerate price inflation. This forecast anticipates that inflationary pressures will rise in the
current year with rising global demand for energy and other commodities. However, these impacts
are expected to dissipate in future years as long-term economic and demographic trends maintain
downward pressure on prices.

Discussion of the economic outlook begins on page 35, and summaries of expectations for the U.S. and
Colorado economies are presented, respectively, in Tables 14 and 15 on pages 54 and 55.
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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 the following:

e asummary of changes in the forecast since May 2020 (Table 2);

e the TABOR outlook (Table 3 and Figure 1);

e statutory transfers to transportation and capital construction funds (Table 4);
e transfers to the State Education Fund (Figure 2);

e the disposition of fiscal policies dependent on revenue collections;

¢ 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, including changes enacted to date during the 2021 regular
legislative session and federal legislation enacted to date. Legislation that has been adopted by both
chambers and incorporated into this forecast includes:

e changes to General Fund appropriations under the supplemental package for FY 2020-21 (Senate
Bill 21-041 through Senate Bill 21-052), the mid-year adjustment for the school finance act (Senate
Bill 21-053), and other legislation enacted to date (House Bill 21-1002 and Senate Bill 21-109);

* changes to transfers to and from the General Fund (see Tables 4 and 6); and

e General Fund revenue impacts under House Bill 21-1002.

Some General Fund budget impacts from 2021 federal legislation are not yet known. As this forecast
goes to print, funds distributed to the state of Colorado under the federal American Rescue Plan Act
have not been allocated. Depending on how funds are allocated, the General Fund budget outlook is
subject to change. This forecast does incorporate significant upward adjustments to the economic and
revenue outlook as a result of the large-scale stimulative impacts to consumption, business activity,
and household incomes. Additionally, this forecast incorporates revenue reductions attributable to
expanded federal tax credits upon which state-level tax credits are based.

FY 2019-20

Based on the Comprehensive Annual Financial Report released by the Office of the State Controller,
the General Fund ended FY 2019-20 with a 15.4 percent reserve, $1.46 billion higher than the statutorily
required 3.07 percent reserve (Table 1, line 19). Revenue subject to TABOR fell short of the
Referendum C cap by $82.6 million.

FY 2020-21

The General Fund is expected to end the current fiscal year with a 30.7 percent reserve, $2.95 billion
higher than the statutorily required 2.86 percent reserve (Table 1, line 19). The projected year-end
reserve is $696.2 million higher than expected in December, primarily reflecting increased income tax
expectations based on higher than expected collections year-to-date and an improved economic
outlook with two additional rounds of large-scale federal stimulus enacted since the December
forecast.
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General Fund revenue is now projected to contract 1.1 percent in FY 2020-21 relative to year-ago levels.
Budget balancing actions made during the 2020 legislative session will more than offset the projected
decline in revenue, resulting in a General Fund surplus that is high by historical standards. While the
revenue outlook has improved, risks to the revenue forecast remain higher than usual for a March
forecast due to data limitations for February income tax collections.

FY 2021-22 (Unbudgeted)

Because a budget has not yet been enacted for FY 2021-22, Table 1 (line 21) shows the amount of
revenue available in FY 2021-22 relative to the amount budgeted to be spent or saved in FY 2020-21.
Based on this forecast, the General Assembly will have $5.29 billion, or 45.5 percent, more to spend or
save than in the current FY 2020-21. This amount assumes current law obligations for FY 2021-22,
including transfers, and rebates and expenditures (Table 1, lines 8 through 12), as well as a 2.68 percent
reserve requirement. The $5.29 billion amount is a cumulative amount based on revenue expectations
and the budget situation in both FY 2019-20 and FY 2020-21. Any changes in revenue expectations or
changes made to the budget for FY 2020-21 will carry forward into FY 2021-22. The $5.29 billion
amount holds FY 2020-21 appropriations constant and therefore does not reflect any caseload,
inflationary, or other budgetary pressures.

Risks to the Forecast Remain High

The upside risks to the December 2020 forecast have largely materialized with two additional rounds
of federal fiscal stimulus. That said, the economic and health policy landscape continues to evolve,
posing both upside and downside risks to the forecast.

For each March forecast, February income tax | How much do we know about FY 2020-21?
collections tend to be particularly insightful in . .
. . This forecast is based on actual General Fund

that they offer a view of what is to come for the . . .
collections data for the first eight months of the

fiscal year (July through February). On average,

collections for these eight months have

regular income tax filing season. This year,
however, February collections offered limited

insight due to several factors, including delayed
o8 . gy historically accounted for about 62 percent of
income tax filing start dates, delayed filing by . . )
.. .. total General Fund collections in a fiscal year.
taxpayers awaiting the outcome of additional . ]
. . The largest share of revenue is collected during
federal stimulus, and delayed issuance of . . )
. . the regular income tax filing season, which runs
taxpayer refunds. As information on the regular ,
X s . e from January through April. However, fewer
2020 income tax filing period remains limited, . .
. . . . . taxpayers filed in February than usual, and
this forecast is subject to higher uncertainty than ) :
many of the returns filed in February were not
usual. )
fully processed during that month.

Taxpayers continue to adjust to federal and state

tax policy legislation enacted in 2020 and 2021. As a result, collections data may continue to follow
unusual patterns well into FY 2021-22. While overall, risks are viewed as skewed to the upside,
downside risks remain. In particular, the long-term negative impacts (“scarring”) of the
pandemic-induced recession remain unknown and could weigh more heavily than expected on
economic activity or business incomes in the years ahead.
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Changes Between the May 2020 Forecast Update and March 2021 Forecast

The budget situation has changed considerably since the May 2020 forecast update on changes in the
economic outlook and significant policy changes at both the state and federal level. Table 2
summarizes the changes across the forecasts between the May 2020 forecast update and this March
2021 forecast for both FY 2019-20 and the current FY 2020-21.

Changes to revenue expectations. Boosting revenue in FY 2019-20, economic activity and income tax
collections for the 2019 tax year far exceeded May and June forecasts. These forecasts were prepared
with limited data due to delayed 2019 and early 2020 income tax payment deadlines and COVID-19
related distortions to other revenue streams. As this information materialized, the September 2020
forecast was revised upward significantly for FY 2019-20 and subsequent years, growing from higher
FY 2019-20 revenue. The December 2020 forecast reflected an improved economic outlook with the
development and distribution of multiple effective COVID-19 vaccines. This March 2021 forecast
incorporates additional upward adjustments to revenue stemming from two additional rounds of
federal stimulus that are expected to bolster business and household incomes and boost consumer
activity.

Changes in General Fund obligations. In addition to improvements to economic expectations, policy
changes produced sizable changes to the General Fund budget situation over the past year. June,
September, and December 2020 forecasts incorporated changes from legislation enacted during the
regular 2020 session to balance the budget relative to the May forecast update and legislation enacted
during the 2020 special session, which increased appropriations and transfers from the General Fund.
The December 2020 forecast incorporated the outcomes for ballot measures approved by voters during
the November election, which also had impacts on the budget situation. In particular, Proposition 116
reduced the income tax rate from 4.63 percent to 4.55 percent, resulting in a downward adjustment to
revenue, and Proposition EE increased cigarette, tobacco, and nicotine taxes resulting in higher
General Fund revenue and transfers. This March 2021 forecast incorporates legislative changes to
revenue, transfers, and General Fund appropriations enacted to date during the 2021 regular session.

Cumulative changes in expectations for FY 2021-22. The FY 2021-22 General Fund budget outlook
has improved considerably with increased economic and revenue expectations in each of the last four
forecasts, including this March forecast. A majority of the improvement reflects the projected surplus
year-end balance carried forward from FY 2020-21 into the beginning balance for FY 2021-22, as
summarized in Table 2 on page 10. Higher revenue expectations account for the remainder of the
improvement (up $2.1 billion from May 2020 projections for FY 2021-22). Legislative changes enacted
in 2020 and to date in 2021 increased FY 2021-22 transfers from the General Fund on net by
$358.5 million, accounting for the remainder of the change in next year’s budget outlook since the May
2020 forecast update.
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Table 1
General Fund Overview
Dollars in Millions

FY 2019-20 FY 2020-21 FY 2021-22 FY 2022-23
Funds Available Preliminary Budgeted Estimate Estimate
1 Beginning Reserve $1,262.6 $1,825.7 $3,249.7 *
2 General Fund Revenue $12,868.5 $12,721.5 $13,804.6 $14,569.3
3 Transfers from Other Funds (Table 6) $248.0 $333.1 $13.8 $13.0
4 Total Funds Available $14,379.1 $14,880.3 $17,068.1 *
5 Percent Change 2.9% 3.5% 14.7% *
Expenditures Preliminary Budgeted Estimate Estimate
6 General Fund Appropriations Subject to Limit! $11,868.5 $10,586.8 * *
7 TABOR Refund Obligation Under Art. X, 820, (7)(d) $0.0 $0.0 $0.0 $0.0
8 Rebates and Expenditures (Table 5) $145.7 $292.2 $302.0 $311.8
9 Transfers to Other Funds (Table 6) $210.9 $565.6 $538.9 $577.5
10 Transfers to the State Education Fund? $40.3 $113.0 $23.0 $0.0
11 Transfers to Transportation Funds (Table 4) $300.0 $30.0 $0.0 $50.0
12 Transfers to Capital Construction Funds (Table 4) $213.6 $43.0 $20.0 $20.0
13 Total Expenditures $12,778.9 $11,630.6 * *
14 Percent Change -0.6% -9.0% * *
15 Accounting Adjustments? $225.5 * * *
Reserve Preliminary Budgeted Estimate Estimate
16 Year-End General Fund Reserve $1,825.7 $3,249.7 * *
17 Year-End Reserve as a Percent of Appropriations 15.4% 30.7% * *
18  Statutorily Required Reserve* $364.4 $302.8 * *
19 Amountin Excess or (Deficit) of Statutory Reserve $1,461.4 $2,947.0 * *
20 Excess Reserve as a Percent of Expenditures 11.4% 25.3% * *
Perspectives on FY 2020-21 (Unbudgeted) Estimate Estimate
Scenario: Hold FY 2020-21 Appropriations Constant®
21 Amount in Excess or (Deficit) of 2.86% Statutory Reserve $5,294.6 *
22 As a Percent of Prior-Year Expenditures 45.5% *
Addendum Preliminary Estimate Estimate Estimate
23 Percent Change in General Fund Appropriations 5.4% -10.8% * *
24 5% of Colorado Personal Income Appropriations Limit $15,602.3 $16,759.8 $17,609.2 $18,489.7
25 Transfers to State Education Fund per Amendment 23 $646.7 $752.8 $750.3 $795.4

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

YIncludes the 2021 supplemental package (SB 21-041 through SB 21-052), the mid-year adjustment for the school finance act (SB 21-053), and
changes to appropriations under HB 21-1002 and SB 21-109.

2Includes transfers pursuant to SB 19-246 and HB 20-1420.
SEstimated adjustment based on the Office of the State Controller's Comprehensive Annual Financial Report for FY 2019-20.

“The required reserve is calculated as a percent of operating appropriations, and is required to equal 3.07 percent in FY 2019-20, 2.86 percent
in FY 2020-21 and FY 2021-22, and 7.25 percent each year thereafter.

5This scenario holds appropriations in FY 2021-22 equal to appropriations in FY 2020-21 (line 6) to determine the total amount of money
available relative to FY 2020-21 expenditures, net of the obligations in lines 7 through 12.
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Table 2

Changes across Legislative Council Revenue Forecasts

Dollars in Millions

FY 2019-20
May 2020 Changes Between Forecasts March 2021 o
Components of Change Estimate June Sept Dec March  Cumulative Estimate  Description of Changes
Funds Available $12,970.2 $464.4 $964.9 -$20.4 $0.0 $1,409.0 $14,379.1 Strong 2019 income tax collections.
Beginning Reserve $1,262.6 $1,262.6
Higher than expected 2019 income
General Fund Revenue $11,653.8 $320.9 $893.8 $1,214.7 $12,868.5 tax collections. Delayed July filings
accrued back into FY 2019-20.
Transfers from Other Funds $53.8  $1435 $711  -$20.4 $194.2 $248.0 (Bs‘;‘lgﬁggf‘;%r)‘cmg transfers
. i ) ) Reduced appropriations with
Expenditures & Transfers $12,989.7 $282.2 $62.9 $19.7 $28.2 $210.8 $12,778.9 budget balancing actions.
Operating Appropriations $12,086.2 -$281.3 $35.3 $0.0 $28.2 -$217.8 $11,868.5 Budget balancing.
Rebates and Expenditures $141.4 $0.8 $3.5 $0.0 $4.3 $145.7 Truing up to actual amounts.
State Education Fund Transfers $40.3 $40.3
Transportation Transfers $300.0 $300.0
Capital Construction Transfers $225.8 $75 $0.0 -$19.7 -$12.3 $213.6 Truing up actual transfers.
Other Cash Fund Transfers $195.9 -$9.1 $24.0 $14.9 $210.9 Legislative actions (see Table 6).
Required Reserve $876.3 -$513.8 $1.1 $0.9 -$511.9 $364.4 Reduced from 7.25% to 3.07%.
. . Updated with Basic Financial
Accounting Adjustment $198.5 $27.0 $225.5 $225.5 Statements and CAER.
Shortfall is more than offset by
higher than expected revenue, and
Surplus (Shortfall) -$895.8  $1,260.4 $900.9 $197.9 -$2.1 $2,357.2 $1,461.4 budget balancing actions including

appropriations reductions and the
reduced reserve requirement.

Source: Legislative Council Staff forecasts.
CAFR = Comprehensive Annual Financial Report.

March 2021
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Table 2 (Continued)
Changes across Legislative Council Revenue Forecasts
Dollars in Millions

FY 2020-21
May 2020 Changes Between Forecasts March 2021
Components of Change Estimate June Sept Dec March  Cumulative Estimate Description of Changes
Funds Available $10,287.8 $1,592.0 $1,444.0 $978.3 $578.2 $4,592.5 $14,880.3 Higher revenue and beginning balance.

Beginning Reserve -$19.5 $746.6 $902.0 $197.9 -$1.2 $1,845.3 $1,825.7 Higher FY 2019-20 year-end balance carries
into FY 2020-21.

General Fund Revenue $10,306.6 $526.1 $542.1 $775.7 $570.9 $2,414.9 $12,721.5 Stronger than expected revenue to date,
stronger economic expectations on the COVID
vaccine.

Transfers from Other Funds $0.7 $319.2 $0.0 $4.7 $8.4 $332.3 $333.1 See Table 6. Budget balancing legislation,
truing up actuals.

Reduced appropriations with budget
Expenditures & Transfers $12,696.9 -$1,394.4 $43.5 $396.8 -$112.3 -$1,066.4 $11,630.6 balancing, increased transfers during special
session.

Operating Appropriations $12,086.2 -$1,437.0 $9.2 $127.2 -$198.9  -$1,499.4 $10,586.8 Budget balancing legislation (June); Special
session legislation and election outcomes
(December).

Rebates and Expenditures $317.9 -$2.8 -$10.7  -$5.9 -$6.3 -$25.8 $292.2 Slight changes based on year-to-date
expenditures.

State Education Fund Transfers $0.0 $113.0 $0.0 $113.0 $113.0 HB 20-1420.

Transportation Transfers $50.0 -$50.0 $30.0 -$20.0 $30.0 HB 20-1376.

Capital Construction Transfers $20.0 $3.0 $20.0 $23.0 $43.0 See Table 4.

Other Cash Fund Transfers $222.8 -$20.6 $45.0 $275.4 $42.9 $342.8 $565.6 Budget balancing, special session bills,
November election outcomes (see Table 6).

. Reduced from 7.25% to 2.86%; changes
Required Reserve* $876.3 -$571.7 $0.3 $3.6 -$5.7 -$573.5 $302.8 . cistent with appropriations.
Shortfall is more than offset by increased
Surplus (Shortfall)* -$3,285.4  $3,558.1 $1,400.2 $577.9 $696.2 $6,232.3 $2,947.0 beginning balance and revenue expectations,

reduced appropriations.

Source: Legislative Council Staff forecasts.
*Surplus (shortfall) is shown relative to the required reserve. Since a budget had not yet been set, May FY 2020-21 appropriations and reserve requirement estimates held
prior year appropriations constant at FY 2019-20 levels.

March 2021
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Table 3

TABOR Revenue Limit and Retained Revenue

Dollars in Millions

Actual Estimate Estimate Estimate
FY 2019-20 FY 2020-21 FY 2021-22 FY 2022-23
TABOR Revenue
1 General Fund? $12,629.5 $12,335.4 $13,261.5 $13,998.9
2 Cash Funds? $2,244.2 $2,143.4 $2,261.5 $2,394.9
3 Total TABOR Revenue $14,873.8 $14,478.8 $15,523.0 $16,393.8
Revenue Limit
4  Allowable TABOR Growth Rate 4.1% 3.1% 2.8% 3.6%
5 Inflation (from Prior Calendar Year) 2.7% 1.9% 2.0% 2.7%
6 Population Growth (from Prior Calendar Year) 1.4% 1.2% 0.9% 0.9%
7  TABOR Limit Base $12,249.0 $12,628.7 $12,982.3 $13,449.7
8  Voter Approved Revenue Change (Referendum C) $2,624.8 $1,850.1 $2,540.7 $2,944.2
9 Total TABOR Limit / Referendum C Cap $14,956.4 $15,420.0 $15,851.8 $16,422.4
10 TABOR Revenue Above (Below) Referendum C Cap ($82.6) ($941.2) ($328.7) ($28.6)
Retained/Refunded Revenue
11 | Revenue Retained under Referendum C2 $2,624.8 $1,850.1 $2,540.7 $2,944.2
12 | Fiscal Year Spending (revenue available to be spent or saved) $14,873.8 $14,478.8 $15,523.0 $16,393.8
13 | Revenue Refunded to Taxpayers $0.0 $0.0 $0.0 $0.0
14 TABOR Reserve Requirement $446.2 $434.4 $465.7 $491.8

Totals may not sum due to rounding.

1Revenue differs from the amount in the General Fund and cash fund revenue summaries because of accounting adjustments across TABOR boundaries,

including a $30 million transfer from the Unclaimed Property Trust Fund to the Housing Development Grant Fund anticipated for FY 2022-23.

2Revenue retained under Referendum C is referred to as "General Fund Exempt" in the budget.

March 2021
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TABOR Outlook

The state TABOR outlook is presented in Table 3 and illustrated in Figure 1, which also provides a
history of the TABOR limit base and the Referendum C cap.

FY 2019-20. The state’s Comprehensive Annual Financial Report was released in March 2021 and
shows that state revenue subject to TABOR fell short of the Referendum C cap by $82.6 million.
Because state revenue did not exceed the Referendum C cap, there is no obligation to issue TABOR
refunds during the current FY 2020-21.

Figure 1
TABOR Revenue, TABOR Limit Base, and the Referendum C Cap
Dollars in Billions

Amounts Above/(Below) the Referendum C Cap:
$17 | Fy 2019-20: ($82.6 million)
$16 | FY 2020-21: ($941.2 million)
FY 2021-22: ($328.7 million)

TABOR Surplus

1
$15 FY 2022-23: ($28.6 million)
$14
$13 Referendum C Cap
$12 \

Bars Represent Revenue
$11 | Subject to TABOR

$10 \ et

$9 Refererrdum C N
$8  FiVe-Year Timeout TABOR Limit Base
$7 Period

Source: Office of the State Controller and Legislative Council Staff. f = Forecast.

While no TABOR surplus is expected in FY 2020-21 through FY 2022-23, a surplus is possible in any
or all of these years. State revenue subject to TABOR is expected to fall short of the Referendum C
cap in all three years of the current forecast period, and the state is not expected to incur an obligation
for TABOR refunds. That said, while state revenue is projected to fall below the Referendum C cap
by $941.2 million for FY 2020-21, this forecast was prepared with minimal information on final
collections and refunds for the 2020 tax year. Upside risk to the income tax forecast is great enough
that revenue subject to TABOR could exceed the Referendum C cap for FY 2020-21. If it does, then
the state would be required to issue refunds to taxpayers during tax year 2021. Up to $160.8 million
would be refunded via property tax exemptions for seniors and disabled veterans, offsetting the
FY 2021-22 General Fund obligation for these exemptions. Any additional refund amount would be
refunded via income tax returns for the 2021 tax year.

State revenue subject to TABOR is expected to fall short of the Referendum C cap by $328.7 million in
FY 2021-22 and by $28.6 million in FY 2022-23. These amounts are within the range of normal forecast
error, suggesting the possibility of a state TABOR refund obligation for either or both of tax years 2022
and 2023.
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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 4. In the General Fund overview shown in Table 1, these transfers are reflected on lines 11
and 12. Other non-infrastructure-related transfers to and from the General Fund are summarized in
Table 6, and shown on lines 3 and 9 of Table 1.

Table 4
Infrastructure Transfers to and from the General Fund
Dollars in Millions

Transportation Funds 2019-20 2020-21 2021-22 2022-23
SB 18-001 & HB 20-1376 $200.0 $50.0
SB 19-262 $100.0
SB 21-110 $30.0

Total $300.0 $30.0 $0.0 $50.0

Capital Construction

Funds 2019-20 2020-21 2021-22 2022-23
HB 15-1344* $20.0 $20.0 $20.0 $20.0
SB 17-262 $60.0
HB 19-1250 $0.2
SB 19-172 $0.1
SB 19-214 $145.5
SB 21-112 $20.0
HB 20-1378 -$19.7 $3.0
HB 20-1261 $7.5

Total $213.6 $43.0 $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 4.

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. House Bill 20-1376 repealed the $50 million transfers in
each of FY 2019-20 and FY 2020-21 as a part of the budget-balancing package. Senate Bill 19-262
authorized a $100 million transfer to the Highway Users Tax Fund in FY 2019-20 only, and Senate
Bill 21-110 authorized a $30 million transfer to the State Highway Fund in FY 2020-21 only.
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State Education Fund

Figure 2 shows revenue to the State Education Fund. The Colorado Constitution requires the State
Education Fund to receive one-third of 1 percent of taxable income. In FY 2020-21, the State Education
Fund is expected to receive $752.8 million as a result of this requirement, with higher amounts in the
following year resulting from growth in taxable income among Colorado taxpayers.

Figure 2
Revenue to the State Education Fund
Dollars in Millions
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Source: Colorado State Controller’s Office and Legislative Council Staff forecast. p = Preliminary. f = Forecast.
*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, HB 14-1342 for FY 2014-15, SB 19-246 for FY 2019-20, and HB 20-1420 for
FY 2020-21 and FY 2021-22, and HB 20-1427 for FY 2020-21 through FY 2022-23.

**Qne-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 State Education Fund (see Table 1, line 10). Money in the State Education
Fund is required to be used to fund kindergarten through twelfth grade public education. The 2020
school finance act, House Bill 20-1418, includes a one-time $6.4 million transfer to the State Education
Fund from multiple cash funds in FY 2020-21. In addition, House Bill 20-1420 includes transfers of
$113 million in FY 2020-21 and $23 million in FY 2021-22 to the State Education Fund.

Finally, Proposition EE, which was approved by voters in the November 2020 election, also transfers
new revenue from increased cigarette, tobacco and nicotine taxes to the State Education Fund for three
fiscal years. These amounts are currently estimated at $30.9 million in FY 2020-21, $138.1 million in
FY 2021-22, and $135.4 million in FY 2022-23. These amounts represent a portion of the transfers from
the General Fund to the 2020 Tax Holding Fund shown in Table 6 under House Bill 20-1427.
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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 was available for tax year 2019, but is
not expected to be available for tax years 2020 through 2023. 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. Because a TABOR surplus was collected in FY 2018-19, the credit was partially
refundable for tax year 2019. The state did not collect a TABOR surplus in FY 2019-20, and this forecast
update does not expect a TABOR surplus in any of FY 2020-21, FY 2021-22, or FY 2022-23. Therefore,
partial refundability of the credit is not expected to be available for tax years 2020, 2021, 2022, or 2023.

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 and subsequent June forecasts. For the fiscal year in which
a relevant forecast is published, if revenue subject to TABOR is projected to fall below a “cutoft”
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. Based on this forecast,
no transfer is expected for FY 2022-23, as revenue subject to TABOR is expected to come in slightly
above the cutoff amount.
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Table 5

General Fund Rebates and Expenditures

Dollars in Millions

Preliminary  Percent Estimate Percent Estimate Percent Estimate Percent

Category FY 2019-20 Change FY 2020-21 Change FY 2021-22 Change FY 2022-23 Change
Senior and Veterans Property Tax Exemptions $151.2 3.6% $155.0 2.6% $160.8 3.7% $168.6 4.9%

TABOR Refund Mechanism? -$151.2 $0.0 $0.0 $0.0

Cigarette Rebate $8.9 -5.0% $9.1 2.9% $8.7 -5.1% $8.6 -1.3%
Old Age Pension Fund $84.8 -2.3% $75.9 -10.5% $72.4 -4.6% $71.2 -1.7%
Aged Property Tax and Heating Credit $5.8 5.3% $6.5 10.8% $6.3 -2.2% $6.1 -3.6%
Older Coloradans Fund $10.0 0.0% $8.0 -20.0% $10.0 25.0% $10.0 0.0%
Interest Payments for School Loans $6.5 -11.9% $1.3 -80.5% $3.7 191.6% $4.6 24.3%
Firefighter Pensions $4.3 1.5% $4.4 2.6% $4.4 1.5% $4.5 1.5%
Amendment 35 Distributions $0.8 -1.7% $0.8 5.1% $0.8 1.2% $0.8 0.0%
Marijuana Sales Tax Transfer to Local Govts $24.5 27.4% $31.1 26.7% $34.8 12.0% $37.3 7.2%
| Total Rebates and Expenditures $145.7  -41.7% $292.2  100.5% $302.0 3.4% $311.8 3.2%

Totals may not sum due to rounding.

1Pursuant 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.
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Table 6
Cash Fund Transfers
Dollars in Millions

Transfers to the General Fund 2020-21 2021-22 2022-23
HB 05-1262 Amendment 35 Tobacco Tax $0.8 $0.8 $0.8
ag égﬁga& Limited Gaming Fund $38.5 $6.6 $8.1
HB 20-1361 Reduce The Adult Dental Benefit $1.1 $2.3

HB 20-1380 Move Tobacco Litigation Settlement Moneys $40.0

HB 20-1381 Cash Fund Transfers $88.5

HB 20-1387 Transfers From Unexpended County Reimbursements $13.0

HB 20-1395 End WORK Act Grants Transfer Money To General Fund $0.2

HB 20-1401 Marijuana Tax Cash Fund Spending & Transfer $137.0

HB 20-1406 Cash Fund Transfers To The General Fund $11.9

HB 20-1427 2020 Tax Holding Fund $2.0 $4.1 $4.1
SB 21-055 Collection of State Debts?!

Total Transfers to the General Fund $333.1 $13.8 $13.0
Transfers from the General Fund 2020-21 2021-22 2022-23
SB 11-047 Bioscience Income Tax Transfer to OEDIT $19.9 $21.6 $23.0
SB 14-215 Marijuana Tax Cash Fund $201.1  $225.2  $2415
HB 14-10162 Procurement Technical Assistance Cash Fund

op o222 % state Public School Fund $35.2  $39.5  $42.3
HB 18-1323 Pay For Success Contracts Pilot Program Funding $0.5 $0.4

HB 19-1168 & Health Insurance Affordability Cash Fund $5.2 $3.4 $17.3
SB 20-215

HB 19-1245 Housing Development Grant Fund $13.3 $52.8 $55.5
HB 20-1116 Procurement Technical Assistance Program Extension $0.2 $0.2 $0.2
HB 20-1412 COVID-19 Utility Bill Payment-related Assistance $4.8

SB 20-003 State Parks Improvement Appropriation $1.0

HB 20-1427 2020 Tax Holding Fund $75.1 $194.8 $197.0
HB 20-1427 Preschool Programs Cash Fund $0.5 $1.1 $0.7
SB 20B-002 Housing & Direct COVID Emergency Assistance $60.0

SB 20B-003 Energy Utility Bill Payment Assistance $5.0

SB 20B-004 Transfers for COVID Emergency $100.0

SB 21-054 Transfers for Wildlife Mitigation Response $13.0

SB 21-113 Firefighting Aircraft Wildfire Mgmt & Response $30.8

Total Transfers from the General Fund $565.6  $538.9  $577.5
Net General Fund Impact ($232.5) ($525.1) ($564.5) |

*If unexpended money appropriated for certain programs is available, additional transfers may be made under HB20-1100,
HB20-1388, and HB20-1389.
1Requires the balance of the Debt Collection Fund to be transferred to the General Fund on June 30, 2021.
2The transfer is contingent upon the receipt of at least $200,000 in gifts, grants, and donations by the relevant contractor.
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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 discretionary operating appropriations. Table 7 on page 24 summarizes
actual General Fund revenue collections for FY 2019-20 and projections for FY 2020-21 through
FY 2022-23.

FY 2019-20. General Fund revenue collections increased 2.4 percent and totaled $12.9 billion. Strong
individual income tax revenue collections for the 2019 tax year, coupled with persistent growth in
sales tax revenue, were more than enough to offset significant weakening in corporate income tax
payments and use tax receipts.

Revenue for FY 2019-20 includes accrual adjustments made at the end of the fiscal year. Accrual
adjustments are made every year so that tax revenue is accounted in the year when the underlying
economic activity being taxed actually occurred. For FY 2019-20, accrual adjustments were especially
significant because final income tax payment deadlines for the 2019 tax year and some estimated
payment due dates for the 2020 tax year were delayed until July 2020, and therefore collected in
FY 2020-21. Thus, revenue collections for FY 2019-20 were boosted by more than usual due to the
annual accrual adjustment that pulled these collections back into FY 2019-20.

FY 2020-21. Revenue is expected to fall 1.1 percent and total $12.7 billion in FY 2020-21. The decrease
reflects the impacts of the recession on individual and corporate income tax revenue, which are each
expected to decrease, and sales tax revenue, which is expected to grow at a below-trend rate.

While this forecast still expects a year-over-year revenue decrease of nearly $150 million, revenue
expectations have been revised upward substantially — by about $571 million — from expectations
published in December. Revisions to the forecast reflect continued strength in collections to date and
upgrades to the economic outlook based on ongoing vaccine distribution and the passage of the
federal American Rescue Plan.

FY 2021-22. Revenue is expected to rebound, increasing 8.5 percent to total $13.8 billion. The forecast
anticipates growth from low levels as business and consumer activity both recover after the recession.
Relative to the December 2020 forecast, revenue expectations have increased for all major sources of
General Fund revenue on a stronger economic outlook following the COVID-19 vaccine rollout and
the passage of significant federal stimulus through the American Rescue Plan.

FY 2022-23. Revenue growth is expected to moderate, particularly for individual and corporate
income taxes. The General Fund will add 5.5 percent and total $14.6 billion.

Risks to the forecast. Much of the upside risk to the December 2020 revenue forecast has come to
fruition. With two additional rounds of federal stimulus and a successful vaccine rollout to date, both
the economic outlook and General Fund revenue forecasts have been upgraded accordingly.

Relative to past March forecasts, this year’s March forecast is based on limited collections data from
income tax returns filed for the recently completed tax year. Delays in filing start dates, taxpayer
incentives to wait for the passage of federal tax legislation before filing, and a system programming
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issue limited revenue tracking data on which this forecast is based. For these reasons, risks to the
current year forecast are higher than normal for a March forecast. While the resulting risks are
bidirectional, the absence of data on refunds for the 2020 tax year, which are expected to be elevated,
skews risk in the current year revenue forecast to the upside.

Any error in the current year revenue forecast will contribute to upside or downside risk for
FY 2021-22 and FY 2022-23. Additional risks include changes to taxpayer behavior following
significant changes to federal tax law, as well as risks inherent in the economic outlook as business
activity and household incomes and spending recover from pandemic lows.

Legislation and ballot measures. This forecast is prepared based on current law and accounts for the
passage of House Bill 21-1002, which was enacted in January and which is discussed in the individual
income tax section below. Additionally, based on the outcome of the November 2020 election, this
forecast includes adjustments for two ballot measures:

e Proposition 116, which reduced the state income tax rate from 4.63 percent to 4.55 percent for 2020
and all future tax years. While Proposition 116 reduced projections for individual and corporate
income tax revenue by 1.73 percent, its impacts have been more than offset by improved
expectations for the economy relative to the December 2020 forecast.

e Proposition EE, which increased cigarette and tobacco taxes and created a nicotine products tax
effective January 1, 2021. Proposition EE tobacco tax revenue is credited to the General Fund and
transferred in whole to a cash fund. The measure’s impacts are described further on page 23.

Individual Income Tax

Taxable income earned by individuals and non-corporate businesses is taxed at a flat rate of
4.55 percent. Revenue is credited to the General Fund and is subject to TABOR, except that an amount
equal to one third of 1 percent of taxable income is transferred to the State Education Fund (SEF) and
exempt from TABOR. Individual income tax revenue is the largest source of General Fund revenue,
accounting for about 63 percent of revenue to the General Fund in FY 2019-20, net of the SEF transfer.

Forecast. Individual income tax revenue is expected to fall 3.3 percent to total $8.4 billion for
FY 2020-21. The decrease is attributable to falling taxable wage and business incomes for the 2020 tax
year and the reduction of the state income tax rate from 4.63 percent to 4.55 percent. Revenue
expectations were increased by about $371 million, or 4.6 percent, relative to the December 2020
forecast, on persistent strength in wage withholding and estimated tax payments. Expectations were
also revised up significantly for FY 2021-22 and FY 2022-23. Revenue is expected to increase by
8.2 percent to total $9.0 billion in FY 2021-22, and then to increase by 6.5 percent to total $9.6 billion in
FY 2022-23, with the upward revisions matching the upgraded economic outlook.

Near-term uncertainty remains high, with risks skewed to the upside. This March forecast is based
on actual revenue collections through January and a preliminary report on collections in February.
Usually, February collections data provide strong insight into the composition of returns for the
completed tax year, including the share of taxpayers who owe tax and the share who will receive
refunds.
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This year’s data are of limited value. Following similar delays at the federal level, the Colorado
Department of Revenue began accepting returns for the 2020 tax year on February 18, 2021, about two
weeks later than last year. Further, many taxpayers waited to file their returns until after passage of
the American Rescue Plan, which amended federal tax law for the 2020 tax year in taxpayers’ favor.
Finally, a system programming issue delayed state tax refunds for most taxpayers who filed returns
in February into March 2021, meaning that data on refunds for returns filed in February were mostly
omitted from the February collections report. Actual state income tax refunds paid in the month of
February declined by 92 percent based on preliminary figures, which is assumed to reflect changes to
filing periods and data reporting issues rather than actual changes to tax liability. Reported delays in
the income tax payment deadline will likewise limit data available for the June 2021 forecast.

Consistent with the December and September forecasts, this forecast continues to expect elevated
refunds for the 2020 tax year. Taxes withheld from paychecks and other sources of income increased
by 11.3 percent, or $765.5 million, between tax year 2019 and tax year 2020, well exceeding estimated
growth in wage income over the same period (Figure 3, left). About $204.5 million was withheld from
unemployment benefits during this period, con