Colorado Legislative Council
Staff Forecasts, 2001-2007

December 2001




COLORADO LEGISLATIVE COUNCIL STAFF
FORECASTS, 2001-2007

MAIN TABLE OF CONTENTS

EXECUTIVE SUMMARY

REVENUE AND ECONOMIC FORECAST
ADULT PRISON POPULATION
JUVENILE CORRECTIONS POPULATION

PRE-KINDERGARTEN TO TWELFTH GRADE
PUBLIC SCHOOL ENROLLMENTS

ASSESSED VALUE AND PROPERTY TAX
PROJECTIONS

APPENDIX HISTORICAL DATE

Prepared by

Tom Dunn, Chief Economist
Michael Mauer, Economist
Natalie Mullis, Economist
Jonathan Lurie, Economist
Josh Harwood, Economist

Kerryn Duran, Staff Assistant

Legislative Council O 029 State Capitol Building O Denver, Colorado 80203-1784 0 (303) 866-4782 [ December 2001 O Page 2
Ics.economist@state.co.us O http://www.state.co.us/gov_dir/leg_dir/Ics/index.html




EXECUTIVE SUMMARY

This document is intended to provide information to aid members of the General Assembly with
budget deliberations in the upcoming 2002 legidative session. Forecasts for both revenue and expen-
diture items are provided. Included in this report are Legislative Council Staff’s projections for Colo-
rado’s TABOR limit, the General Fund reserve, and Genera and Cash Fund revenues. Many items
that drive state expenditures are also projected. The state's adult prison and youthful offender popu-
lations are forecast and compared with capacity to ascertain future construction needs for additional
prisons. Enrollment, assessed values, and property taxes are projected in order to assess the amount
of state aid required for pre-school through twelfth grade school finance. A common forecast of the
national and state economies drives the revenue and budget projections provided in this publication.
In addition to the summary provided below, more detailed summaries are provided at the start of each
section. If you would like further information on these topics, please contact the staff members listed
in this summary.

General Fund Revenue

The continued deterioration of the state economy is eroding the General Fund revenue situation.
We reduced the Genera Fund revenue forecast by $238.1 million for FY 2001-02 and by $308.4
million for FY 2002-03. This reduction comes after decreases of $188.2 million and $221.9 mil-
lion for these years in the September forecast. We reduced the current year forecast for individ-
ual income taxes by $148.2 million. The corporate income tax projection was reduced by $52.6
million, while the sales tax estimate was pared by $51.1 million.

Staff contact: Tom Dunn or Mike Mauer, (303) 866-3521.

Cash Fund Revenues

We project total Cash Fund revenue subject to the TABOR revenue limit to decrease 2.6% in
FY 2001-02 and to increase 8.2% in FY 2002-03. The estimates were decreased by $24.9 million
for FY 2001-02 and increased by $11.6 million for FY 2002-03 from the September 2001 fore-
cast.

Transportation-related cash funds, which include the Highway Users Tax Fund (HUTF) and the
State Highway Fund, will grow 2.2% in FY 2001-02 and 3.2% in FY 2002-03.

Higher education cash funds will increase 5.6% in FY 2001-02, aresult of steady growth in en-
rollment and strong growth in tuition and nontuition revenues. Unemployment insurance reve-
nues from taxes and interest earnings will decrease 7.2% in FY 2001-02. Based on weak growth
in taxable wages and increasing benefit payments to unemployed workers, we project that the sol-
vency tax for the unemployment insurance fund will be instituted beginning in January 2003 and
be in place for two years.

Staff contact: Natalie Mullis, (303) 866-3521.
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Constitutional Spending Limit — the TABOR Limit

Following TABOR surpluses of $941.1 million and $927.2 million in the last two fiscal years,
the state's TABOR surplus is expected to disappear in FY 2001-02. Revenues will exceed the
TABOR limit by $65.1 million in FY 2002-03. From FY 2002-03 through FY 2006-07, the
TABOR surplus will average $524.8 million.

All TABOR refund methods will be used only in the last two years of the forecast period.
Only the earned income tax credit and the sales tax refund will be used based on the estimated
FY 2002-03 TABOR surplus of $65.1 million.

Staff contact: Tom Dunn or Mike Mauer, (303) 866-3521.

General Fund Excess Reserve and Appropriations

The poor outlook for General Fund revenues for the rest of FY 2001-02 will necessitate addi-
tional budget action. Without such action, the General Fund excess reserve would have a
shortfall. The General Fund needs to be shored up by $155.1 million.

The shortfall in the excess reserve occurs despite nearly $400 million of budget cuts enacted
at the General Assembly’s special session thisfall.

Staff contact: Tom Dunn or Mike Mauer, (303) 866-3521.

Adult Incarcerated Offender Population

The total Department of Corrections (DOC) jurisdictional population isforecasted to in-
crease by 5,518 inmates, to 22,351, during the six-year forecast period. The male population
will increase by 5,144 inmates, while the female population will increase by 374 inmates.

Prison capacity will exceed the number of expected inmates through June 2003 because new
prisons have come online or are about to open. However, the surplus is only one bed for male
inmates in June 2003. By June 2007, a shortfall of 1,019 beds for male prisoners and 87 beds
for female prisoners will exist. These figures include facilities that have been planned but
have not yet been authorized by the General Assembly.

Thetotal parole population under Colorado supervision is forecast to increase from 5,838 on
June 30, 2001, to 8,020 at the end of the forecast period.

Staff contact: Jonathan Lurie, (303) 866-3521.
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Youth Incarcerated Offender Population

The Division of Y outh Corrections (DY C) average daily commitment population will in-
crease from 1,280.7 in FY 2000-01 to 1,564.6 in FY 2006-07. This represents an increase of
22.2%. There will be acommitment bed surplus of 57.9 bedsin FY 2006-07.

The DY C average daily detention population will increase by 6.1% during the forecast pe-
riod. Therewill be adetention bed surplus of 24.1 in FY 2006-07.

Staff contact: Jonathan Lurie, (303) 866-3521.

Pre-Kindergarten to Twelfth Grade Enrollment

Enrollment for the 2002-03 school year is projected to increase by 1.13%, or by 7,943 full-
time-equivalent (FTE) students. This follows an increase of 1.94%, or 13,423 FTE students
for the 2001-02 school year. A weak economy in Colorado over the next year is expected to
reduce typical migration levels to the state and is responsible for the lower enrollment in-
crease.

We project that enrollment will increase by a compound average annual rate of 1.47% for the
next five years. This increase amounts to 53,471 students. This growth compares to an annu-
alized growth rate of 1.81%, or 60,349 students, during the last five years.

Staff contact: Josh Harwood, (303) 866-3521.

Assessed Values and Property Taxes

The economic boom increased assessed values by 20.2% in 2001. Reflecting new construc-
tion, assessed value of taxable property will increase by 3.1% to $60.4 billion in 2002. By
2007, assessed value will total $74.2 billion, reflecting a compound annual average growth
rate of 4.0% since 2001. The projected growth is weaker than over the past several years and
reflects the softening of the Colorado economy as well as an expected decline in oil and gas
values.

It is anticipated that the residential assessment rate will decrease from the current level of
9.15% to 8.31% in 2003, and 7.76% in 2005, and 7.23% in 2007. Strong gains in residential
market value will outpace nonresidentia property gains, leading to the decline in the residen-
tial assessment rate during the first two reassessment periods.

Local government property taxes for general operating purposes will increase 3.1% to
$1.567 billion in 2003.

Staff contact: Josh Harwood, (303) 866-3521.
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General Fund Revenue

ﬂVe reduced the General Fund revenue
forecast for FY 2001-02 by $238.1
million relative to the September 2001
estimate. This comes on top of a $188.2
million reduction made in the September
forecast. Revenue for the upcoming
budget year will be $308.4 million less
than in the previous forecast.

The deterioration in the national and state
economies leads to the reduced revenue
forecast. Colorado employment is barely
above one year ago and is expected to
show job losses in the first half of 2002.
The terrorist attacks have severely
curtailed business and vacation travel,
thus affecting the state’ s convention and
resort areas. Weak corporate profits at
the national level are flowing through to
Colorado companies.

Individual income taxes are the largest
source of revenue to the General Fund.
Individual income taxes will decline by
1.4% in FY 2001-02, the first decline for
thistax sourcein 22 years. The last
decline was attributabl e to tax reductions,
rather than a slowing economy. Weaker
wage and job growth, smaller bonuses,

and lower capital gains realizations \
contribute to the decline in income tax
revenue. After FY 2001-02, individual
income taxes will return to a more typical

growth pattern with an annualized growth
rate of 8.0%.

Sales taxes are the second-largest source
of revenue to the General Fund. Both
consumer and business spending has fallen
off in recent months as confidence
declined and job losses mounted.
Concerns over travel are also contributing
to reduced spending in the state. We
expect sales tax receiptsto fall by 0.1%in
FY 2001-02. Although thiswould be the
first decline since the mid-1980s
recession, part of the drop is attributable to
afull-year impact of the reduced sales tax
rate. A strengthening economy will lead
to a5.3% gain in salestaxesin FY 2002-
03. However, this growth rateis less than
previously expected.

Corporate income taxes are also expected
to decline in the current fiscal year. The
decline in corporate profits at the national
level is spilling over into Colorado.

December 2001
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This section presents the L egidative Council
Staff outlook for General Fund revenues, with
a specia emphasis on the large revenue
sources to the General Fund. Table 1 shows
the final accounting of revenue for FY 2000-
01 and our forecast of General Fund revenue
for FY 2001-02 through FY 2006-07.

General Fund revenue increased 4.0% in FY
2000-01. Thiswasthe lowest growth rate
since FY 1990-91 when the state was emerg-
ing from its mid- to late-1980s economic
slowdown and the national economy wasin
recession. Two factors were partialy respon-
sible for last year’ s low growth rate. First,
$164.3 million of income tax revenues were
diverted to the State Education Fund. Still, an
adjusted growth rate of 6.3% was the lowest
since FY 1990-91. Second, the ongoing im-
pacts of tax legislation passed in 2000 reduced
the growth rate.

Individual income taxes increased 8.1% in FY
2000-01, the first time that the growth rate fell
below nine percent since FY 1990-91. While
the growth rate was influenced by the ongoing
impact of tax reductions, these reductions were
the smallest of the past three years. A weaker
economy and a lower growth rate for capital
gains realizations also influenced income tax
receipts last fiscal year.

“Job losses in Colorado are greater
than previously anticipated and the
employment situation will remain weak
through the first half of 2002.”

“General Fund revenue will decline by an
estimated 5.1% in FY 2001-02.”

Genera Fund revenue will decline by an esti-
mated 5.1% in FY 2001-02. Thiswill be the
first decline in revenue since FY 1980-81
when the state reduced taxes in response to a
burgeoning surplus. The decline in the fore-
cast isinfluenced by the ongoing impact of
Amendment 23, which will have its first full-
year effect in FY 2001-02. We estimate that
$317.2 million will be diverted to the State
Education Fund this fiscal year, compared
with a $164.3 million diversion for FY 2000-
01.

We expect that the Colorado economy will
start on a slow recovery path in the third quar-
ter of 2002. Accordingly, Genera Fund reve-
nue growth will resume. We estimate that
revenues will increase at a 7.4% annualized
pace after FY 2001-02.

Based on recent and expected economic
trends, we estimate that individual income
taxes will decrease by 1.4% in FY 2001-02.
Our previous forecast estimated a 2.3% gain.
Job losses in Colorado are greater than previ-
oudly anticipated and the employment situa-
tion will remain weak through the first half of
2002. In fact, Colorado employment levels are
likely to be lower than the first half of 2001.
As last year’ s |abor shortage disappeared,
workers do not have the bargaining power to
demand higher wages. Lessjob shifting to
higher salary levelsis occurring. Bonus pay-
ments to workers are lower than in the last few
years as employers face profit pressures.
While some workers were able to take advan-
tage of valuable stock optionsin recent years,
the declining stock market has reduced the
value of these options. Finally, capital gains
realizations are lower this year because of the
weak stock market performance.

The growth in individual income taxes will be
robust after FY 2001-02, averaging 8.0%
through the remainder of the forecast period.
Nonetheless, the federal tax law changes
passed by Congress and signed by President
Bush last spring will have an impact on state
income taxes. The state income tax is based
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on federal taxable income with certain Colo-
rado modifications. Thus, any federal change
that affects the definitions of income, deduc-
tions, or exemptions will flow through to
Colorado taxable income. The federd

changes will reduce state income taxes by $9.3
million in the current fiscal year and escalate
to $42.0 million by FY 2006-07.

These estimates do not include proposals cur-
rently under consideration by Congress to pro-
vide additional economic stimulus viatax

cuts. The components of the stimulus package
were not finalized and were changing fre-
quently. If federal taxable income for indi-
viduals or corporations is changed, Colorado
income taxes will be impacted.

“...Colorado corporate income taxes
are under pressure in the current year,
as evidenced by a 20.3% decline
through November.”

Corporate income taxes increased 14.0% in
FY 2000-01. Part of thelargeincreaseis at-
tributable to transfers from corporate income
taxes to individual income taxesin FY 1999-
00 that should not have occurred and were re-
versed in FY 2000-01. Still, Colorado’s per-
formance is remarkable in light of reported de-
creases in corporate taxes at the nationa level.
However, Colorado corporate income taxes
are under pressure in the current fiscal year, as
evidenced by a 20.3% decline through No-
vember.

Most of Colorado’s corporate income taxes
are paid by firms that conduct interstate busi-
ness. Their federal taxable income is appor-
tioned to Colorado based on a combination of
property, payroll, and sales factors. Before-
tax corporate profits are estimated to decline
17.0% nationwide during this fiscal year. Ac-
cordingly, we estimate that the state’ s corpo-
rate taxes will fall 21.6% in FY 2001-02. A

rebounding economy will lead to an average
annual gain of 7.4% during the rest of the fore-
cast period.

One-third of one percent of Colorado taxable
income is diverted to the State Education
Fund. Thus, the reduced forecast for state in-
come taxes has important implications for this
fund. We reduced the estimate of the diver-
sion by $112.5 million during the forecast pe-
riod.

Sales tax receipts began to weaken in FY
2000-01. While the 3.8% gain was partially
attributable to areduction in the sales tax rate
from 3.0% to 2.9% on January 1, 2001, the tax
rate-adjusted figure of 5.6% was the lowest
growth rate since FY 1990-91.

The first full year of the reduced sales tax rate,
combined with the slowing economy, will
cause a0.1% decline for sales taxesin FY
2001-02. In addition to the many economic
pressures on consumers mentioned earlier,
businesses are curtailing their expenditures be-
cause of acorporate profits squeeze. Business
spending accounts for 35% of sales and use
taxes.

Tourism spending accounts for 10% of the
state’ s sales and use taxes. Taxable sales for
the state’ s lodging industry declined 24.1% in
September. A sample of sales tax returns for
October business indicated a similar decline of
nearly 22%. The entire decline cannot be at-
tributed to the reluctance to fly after the terror-
ist attacks. Lodging taxable sales declined by
9.4% from April to August, compared with
last year, suggesting that the national eco-
nomic slowdown was already seriously im-
pacting vacation and business travel. It ap-
pears that the state has thus far lost approxi-
mately $1.3 million in sales taxes from the
lodging industry that could be attributed to re-
luctance to travel after the terrorist attacks. An
additional revenue loss occurred from the loss
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of tourism spending at restaurants and retail
shops.

“Lodging taxable sales declined by 9.4% from
April to August, compared with last year,
suggesting that the national economic
slowdown was already seriously impacting
vacation and business travel.”

Meanwhile, according to preliminary indica-
tions, bookings at the state' s ski resorts are
running well below previous years. Colorado
is heavily reliant on tourism in the winter
months. The combined impact of the nation's
economic slowdown, poor early snowfall lev-
els, and afear of traveling related to the events
of September 11 will negatively impact tour-
ism this ski season. Recent data indicate that
resort bookings are down about 20% from last
year. Asthe fear factor dissipates and the
snow comes over the next several months,
Colorado should see a dlight rebound in tour-
ism-related spending and job levels. The na-
tional economic problems will still cause
weakness in the sector, however. Thus, the
outlook for Colorado’ s tourism industry re-
mains gloomy for the near term.

A sample of tax returns from auto dealers indi-
cated that the zero percent interest financing
terms had alarge impact on auto sales. State
sales taxes from the increased volume were
boosted by perhaps as much as $7.7 million.
However, the estimated gain in Colorado sales
was more than double the national gain. Thus,
the estimated gain may be overstated. None-
theless, most of the gain comes at the expense
of salestax receipts that would have been real-
ized later. These purchases would have even-
tually been made, whether on anew car or on
other taxable goods. The zero-interest financ-
ing deals will eventually help the economy,
however, because the lower car payment frees
up additional disposable income that may be
used on other purchases. Thisissimilar to the
impact of mortgage refinancing on disposable
income.

“The runup in stock and housing values over
the last several years had a tremendous impact
on estate taxes.”

“Holiday spending will not match the
pace of earlier years.”

Holiday spending will not match the pace of
earlier years. Mgjor shopping centersin the
metro-Denver area indicate that spending will
likely only match last year’ s levels. Prelimi-
nary indications from a check clearing firm
show only minimal sales gainsin the early part
of the holiday season for Colorado. Nation-
ally, retail sales declined 3.7% in November.
While the decline was influenced by a substan-
tial dropoff in new car sales from October’s
high level, retail sales with auto sales factored
out were still negative. This indicated that
consumer confidence was still lacking.

The runup in stock and housing values over
the last several years had a tremendous impact
on estate taxes. The average amount of taxes
collected over the past four years was two and
a half times larger than the average for the pre-
vious four-year period. The amount of estate
taxesis heavily influenced by the death of par-
ticularly wealthy individuals. Thiswasindi-
cated by payments of approximately $13.0
million from only two estates in August and
September. Thus, we increased our estimate
of estate taxes by $5.0 million from the previ-
ous forecast.

After FY 2001-02, estate taxes will be heavily
affected by the federal tax reduction package
passed earlier thisyear. Colorado’s estate tax,
like all other states' estate taxes, is based on a
federal estate tax credit for state taxes. The
federal government is phasing in arepea of
the estate tax. In order to reduce the cost of

December 2001
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the gradual repeal of the estate tax, the federal
government is also phasing out the credit for
state taxes. Thiswill flow through to Colo-
rado’s estate tax. The Colorado estate tax will
no longer be effective for persons who die af-
ter 2004. Based on the federal repeal of the
credit, we estimate that Colorado estate taxes
will be reduced by $14.3 million in FY 2002-
03, $35.7 million in FY 2003-04, $53.6 mil-
lion in FY 2004-05, and $73.7 million in FY
2005-06. After FY 2005-06, the estate tax
should be completely eliminated, though the
state will likely collect minimal amounts for
several years from delinquent filings and reas-
sessments of property values.

The insurance premiums tax has exhibited
strong growth in recent years, increasing 9.0%
in FY 1999-00 and 10.5% in 2000-01. Rising
health costs and property values and the ac-
companying rise in their insurance premiums
are behind the steep climb in thetax. Thein-
surance premiums tax will exhibit more mod-
est growth of 2.7% in FY 2001-02.

“The insurance companies will receive a
tax credit against their state insurance
premium tax liability, equal to 100 percent
of their investment.”

A law change enacted in the 2001 regular ses-
sion will affect these taxes after FY 2001-02.
House Bill 01-1097 provides a credit against
the insurance premiums tax owed by insurance
companies that make an investment of certi-
fied capital in a certified capital company.

The capital companies will provide investment
funds to companies that create jobs in Colo-
rado, with an incentive for investment in rural
and distressed urban areas. The insurance
companies will receive atax credit against
thelr state insurance premium tax liability,
egual to 100 percent of their investment. The

insurance companies can take up to 10 percent
of the tax credit each year. Two pools of $100
million each will be created for which insur-
ance companies can take tax credits. Thefirst
pool will be created in 2002 and the second
pool will take effect in 2004. Thus, for tax
years 2003 and 2004, the aggregate amount of
tax credits that can be claimed is $10 million.
The amount increases to $20 million for tax
years 2005 through 2012, and then falls back
to $10 million for the next two tax years.
House Bill 01-1097 will reduce General Fund
revenues by $4.9 million in FY 2002-03, $9.9
million in FY 2003-04, and $14.9 million in
FY 2004-05. Thetax credit is dlightly offset
by additional fees paid by certified capital
companies.

Interest earnings for the state's General Fund
have been high in recent years as the fund gen-
eraly had a significant balance throughout the
year. However, the slowing economy, com-
bined with the large TABOR refund that must
be made, will reduce the General Fund balance
thisyear. Thus, we anticipate that interest
earnings for the General Fund will decline
from $45.2 million in FY 2000-01 to $25.5
million in FY 2001-02 and $23.6 millionin
FY 2002-03.

Though gaming revenues as awhole will
show strong growth in FY 2001-02, the
amount accruing to the General Fund will rise
only dlightly. The General Fund receives the
remaining revenue after the Division of Gam-
ing and the Gaming Commission's expenses
are paid and the constitutional and statutory
amounts that go to other funds are satisfied.
The state appropriated an additional $3.8 mil-
lion of gaming revenues to the State Highway
Fund for FY 2001-02 relative to the previous
year. Other funds also receive gaming taxes
egual to a percentage of the total gaming reve-
nues, thus their revenues rise or fall with the
direction of gaming revenues.
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Cash Fund Revenue Forecasts

Total cash fund revenue will decline
2.6% in FY 2001-02. A stronger
economy, combined with higher tax
rates for unemployment insurance taxes,
will boost total cash fund revenuesto an
8.2% increase.

After growing 2.0% in FY 2000-01,
revenue to the transportation-related
cash funds, which include the Highway
Users Tax Fund and the State Highway
Fund, will increase 2.2% in FY 2001-02
and 3.2% in FY 2002-03. Thelow
growth rate is more attributable to
substantially lower interest earningsin
the State Highway Fund than to low
growth rates in gasoline taxes and
automobile registration revenues.
Lower gasoline prices, low interest rate
financing, and somewhat increased
demand for driving following the
September 11 tragedy will help offset
the weak economy to allow automobile
registration revenues and gasoline taxes
to grow at hedlthier rates than in FY
2000-01.

Tota higher education revenue will
increase 5.6% in FY 2001-02,
accompanied by a 1.2% increase in full-
time-equivalent student enrollment.
Revenue will grow 5.7% in FY 2002-
03, while full-time-equivalent student
enrollment will rise 1.1%.

Total unemployment insurance
revenue will decrease 7.2% in FY
2001-02. Slow employment and wage
growth combined with alow tax rate
inherited from the boom of the past five
years and atemporary tax credit are

responsible for the decline. Meanwhile,
benefit payments will accelerate in FY
2001-02 as aresult of steadily building
layoffs. Lower tax revenues combined
with increased benefit payments will
put enough downward pressure on the
balance of the Unemployment
Insurance Trust Fund to trigger the
solvency tax in calendar years 2003 and
2004. The fund balance will grow at an
average annual rate of 4.2% to $1.0
billion by FY 2006-07.

Limited Gaming Cash Fund revenue
will increase 11.0% in FY 2001-02.
Thisisasmaller increase relative to the
last few years. Still, the trend toward
larger casinos and continued demand
for gaming entertainment, despite the
economic slowdown, will keep gaming
revenue healthy.

Wildlife Cash Fund revenue subject to
the TABOR revenue limit declined
0.9% in FY 2000-01, aresult of dlightly
declining license sales. House Bill 01-
1012 designated the Division of
Wildlife as an enterprise for the
purposes of TABOR beginning in FY
2001-02. Thus, Wildlife Cash Fund
revenues subject to TABOR will be
reduced to zero after FY 2000-01.

Finally, al other cash fund revenue
will decrease 10.0% in FY 2001-02.
Most of the declineis due to the
exemption of $12 million of revenues to
the Unclaimed Property Trust Fund.

All other cash funds will increase at a
compound average annual rate of 2.2%
between FY 2000-01 and FY 2006-07.

December 2001

Prepared by Legislative Council Staff



18

This section presents the forecast for cash fund
revenue subject to the TABOR revenue limit
and descriptions for several of the large cash
funds. Table 2 presents a summary of all cash
fund revenue subject to the TABOR revenue
limit.

“...cash fund revenue subject to the TABOR
limit will decrease 2.6% in FY 2001-02.”

After growing 5.8% in FY 2000-01, cash fund
revenue subject to the TABOR limit will de-
crease 2.6% in FY 2001-02. Growth in these
funds will recover in FY 2002-03, increasing
8.2%. The pattern of growth will be varied
over the forecast period primarily due to the
institution of a solvency tax for the unemploy-
ment insurance fund. Cash fund revenue sub-
ject to TABOR will increase at an average an-
nual rate of 3.9% between FY 2000-01 and FY
2006-07.

“...unemployment insurance taxes are
counter-cyclical — meaning that they rise
during bad economic times and fall during

good economic times.”

Because our current outlook for the economy
is substantially weaker, the forecast for cash
fund revenues changed relative to September’s
forecast. We decreased the forecast for FY
2001-02 by $24.9 million. However, wein-
creased the forecast by $86.0 million over the
entire forecast period between FY 2001-02 and
FY 2006-07. Because the entireincrease is at-
tributable to increased unemployment insur-
ance tax revenues, thisis also aresult of our
expectations for aweaker economy. Unlike
most government revenue sources, unemploy-
ment insurance taxes are counter-cyclical —
meaning that they rise during bad economic
times and fall during good economic times.
Indeed, we increased the forecast for Unem-
ployment Insurance Trust Fund revenues by

$175.0 million over the forecast period. If you
exclude revenue related to unemployment in-
surance, the forecast for cash funds subject to
the TABOR limit was reduced by $103.4 mil-
lion during the forecast period.

In addition to the weaker economy, there are
five primary reasons for the declinein cash
fund revenuesin FY 2001-02. First, the Colo-
rado Division of Wildlife became an enter-
prise. Thus, most of their revenues are no
longer counted as part of TABOR revenues.
Second, most of the Controlled Maintenance
Trust Fund was transferred to the General Fund
on July 1, 2001. Interest earningsto the fund
will decline by nearly $18 million as a resullt.
Third, adecline in natural gas prices after the
sudden price increase last winter will lead to a
25.3% decline in severance tax revenues.
Fourth, the per-tanker charge for shipments of
motor fuel was reduced by one-third on Octo-
ber 1. Fifth, Senate Bill 00-057 exempted
moneys credited to the Unclaimed Property
Trust Fund from the TABOR revenue limit.

It should be emphasized that a portion of the
decline in cash funds is attributable to revenue
not being counted as part of TABOR revenues.
Funds treated in this manner include $53.9 mil-
lion of wildlife revenue and $12.0 millionin
the other cash fund category. In the absence of
the different accounting procedure for these
revenues, al cash fund revenue would have
been flat in FY 2001-02 relative to FY 2000-
01.

Transportation-Related Cash Funds

Transportation-related cash funds, which in-
clude the Highway Users Tax Fund, the State
Highway Fund, and severa smaller funds, in-
creased 2.0% in FY 2000-01. Transportation-
related revenue will increase 2.2% in FY 2001-
02, and at a modest average annual rate of
3.2% through FY 2006-07 (Table 3).
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The Highway Users Tax Fund. The Highway
Users Tax Fund (HUTF) was created by the
General Assembly as aresult of the state con-
stitutional requirement that revenues from
highway-related taxes and fees be used only
for the construction, maintenance, and admini-
stration of public highways. Thus, revenue
sources for the HUTF include taxes on the sale
of motor fuel (75%), automobile registration
fees (21%), and revenues from the sale of
driver licenses, court fines, penalties, and in-
terest income (4%). In addition, 10.355% of
state sales and use tax revenue is diverted to
the HUTF for transportation purposes, as long
asthere is enough revenue in the General Fund
to fund a six percent increase in General Fund
appropriations each year. This diversion was
capped at $35.2 million in FY 2001-02, re-
gardless of the level of Genera Fund revenue.

After increasing 0.5% in FY 2000-01, we ex-
pect total HUTF revenue subject to TABOR to
grow 3.0% in FY 2001-02. Total HUTF reve-
nues will grow at a compound average annual
rate of 3.4% through FY 2006-07.

Motor fuel tax revenue increased only 1.1%
in FY 2000-01, aresult of a cooling economy
and high gasoline prices. Thiswill improve
somewhat in FY 2001-02, with motor fuel tax
revenue increasing 3.1%. Gasoline prices
have fallen dramatically and many people have
chosen to drive on their vacations rather than
fly in the wake of the September 11 tragedy.
As the economy slowly recoversin FY 2002-
03, motor fuel tax revenue will exhibit steady
growth throughout the forecast period, al-
though at a dlightly slower rate than experi-
enced during the late 1990s. Revenues will
increase at a compound average annual rate of
3.3% between FY 2000-01 and FY 2006-07.

Vehicle registration revenue, much of which
is paid on larger and newer vehicles, will grow
2.3%in FY 2001-02, after decreasing 0.2% in
FY 2000-01. Growth in registration revenues

will be boosted in FY 2001-02 as a result of
House Bill 01-1017, which allows certain vehi-
clesto register for two-year or five-year peri-
ods beginning in FY 2001-02. Prior to the
passage of House Bill 01-1017, we expected
only dightly more than flat growth in registra-
tion revenuesin FY 2001-02. Automobile
sales have increased during the past few
months as a result of attractive financing offers
by automobile manufacturers. We believe the
boost in auto sales is temporary and will be
offset by asimilar decline sometime within the
next year. Nonetheless, the temporary boost
came at atime that was beneficial for the short-
term health of the auto industry and the econ-
omy. Steady population growth, continued
concerns for personal safety, and larger in-
creases in personal income after 2002 will
cause demand for large automobiles and trucks
to recover throughout the forecast period, al-
though growth in demand will not rival that of
recent years. We expect registration revenues
to grow at an average annual rate of 3.6% over
the forecast period.

“We believe the boost in auto sales is
temporary and will be offset by a similar
decline sometime within the next year.”

The State Highway Fund. Once the taxes and
fees generated for the Highway Users Tax
Fund (HUTF) are collected, they are disbursed
to the state, counties, and cities. The state's
share of money (approximately 55%) is cred-
ited to the State Highway Fund. In addition,
the Senate Bill 97-1 diversion and any special
transfers from the General Fund for transporta-
tion purposes are deposited into the State High-
way Fund. Interest earningsin the fund are
subject to the TABOR revenue limit. The
State Highway Fund is recelving matching
funds from local governments this year for pro-
jects accelerated with the use of Transportation
Revenue Anticipation Notes. These local
matching funds caused State Highway Fund
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revenues to increase substantially in FY 2000-
01. However, dthough the State Highway
Fund should continue to receive additional 1o-
cal matching fundsin FY 2001-02, interest
earnings in the fund will fall dramatically,
causing State Highway Fund revenues subject
to the TABOR limit to decrease 18.4%. Inter-
est earnings to the fund will decline because of
adramatically reduced Senate Bill 97-1 diver-
sion in FY 2001-02 and the lack of an addi-
tional transfer from the General Fund. Interest
earnings will remain low in FY 2002-03. The
Senate Bill 97-1 diversion potentially will not
be the full amount in FY 2002-03. Revenues
will decrease at a compound average annual
rate of 1.2% between FY 2000-01 and FY
2006-07.

“The State Highway Fund is receiving
matching funds from local governments this
year for projects accelerated with the use of

Transportation Revenue Anticipation Notes.”

Additional Monies for Transportation. Dur-
ing the 2000 legidative session, the General
Assembly specified that $50 million be trans-
ferred to the State Highway Fund from the
General Fund on July 1, 2000. Senate Bill 97-
1 provided for the diversion of 10% of state
sales and use tax revenues to the HUTF. The
percentage diverted to the HUTF was in-
creased because sales and use tax revenues
were reduced by legidative changes to the tax
base and tax rate. The current amount diverted
i 10.355%. The amount diverted is shown at
the bottom of Table 3. A statutory trigger re-
duces the Senate Bill 97-1 diversion dollar-for-
dollar when General Fund revenues fall short
of fully funding the six percent growth limit on
General Fund appropriations. The amount di-
verted in FY 2001-02 was capped at $35.2
million and the diversion potentially will not
be fully funded in FY 2002-03.

Higher Education

In this section, we present the projections for
cash fund revenue growth and full-time
equivalent (FTE) student enrollment in the
state’ s higher education system. The estimates
are shown in Tables 4 and 5.

Higher Education Cash Fund Revenue Pro-
jections. Higher education revenue increased
7.3% in FY 2000-01. Table 4 provides the tui-
tion and nontuition revenue forecasts through
FY 2006-07. Between FY 2000-01 and FY
2006-07, we expect total higher education cash
fund revenues to grow at an average annual
rate of 4.9%.

Higher education tuition revenue increased
5.2% in FY 2000-01, the largest growth in six
years. Tuition revenue will increase 5.5% in
each of the next two years, duein part to a
weakening economy that is expected to spur
higher education enrollment gains. Over the
six-year forecast period, tuition revenue will
increase at an average annual rate of 4.4%.
Thisisadlightly smaller growth rate than pre-
viously projected. The current projections of
the Denver-Boulder-Greeley inflation rate are
lower than in the last forecast. Tuition in-
creases are generally pegged to the local infla-
tion rate.

“Tuition revenue will increase 5.5% in
each of the next two years...”

Nontuition revenue will increase at an average
annual rate of 6.6% during the forecast period.
The strong growth rate of 15.2% in FY 2000-
01 is somewhat misleading because nontuition
revenue saw asignificant dip in FY 1999-00
due to an operational reorganization at univer-
sity hospital clinics.

Higher Education Student Enrollment Pro-
jections. FTE student enrollment increased
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0.3% in FY 2000-01. Table 5 displaysthe
FTE student enrollment projections by resi-
dency status. Total FTE student enrollment at
Colorado’ s public higher education institutions
will increase a an average annual rate of 1.1%
between FY 2000-01 and FY 2006-07. Thisis
adightly higher rate than projected in the Sep-
tember forecast. The higher rate is due to the
weaker economy.

We project that resident enrollment will in-
crease at a compound average annual rate of
1.1% between FY 2000-01 and FY 2006-07.
Resident enrollment growth will exhibit arela-
tive surgein FY 2001-02 and FY 2002-03 as
the economic slowdown sends workers back to
school in order to obtain more marketable
skills.

Nonresident enrollment will grow at arate of
0.6% over the forecast period. We expect that
nonresident enrollment will not grow as sig-
nificantly as resident enrollment. The higher
cost of nonresident tuition will influence po-
tential out-of-state enrollees to attend a school
in their home state. The slower growth is aso
attributable to an expected slowing trend in
migration to the state.

Economic variables such as the business cycle
play arolein higher education enrollment.
During an economic slowdown, enrollment
tends to increase as employees choose (or are
compelled) to improve their marketable skills.
We estimate that higher education enrollment
will increase as aresult of aweaker state econ-
omy, employment cuts, and an increasingly
competitive job market.

“As the cost of university or private
college tuition increases, enroliment may
increase at institutions with lower tuition,

such as community colleges.”

“The higher cost of nonresident tuition will
influence potential out-of-state enrollees to
attend a school in their home state.”

Factors Affecting the Forecast. Population
growth among age-groups likely to seek higher
education is asignificant factor in this fore-
cast. Theseinclude: the number of Colorad-
ans completing high school or a high school
equivalent program; the level of migration into
the state; the number of Coloradans in particu-
lar age groups; and population growth in re-
gions close in proximity to colleges and uni-
versities.

The cost of tuition is also afactor affecting en-
rollment, particularly between institutions. As
the cost of university or private college tuition
increases, enrollment may increase at institu-
tions with lower tuition, such as community
colleges.

Tuition revenue is driven by enrollment and
inflation. Nontuition revenue is driven by stu-
dent fees, on-campus consumption, housing,
and auxiliary operations such as university
clinics. Interest income also contributes sig-
nificantly to nontuition revenue.

The Governmental Accounting Standards
Board (GASB) recently issued statements 34
and 35, requiring institutions of public higher
education to discontinue reporting scholarship
allowances and tuition discounts as revenue.
Financial aid for student tuition provided by or
funneled through the state shall no longer be
reported in financial statements as revenue but
rather astransfers. This accounting change be-
comes effective at the end of FY 2002-03.
This does not necessarily mean that revenue
will decrease, but rather a proportion of tuition
revenue (current estimates range between 35%
and 50%) will no longer be considered revenue
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for the purposes of TABOR. This change will
be accompanied by an adjustment to the TA-
BOR base such that any potential TABOR sur-
plus will not be affected. The revenue impact
of this change will be addressed in upcoming
forecasts.

General Assembly Legislation Affecting the
Forecast. The December forecast reflects two
tuition inflation factors approved by the Joint
Budget Committee for FY 2001-02. First, the
committee authorized a 4.0% increase in resi-
dent tuition, based on the 2000 Denver-
Boulder-Greeley inflation rate. Second, the
committee authorized a 5.0% increase in non-
resident tuition. Future per-pupil tuition is as-
sumed to increase at the projected Denver-
Boulder-Greeley inflation rate. Estimates for
the local inflation rate are found in Table 14,
Colorado Economic Indicators.

Senate Bill 01-229 was passed by the General
Assembly in the 2001 regular session. This
bill authorizes the Colorado School of Mines
(CSM) to operate under a performance con-
tract with the Colorado Commission on Higher
Education. CSM will have the ability to set
resident and nonresident tuition rates. Because
the performance contract has not been submit-
ted to the General Assembly for approval, the
impact of this bill cannot be estimated at this
time.

Unemployment Insurance Trust Fund

Forecasts for unemployment insurance (Ul)
tax revenue, benefit payments, and the Ul
Trust Fund balance are shown in Table 6. The
Ul Trust Fund collects taxes from employers
and uses the revenues for unemployment bene-
fits. Growth in Ul taxes depends upon em-
ployment growth, the rate at which covered
employees switch employers, wage growth,
and the amount of benefits paid to Ul claim-
ants. The amount of benefits paid to Ul claim-

ants depends upon the number of unemployed
persons and the average wage level. When the
amount of benefits paid falls, the average Ul
tax rate paid by all employersfalls, and Ul tax
revenues fal, all else equal.

For the three years between FY 1996-97 and
FY 1998-99, afalling unemployment level
produced declines in total benefit payments
even though wages were rising. Despite
strong employment and wage growth, a con-
sistently declining Ul tax rate and a fixed
minimum taxable wage base culminated in
low Ul tax revenue growth during FY 1996-97
and FY 1997-98 and declines in the next two
fiscal years. However, the level of Ul taxes
remained much higher than the level of bene-
fits paid, resulting in robust growth in the Ul
Fund balance and increased interest earnings.
Total Ul revenue increased 1.9% in FY 1999-
00, aresult of adlight declinein tax revenues
countered by strong interest earnings.

Layoffs began to take atoll in late 2000 and
have accelerated throughout 2001. This
caused claims for benefit payments to soar.
Increased claims activity is expected to con-
tinue well into 2002. This factor, combined
with continually rising wages, caused benefit
payments to rise 18% in FY 2000-01. Benefit
payments will rise even more dramatically in
FY 2001-02, increasing 86.5%. While benefit
payments are rising, tax revenues will decline
6.5% in FY 2001-02 as aresult of an ex-
tremely low Ul tax rate, a lowing economy,
and atemporary tax credit. Tax rates will rise
in FY 2002-03 and FY 2003-04 as a result of
rising benefit paymentsin FY 2000-01 and FY
2001-02, and then will be more steady during
the remainder of the forecast period.

The solvency tax will be triggered for Ul taxes
in 2003 and 2004. Because benefit payments
are soaring while tax revenues are declining in
FY 2001-02, the fund balance will decline.
Thus the solvency of the Ul fund will fall to a
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level that will trigger the solvency tax for cal-
endar year 2003. Furthermore, the estimated
$55 million in solvency taxes generated during
2003 will not be enough to return solvency to
the fund by the end of FY 2002-03, and thus
the solvency tax will continue to be levied at
an even higher ratein 2004. The Colorado
Department of Labor and Employment esti-
mates that $115.5 million will be generated by
the solvency tax during 2004. The solvency
tax, combined with a higher regular Ul tax
rate, will cause Ul taxesto increase 51.7% in
FY 2002-03 and 48.6% in FY 2003-04.

“The solvency tax will be triggered for
Ul taxes in 2003 and 2004.”

The fund will return to solvency by the end of
FY 2003-04 with growth in Ul tax revenues
and benefit payments returning to more normal
levels during the remainder of the forecast pe-
riod. While benefit payments increase at an
average annual rate of 6.7%, Ul tax revenues
will grow at an average annual rate of 8.7%
between FY 2000-01 and FY 2006-07. Mean-
while, the Ul Trust Fund balance will increase
at an average annual rate of 4.2%, growing to
$1.0 billion by FY 2006-07.

The Solvency of the Ul Trust Fund Balance.
A solvency tax istriggered in Colorado when
the Ul fund balance as a percentage of total
annual private wages falls below 0.9%. As
shown in Table 6, this ratio will be below
0.9% at the end of FY 2001-02 and FY 2002-
03, causing the solvency tax to trigger during
calendar years 2003 and 2004. The ratio will
recover somewhat during the course of the
forecast period

Overview of Additional Cash Funds

This section provides brief descriptions of
other large cash funds that are subject to the

TABOR revenue limit. In FY 2000-01, these
cash funds comprised 29.1% of total cash fund
revenue. The forecast for each of these funds
iscontained in Table 2.

The Limited Gaming Fund (sometimes re-
ferred to as the Colorado Gaming Fund) re-
celves license fees and taxes levied on the ad-
justed gross proceeds (AGP) earned from gam-
ing activity in Black Hawk, Central City, and
Cripple Creek. Gaming revenue increased
15.0% in FY 2000-01. This healthy growth
was aresult of strong growth in personal in-
come, larger casinos replacing smaller casinos,
and continued demand for gaming entertain-
ment. Larger casinos pay more taxes than
smaller casinos because they reach the higher
tax rates faster and more often than smaller ca-
sinos. The gaming tax currently ranges from
0.25% of the first $2 million of AGP (or the
total amount bet less winnings) to 20% of all
AGP above $15 million.

“The aftermath of the September 11 tragedy
will have a positive effect on Colorado’s
gaming industry as Coloradans choose to stay
closer to home.”

We expect overall gaming revenue to increase
11.0% in FY 2001-02, as larger casinos con-
tinue to replace smaller casinos, while the eco-
nomic slowdown moderates the healthy
growth rates seen in recent years. The after-
math of the September 11 tragedy will have a
positive effect on Colorado’ s gaming industry
as Coloradans choose to stay closer to home.
We expect the gaming market in Colorado to
mature somewhat by the end of the forecast
period, with gaming revenue increasing at an
average annual rate of 10.7% between FY
2000-01 and FY 2006-07.

Gaming revenues in this fund are first used to
pay for the expenses of running the Gaming
Commission and the Division of Gaming. In
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FY 2000-01, these expenditures equaled $8.6
million. The remaining amount is distributed
to the General Fund, the Colorado Tourism
Promotion Fund, local government impact
funds, the State Highway Fund, and the State
Historical Society. Once all appropriations
and distributions were complete in FY 2000-
01, the General Fund received 33.4% of gam-
ing revenues. The amount retained in the Gen-
eral Fund is reported as a revenue source for
the Genera Fund in Table 1. All gaming reve-
nues, regardless of where they are distributed,
are included within the TABOR limit.

“...most Wildlife Cash Fund revenues will
not be subject to the TABOR limit
beginning in FY 2001-02...”

Wildlife Cash Fund revenues subject to the
TABOR limit declined 0.9% in FY 2000-01.
However, most Wildlife Cash Fund revenues
will not be subject to the TABOR limit begin-
ning in FY 2001-02 as aresult of House Bill
01-1012. House Bill 01-1012 designated the
Division of Wildlife (DOW) as an enterprise
for purposes of TABOR beginning July 1,
2001.

The Capital Construction Fund retains
money for construction of future capital pro-
jects such as prisons and higher education fa-
cilities. Income to thisfund is comprised
largely of interest earnings on the unspent bal-
ance. A total of $274.5 million was trans-
ferred to the fund from the General Fund in
early FY 2000-01. Due to state budget prob-
lems, the scheduled transfer of $302.6 million
during FY 2001-02 was reduced to $83.3 mil-
lion during the second special session of 2002.
At least an additional $100 million will be
transferred in FY 2002-03 through FY 2005-
06. However, the anticipated expenditures
from the fund will result in afalling average
fund balance throughout the forecast period.
Therefore, we expect income to the Capital

Construction Fund to decline at a compound
average annual rate of 8.4% from FY 2000-01
through FY 2006-07.

The Department of Regulatory Agencies
(DORA) regulates and enforces Colorado laws
regarding various industries in Colorado. The
department collects license and other fees
from the professions that it regulates. After
growing 8.8% in FY 2000-01, fee revenueis
expected to grow 1.5% in FY 2001-02. Be-
cause most fees are related to employment lev-
els, we expect DORA cash fund revenue to in-
crease modestly during the remainder of the
forecast period.

Insurance-related taxes are deposited into
three cash funds administered by the Division
of Workers Compensation in the Department
of Labor and Employment. The revenue col-
lected by the funds comes from taxes on work-
ers compensation insurance premiums. Medi-
cal inflation has been increasing for several
years and is expected to continue this trend.
While the move to health maintenance organi-
zations helped to control costs for several
years, any efficiency gains from this move
have been exhausted and costs are on the rise.
Thus, we expect these revenues to increase at
a compound average annual rate of 5.2% be-
tween FY 2000-01 and FY 2006-07.

Severance taxes are levied on the value of ex-
tracted ail, gas, coal, and minerals. Fina ail
and gas severance taxes for agiven year are
reduced by a portion of a company’s property
taxes paid during the same year, but based on
the previous year's income. The difference of
timing between the gross severance taxes due
and the offsetting property taxes creates a
volatile collections pattern. Total severance
tax revenues, including interest earnings, in-
creased 52.5% in FY 2000-01, primarily due
toal12.1% increase in oil and gas severance
taxes, aresult of ssimultaneous increasesin en-
ergy prices and oil and gas production. Sever-
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ance tax-related revenue reached arecord high
of $74.7 million last fiscal year. Pricesfor
natural gas have plunged from their high levels
earlier this year, while the price for oil had a
more modest decline. Thus, we expect that
severance taxes from this source will fall in

FY 2001-02. All severance taxes and interest
income will total $55.8 million in FY 2001-02,
a 25.3% decline. Between FY 2000-01 and
FY 2006-07, we expect total severance tax
revenues to decrease at an average annual rate
of 2.9%.

The Employment Support Fund (ESF) isde-
signed to help maintain the solvency of the
Unemployment Insurance Trust Fund (Ul
Fund). The ESF receivesits revenue from the
unemployment insurance surcharge tax. The
surcharge tax is levied to cover benefits
charged against employers who have gone out
of business. After declining 2.2% in FY 2000-
01, ESF revenues will increase 3.0% in FY
2001-02, and are expected to grow at an aver-
age annual rate of 7.4% over the forecast pe-
riod.

The Petroleum Storage Tank Fund collects
fees that are used to clean leaking underground
gasoline storage tanks. Most of the fees col-
lected in the fund are levied on tank truckloads
of fuel products shipped within the state. The
feelevel is set in statute to fluctuate with the
amount of money in the fund's reserve. The fee
was $75 during most of FY 2000-01 because
of demand on the fund’s resources. Demands
for the money in the fund’ s reserve eased up in
early FY 2001-02, and the fee dropped to $50
on October 1, 2001. Thus, after increasing
52.5% in FY 2000-01, revenuesto the fund
will decline 26.1% in FY 2001-02. Asaresult
of the recent fee change and a statutory reduc-
tion of the feeto $25 in FY 2004-05, Petro-
leum Storage Tank Fund revenues are ex-

pected to decline at an average annual rate of
12.9% between FY 2000-01 and FY 2006-07.

The Controlled Maintenance Trust Fund
(CMTF) isadtate trust fund from which the
interest earnings may be spent for maintenance
of existing state facilities. The principal bal-
ance in this fund is typically designated to sat-
isfy the state’' s constitutional emergency re-
serve requirement. Interest earningsto the
Controlled Maintenance Trust Fund (CMTF)
will show a volatile pattern during the next
two years as aresult of House Bill 01-1267.
This bill required the principal balance of the
CMTF ($243.9 million) to be transferred to the
General Fund on July 1, 2001. On July 1,
2002, $276.4 million will be transferred from
the General Fund to the CMTF. Interest in-
come to the CMTF will increase at a com-
pound average annual rate of 1.6% between
FY 2000-01 and FY 2006-07.

The "other cash funds’ component includes
approximately 174 smaller cash funds and can
be quite volatile. These funds grew 16.0% as
agroup in FY 2000-01, a heady pace that was
likely due to the fact that most funds subject to
Senate Bill 98-194 no longer needed to reduce
feesin FY 2000-01. Thishill required many
cash funds to lower feesin order to reduce
thelr reserves. Once their reserves were re-
duced to a certain level, they were no longer
required to reduce their fees and their revenue
increased aresult. Revenue to this group of
cash funds will increase at an average annual
rate of 4.9% over the forecast period. Senate
Bill 00-057 exempted moneys credited to the
Unclaimed Property Trust Fund from the TA-
BOR limit. The exemption was effective July
1, 2001, and will reduce the other cash funds
estimate by $12 million. Asaresult, thisfund
grouping will show only adlight increasein
FY 2001-02.
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The Constitutional Revenue Limit

After exceeding the constitutional
revenue limit for the past five years,
Colorado will not have surplus TABOR
revenuesin FY 2001-02. A weak
economy, the effects of the 2000 Census
results, and the voter-approved
Amendment 23 are responsible for the
disappearing surplus. However,
Colorado will return to a surplus situation
after FY 2001-02. The estimated surplus
will be $65.1 million in FY 2002-03 and
increase to $901.3 million in FY 2006-
07. The surplus will average $524.8
million from FY 2002-03 through FY
2006-07.

The General Assembly enacted 18 ways
to return surplus TABOR revenues.
Seventeen are based on the amount of the
TABOR surplus, while the sales tax
refund is used whenever a surplus exists.
Based on the low TABOR surplus
estimate for FY 2002-03, the earned
income tax credit and the sales tax refund
will be the only refund methods in effect.
In FY 2003-04, only seven refund
methods that are dependent on the
amount of the surplus will be in effect.
All refund methods are projected to bein
effect for the last two years of the
forecast.
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This section presents a brief discussion of the
TABOR revenue limit and projected surplus
TABOR revenues after incorporating the Gen-
eral Fund and Cash Fund revenue forecasts. In
addition, we discuss which refund methods are
projected to be used during the forecast period.

The provisions of Article X, Section 20 of the
Colorado Constitution (TABOR) require that
revenue collected above the TABOR limit be
refunded to taxpayers within one year after the
fiscal year in which they were collected. TA-
BOR limits annual growth in most state reve-
nue to inflation plus the annual percentage
change in state population.

2002-03 does not eliminate our previous esti-
mate of a $63.7 million surplus for that year.
When revenue drops below the allowable TA-
BOR revenue limit, as we are projecting for
FY 2001-02, the new TABOR limit isthe
lower revenue figure. The limiting factors of
inflation and the annual percentage changein
state population are then applied to the lower
revenue figure. Thus, when the economy
picks up and growth in revenue exceeds the
limiting inflation and popul ation factors, the
state returns to a TABOR surplus situation.
Meanwhile, the allowable TABOR limit is
permanently ratcheted down.

“...the TABOR surplus will disappear
for FY 2001-02.”

“...the allowable TABOR limit is
permanently ratcheted down.”

After having a TABOR surplusin each of the
past five fiscal years, we expect that the TA-
BOR surplus will disappear for FY 2001-02.
The TABOR surplus will be only $65.1 million
in FY 2002-03. For the five years of projected
surpluses during the forecast period, the surplus
will average $524.8 million. This compares
with an average surplus of $650.0 million dur-
ing the past five years. Table 7 displays the

Review of the FY 2000-01 TABOR Surplus.
Revenues subject to the TABOR limit ex-
ceeded the allowable limit by $927.2 million
in FY 2000-01, a dlight decline from the
$941.1 million in the previous year. While the
General Assembly has enacted 18 refund
methods, one method does not begin until the

Table 7
Estimated TABOR Surplus Revenues
(millions of dollars)

projections for future TABOR surpluses based )

upon current law (e.g., current tax policy) and [Pl VeeD AU
the Legisative Council December 2001 reve- 2001-02 $0.0
nue, inflation, and population forecasts. Table

8 shows a detailed calculation of the TABOR 2002-03 $65.1
surplus. The forecast incorporates voter ap-

proval of Amendment 23 and Referendum A, 2003-04 $3837
as well as |egislative approval of House Bill 2004-05 $519.2
01-1012. Thisbill exempted most Division of

Wildlife revenues from the state revenue limits. 2005-06 $755.0
While the $263.4 million reduction of the TA- 2006-07 $901.3
BOR revenue forecast eli_m_i nates aTABOR Total $2.624.2
surplus for FY 2001-02, it is important to note

that the nearly $300 million reduction in FY Average $524.8
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refund of the FY 2002-03 surplus. Table 9
shows the amount estimated to be refunded for
each of the 17 refund mechanisms. The sales
tax refund is increased by five percent to en-
sure that all of the TABOR surplusisre-
funded.

The salestax refund is distributed to full-year
resident taxpayers based on the size of their
federal adjusted gross income as modified by
Colorado law. These modifications include
untaxed social security income, lump-sum dis-
tributions from pension and profit-sharing
plans, and interest income from state and local
bonds. The sales tax refund will range from
$144 to $451 per taxpayer. Married couples
and surviving spouses receive arefund that is
double the amount that individual taxpayers
receive. Table 10 shows the refund amounts
that taxpayers will receive when they file their
state income tax returns beginning in January
2002.

be large enough that all refund methods will be
used. Table 11 shows the estimated threshold
levels for each refund method. The shaded
portion of Table 11 indicates which refund
methods will not be used.

Table 9
Refund of the FY 2000-01 Surplus TABOR Revenue
(dollars in millions)

“The sales tax refund will range from
$144 to $451 per taxpayer.”

Which refund mechanisms will be used when
the state has a TABOR surplus? Except for
the sales tax refund, a refund mechanism is
used if the amount of the TABOR surplus ex-
ceeds the threshold amount set for the mecha-
nism. There are 17 refund methods that are
dependent on athreshold. The thresholds are
increased each year based on Colorado per-
sonal income growth in the calendar year prior
to the fiscal year in which the refund is made.
The research and development sales tax refund
will not be effective until FY 2003-04.

Based on our estimates of the TABOR surplus,
only the earned income tax credit and the sales
tax refund will be used to refund the FY 2002-
03 surplus. For the FY 2003-04 surplus, seven
refund methods will be used. For the last two
years of the forecast, the TABOR surplus will

Refund Method Amount
Earned Income Tax Credit $30.3
Foster Care Tax Credit $2.0
Business Personal Property Tax Refund $100.0
Individual Development Account Tax Credit $5.0
Capital Gains Deduction before May 1994 $69.3
Rural Health Providers Tax Credit $0.4
Child Care Credit $19.4
Reduced Motor Vehicle Registration Fees $33.6
High Technology Scholarship Tax Credit $0.5
Charitable Contributions Deduction $5.1
Interest, Dividends, Capital Gains Deduction $45.8
Pollution Control Equipment Sales Tax Refund $1.5
Reduced Sales Tax Rate for Heavy Trucks $4.3
Ag Value-Added Cooperative Tax Credit $4.0
Private Health Benefit Plans Tax Credit $2.7
Capital Gains Deduction for Assets 1 to 5 Years $41.6
Sales Tax Refund $589.8
Total Refunded $955.3
Table 10

Sales Tax Refund Amounts by Income
and Tax Filing Status

Prepared by Legislative Council Staff

Refund for Refund for
Single, Head of Married
Modified Household, or or Surviving
Federal Adjusted Married Separate Spouse
Gross Income Taxpayers Taxpayers
Less than $27,001 $144 $288
$27,001 to $56,000 $187 $374
$56,001 to $83,000 $220 $440
$83,001 to $110,000 $252 $504
$110,001 to $135,000 $283 $566
Greater than $135,000 $451 $902
December 2001
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General Fund Overview

4 )

The poor outlook for General Fund - The outcome for future General Fund
revenues for the rest of FY 2001-02 will appropriations, the excess reserve, capital
require additional budget action. Without construction, and the diversion of sales
such action, the General Fund excess and use taxes to the Highway Users Tax
reserve would have a shortfal. The Fund depends on the corrective actions
Genera Fund needs to be shored up by taken this year.

$155.1 million. The shortfall in the excess
reserve occurs despite nearly $400 million
of budget cuts enacted at the Generdl
Assembly’s special session thisfall.
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This section presents the General Fund over-
view after incorporating the revenue forecasts,
the expected TABOR surpluses, and other ex-
penditures from the General Fund.

“In anticipation of weaker revenue growth in
FY 2001-02, the state legislature took action
in the second special session this fall to
reduce expenditures by $386.4 million.”

The General Fund overview is presented in Ta
ble 12. The beginning reserve for the General
Fund in FY 2000-01 was $786.8 million. Ex-
penditures exceeded revenues during the fiscal
year and reduced the reserve to $469.3 million
at year end. In anticipation of weaker revenue
growth in FY 2001-02, the state legislature
took action in the second specia session this
fall to reduce expenditures by $386.4 million.
The Senate Bill 97-1 diversion was capped at
$35.2 million, thus saving an estimated $167.1
million. The transfer to the Capital Construc-
tion Fund was reduced by $219.3 million. Af-
ter these budget moves, it was anticipated that
the General Fund excess reserve for FY 2001-
02 would be $82.3 million.

“...further budget action will have
to be taken.”

The overview in Table 12 is not presented in
the traditional manner. The General Fund ex-
cess reserve shows a shortfall of $155.1 mil-
lionin FY 2001-02. The General Fund over-
view does not include any savings that the
Governor’s office has already identified.

These savings would be approximately $50
million if realized. Nonetheless, further budget
action will have to be taken. Depending on the
combination of moves made, the outlook for
the excess reserve, General Fund appropria-
tions, and the Senate Bill 97-1 diversion of

sales and use taxes to the Highway Users Tax
Fund beyond the current fiscal year will be dif-
ferent.

Current law would dictate that appropriations
be reduced by the full $155.1 million. Thus, if
only General Fund appropriations are reduced
to cover the shortfall thisyear, afull Senate
Bill 97-1 diversion can be made in all years of
the forecast period after FY 2001-02. This oc-
curs because the General Fund appropriations
base is reduced for all future years, compound-
ing the savings. While a deficit in the excess
reserveis averted for FY 2001-02, the excess
reserve would have a small cushion of only
$11.4 million in FY 2002-03 under this sce-
nario.

Another option isto partially cover the short-
fall in FY 2001-02 with a one-time transfer
into the General Fund. The remainder of the
shortfall would be covered with areduction in
General Fund appropriations. Under this situa-
tion, only a partial Senate Bill 97-1 diversion
could be made in FY 2002-03. Thelevel of
appropriations is higher than in the scenario of
the previous paragraph. If the one-time trans-
fer into the General Fund must be paid back in
FY 2002-03, the diversion to highways would
be reduced even further. In either case, the
Genera Fund excess reserve would be zero or
show ashortfal in FY 2002-03.

A reduction in the diversion to highways could
still be avoided in FY 2002-03. During the
2001 regular session, the General Assembly
transferred funds from the Controlled Mainte-
nance Trust Fund (CMTF) to the General Fund
with the proviso that the CMTF be paid back
in FY 2002-03. The payback could be delayed
or phased in over two or more years to create
additional fundsin the excess reserve in FY
2002-03.

The overview does not include the amount that
must be paid to settle the Arkansas River law-
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suit. The amount is under negotiation, but will
likely exceed $20 million. If the amount is
settled and must be paid in FY 2001-02, it
would further impact the General Fund this
year.

Severa other lawsuits could also impact the
General Fund overview. Rocky Mountain
HMO alleged that the Department of Health
Care Policy and Financing breached their con-
tracts by incorrectly calculating managed care
ratesin the Medicaid program. The court ini-
tially ruled for the plaintiff and awarded $18.0
million. The decision is being appeaed by the
state. Another HMO has also filed suit. In to-
tal, it has been estimated that Colorado may be
liable for as much as $50 million to $70 mil-
lion if the state were to lose lawsuits to al of
Colorado’s HM O’ s that have managed care
contracts with the Medicaid program. One
half of the settlement funds would come from
the General Fund.

The Mandy case is a class action suit against
the state alleging that developmentally dis-
abled clients were denied Medicaid services
for which they were eligible by being placed
on awaiting list. To serve the approximately
2,700 persons on the waiting list would cost an
estimated $185.7 million per year, half of
which would be General Fund.

“These cases could place additional pressure
on the General Fund.”

These cases could place additional pressure on
the General Fund. An additional $142 million
in General Fund expenditures would remove
nearly $1 billion from the Genera Fund re-
serve over asix-year period if they arein-
cluded in the base that is increased by six per-
cent each year. This amount would exceed the
projected excess reserve in FY 2006-07 even
if the first-year revenue shortfall is taken en-
tirely from appropriations.
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OVERVIEW OF THE ECONOMY

National Economy

Looking Back

“The nation entered recession in
March that ended the record-length
expansion at ten years.”

The nation entered recession in March that
ended the record-length expansion at ten years.
Despite being in recession, the country eked
out 0.3% growth in inflation-adjusted gross do-
mestic product (GDP) on an annualized basisin
the second quarter before seeing adeclinein
GDP of 1.1% in the third quarter. The primary
reasons for the third quarter drop in GDP were
a slowdown of personal consumption, less state
and local government spending, alarge drop in
inventories and exports, and declining invest-
ment levels. While the economy has entered
recession, thus far it has not fallen as signifi-
cantly asin prior recessionary periods. While
we have yet to hit the bottom of the current re-
cession, we anticipate that it will not be as deep
of adownturn asisusually felt. The shallower
bottom may cause this recession to last slightly
longer than otherwise would be the case, how-
ever.

In an ongoing attempt to stop the economic
malaise, the Federal Reserve Board reduced
its short-term target for the federal funds rate
(the rate banks charge each other for overnight
loans) to 1.75% in early December. The reduc-
tion marked the 11" cut in the rate this year for
atotal reduction of 4.75 percentage points. The
federal funds rate is now at a 40-year low.
Banks responded by cutting the prime lending
rate (the rate banks charge their most stable and
prominent customers) to 4.75%. Thisrepre-

sents the lowest prime rate since November
1965. Lower borrowing rates generaly trans-
late into increased consumer spending as the
overall cost of making purchases declines.
The largest impact is generdly felt in the hous-
ing market as mortgage rates fall. Low rates
also cause mortgage refinancing, which often
creates cash or increases in disposable income
for consumers to spend throughout the market.
Mortgage rates hit a 30-year low in November,
beforerising dightly. The latest Fed reduction
could cause rates to return to their recent low
mark. The downside to reduced interest rates
islower earnings on consumer savings, espe-
cialy for people living on afixed income who
have their purchasing power decrease. Interest
rates have reached such alow rate, that we be-
lieve the Fed has about run the course for cuts.
The Fed will either hold steady or make one
more cut before letting the recession run its
course and trying to determine when rates need
to increase.

“Consumer confidence has also been hit by
the rising unemployment levels...”

Consumer demand increased at a snail’ s pace
of just 1.1% in the third quarter, following a
slow growth rate of 2.5% in the second quar-
ter. Consumers were primarily responsible for
keeping the economy afloat throughout the ex-
pansion and a pullback in spending is an insur-
mountable challenge for economic growth.
Consumer spending represents approximately
two-thirds of GDP. While the purchases of
nondurable goods and services had been rela-
tively weak al year, purchases of durable
goods (items expected to last three years or
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longer) faltered significantly during the third
quarter. A weakening job market and almost
no personal income growth led to the drop-off
in spending. Consumer confidence has also
been hit by the rising unemployment levels, a
declining stock market over the last 18
months, and a slowdown in the growth of
housing values. When consumers see the
value of their less liquid assets fall or stagnate
they become more conservative in their spend-
ing. Nervousness over the state of the econ-
omy has also caused consumers to constrain
their borrowing, which further slows the rate
of spending. The weakness from the third
guarter appears to have continued into the
fourth quarter asretail salesfell by arecord
amount in November. A weak holiday sales
season will further diminish corporate profits,
delaying arecovery in the job market and
lengthening the downturn.

and may provide additional support to the
economy as expenditures increase for home-
land security and the war on terrorism. The
federal government could also have an impact
on the economy if a spending or stimulus
package is enacted that encourages economic
activity. State and local government spending
will remain weak over the next year as many
areas are already experiencing significant
revenue shortfalls that will not be remedied
until after the economy turns around.

“Inventories have already been reduced
10% from their peak...”

“Spending on equipment has declined for
five straight quarters...”

Aswe stated in our September forecast, asig-
nificant decline in business investment is one
of the prime forces impacting the economy.
Spending on equipment has declined for five
straight quarters, the first time that has hap-
pened since 1982. With consumers now pull-
ing back the reins on spending, businessin-
vestment is likely to see further problems for
the first half of next year. Weakness and over-
supply in the communications industry, maor
realignments in the dot-com industry, and a
16-month decline in the manufacturing sector
have led the pinch on business spending.

State and local government spending de-
creased in the third quarter, although some of
the decline can be attributable to the Septem-
ber 11 disaster in New York. Federal govern-
ment expenditures increased during the quarter

Private businesses reduced inventories sub-
stantially in the third quarter on top of amore
modest reduction during the first two quarters
of theyear. Inventory reduction causes adrag
on production, but does present the possibility
of increases in production when the economy
turns around and consumer demand causes a
need for inventories to be replenished. Inven-
tories have aready been reduced 10% from
their peak, equivalent to the amount of reduc-
tion in the mid-1970s and early-1980s reces-
sions. We anticipate that inventories will con-
tinue to be reduced during the first half of
2002 as businesses wait for sure signs of a
turnaround in consumer spending before in-
vesting in additional output. Asinventories
dwindle and orders begin to rebound in the
middle of next year, businesses will need to
add to production by hiring workers or at |east
adding hours for current workers. Additional
work creates additional income that causes ad-
ditional spending. Additional spending results
in more production and the process spirals,
helping the economy to rebound.

The nation’ s trade balance continued to disin-
tegrate in the third quarter with a 12.9% de-
cline in imports more than outweighed by a
17.7% decline in exports. Whilethe U.S. re-
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cession is causing less demand at home for for-
eign goods, poor economic conditions through-
out the world are hurting exports even more.
Most European and Latin American economies
are showing weakness and Japan recently en-
tered arecession.

Looking Ahead

Most economic indicators are currently very
weak and the prospects for growth in the short
term are bleak. However, we anticipate that
the economy will bottom out in the second
quarter of 2002 and things will slowly start to
improve thereafter. Details of the forecast for
the national economy can be found in Table
13.

While GDP will decline again in the fourth
guarter, overal growth for the year will re-
main positive at 1.0%. Weakness through-
out 2002 will drop the growth rate to just
0.5% for 2002, however. GDP will bounce
back nicely in 2003, increasing at a 3.9%
clip.

Nonfarm employment will be a signifi-
cant drag on the economy during 2001 and
2002 as major layoff announcements con-
tinue to pour in around the nation. After
increasing at a 2.2% rate in 2000, employ-
ment will increase a mere 0.3% in 2001.
While the job market will turn around dur-
ing the second half of 2002, losses at the
beginning of the year will cause a 0.3% de-
clinein jobsfor the year. A more positive
direction to the economy in 2003 will bring
al.2% increasein jobsthat year. Mean-
while, the unemployment rate will con-
tinue to trend upward in 2001 and 2002.
After reaching an expansion low point of
4.0% in 2000, the unemployment rate will
jump to 4.8% in 2001 and 6.2% in 2002.

Personal income, which has stagnated dur-
ing the past three months, will grow just
4.9% in 2001, primarily based on growth in
the beginning of the year. The hollow job
market, alack of investment by companies,
and dour corporate profits will continue to
hold income gains in check. Income will
grow at a meager rate of just 3.0% in 2002
before rebounding at a 5.5% clip in 2003.
Because consumers are also unwilling to
take on additional credit, consumer spend-
ing will dow to a2.7% pacein 2001 and
only 1.5% in 2002.

With alack of investment on the corporate
side and a lack of spending on the con-
sumer side, there are few forces to drive up
prices. Inflation, which has performed un-
expectedly well throughout the expansion
period and into the recession, will continue
to be a bright spot for the economy. Low
prices will alow the Fed to maintain low
interest rates as long as necessary to move
the economy onto a positive growth path.
Also, it is one less factor working against
corporations as they attempt to regain prof-
itability and entice consumers back into the
market. In fact, we expect producer prices
to increase just 2.1% in 2001 and to fall by
0.8% in 2002. Low producer pricesand a
slow economy will also convert to alow
rate of increase in consumer prices. After
growing 3.4% in 2000, prices will rise
2.9% in 2001 and just 1.8% in 2002.

A weak stock market, less available invest-
ment capital, and the inability of companies
to execute initial public offerings, will slow
investment into 2002. Nonresidential
fixed investment will decline in 2001 and
2002 after increasing 8.2% in 1999 and
9.9% in 2000. While investment will re-
turn to positive territory in 2003, it will not
exhibit the stellar growth of the past five
years during the upcoming half-decade.
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Risks to the Forecast cline there would be no cause for increased

production. Without some factor causing pro-
There is a substantial downside risk to this duction to pick up, it isunlikely that the job
forecast. If the economy failsto rebound in market will turn around or that consumers will
the first half of next year, business conditions begin to see income growth. Trepid consum-
will become grave. If consumer confidence ers would continue to pound the tourism indus-
continues to disintegrate, then demand would try and state and local revenue growth would
remain low for alonger period than anticipated cause decreased government spending to be a
and even though inventories continue to de- drag on the economy.

Table 13

National Economic Indicators, December 2001 Forecast
(Dollar amounts in billions)

Forecast | Forecast | Forecast | Forecast | Forecast
1997 1998 1999 2000 2001 2002 2003 2004 2005

Gross Domestic Product (GDP) $8,318.4 | $8,781.5 | $9,268.6 | $9,872.9 | $10,198.7 | $10,412.9 | $11,048.1 | $11,722.0 | $12,366.7
percent change 6.5% 5.6% 5.5% 6.5% 3.3% 2.1% 6.1% 6.1% 5.5%
Inflation-adjusted GDP $8,154.4 | $8,508.9 | $8,856.5 | $9,224.0 $9,316.2 | $9,362.8| $9,728.0| $10,078.2 | $10,380.5
percent change 4.4% 4.3% 4.1% 4.1% 1.0% 0.5% 3.9% 3.6% 3.0%
Nonagricultural Employment (millions) 122.7 125.8 128.9 131.8 132.2 132.1 133.7 135.7 137.7
percent change 2.6% 2.6% 2.4% 2.2% 0.3% -0.3% 1.2% 1.5% 1.5%
Unemployment Rate 4.9% 4.5% 4.2% 4.0% 4.8% 6.2% 5.7% 5.1% 5.0%
Personal Income $6,937.0 | $7,426.0 | $7,777.3 | $8,319.2 $8,726.8| $8,988.6 | $9,483.0 | $10,004.6 | $10,524.8
percent change 6.0% 7.0% 4.7% 7.0% 4.9% 3.0% 5.5% 5.5% 5.2%
Inflation (Consumer Price Index) 2.3% 1.6% 2.2% 3.4% 2.9% 1.8% 2.4% 2.7% 2.7%
Prime Rate 8.4% 8.4% 8.0% 9.2% 6.9% 5.5% 7.5% 8.0% 8.0%

For historical data, see Appendix A.
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Colorado Economy

In many respects, the Colorado economy will
have its worst performance since 1991. Colo-
rado’s economy reversed course in 2001 as the
nation’s economy weakened. Still, Colorado
will have one of the top-performing econo-
miesin 2001. Using employment growth as a
measure, Colorado ranked fourth nationally in
2000 with agrowth rate of 3.9%. Though
Colorado’ s employment growth weakened
considerably to 2.3% through October, the
state still ranks fourth this year. However, in
the aftermath of the September 11 terrorist at-
tacks, the state economy has taken a sharp
downward turn. Colorado’s employment
growth ranked 26" when measuring October
2001 versus October 2000. The state’s heavy
concentration of travel and tourism businesses
likely contributed to a drop from a rank of 10"
in August and 16" in September.

“In many respects, the Colorado economy
will have its worst performance since 1991.”

A national economic forecasting firm, Econ-
omy.com, recently labeled Colorado as having
the third highest chance of entering a reces-
sion. However, it should be noted that nearly
one-half of the states had employment losses
in October vis-a-vis the same month last year.
Only eight states had employment levels that
were at least one percent higher than ayear
ago. Four of these states have a high concen-
tration of energy resources and employment is
still positive in those states partialy as areac-
tion to high oil and gas prices earlier this year.
Thus, most of the country, including Colo-
rado, isin or near arecession.

Many of the reasons for Colorado’ s successful
economy during the 1990s were based on na-
tional trends. Business investment surged dur-
ing the 1990s in computer and telecommuni-
cations equipment. Colorado, with its high

educational levels and highly visible presence
of high-tech and telecom companies, capital-
ized on economic strength in these industries.
The stock market surged during the second
half of the last decade. Because our per capita
income is 10.2% higher than the national aver-
age, Colorado households tend to invest more
in the stock market. The realized and unreal-
ized gains from the stock market, as well as
surging home equity, fueled consumer spend-
ing. Asemployment increased during the
early part of the decade, office construction
skyrocketed. The building of public facilities,
such as Denver International Airport, the Den-
ver Public Library, and three new sports facili-
tiesin Denver, fueled construction employ-
ment.

These factors have generally run their course
and are not pushing the economy forward to-
day. Businessinvestment fell in the face of
weak or nonexistent corporate profits, overca-
pacity, and weak demand. The stock market
began to deteriorate in early 2000 and is till
seeking direction. Inlight of the weaker econ-
omy, housing demand and prices are softening.
The public construction projects are mostly
complete, while highway construction is now
being emphasized.

“...employment changes in the first

two quarters of 2002 are likely to be

negative compared with the first two
quarters of 2001.”

The state’s economy will remain weak through
at least mid-2002 before arebound occurs. In
fact, employment changes in the first two
guarters of 2002 are likely to be negative com-
pared with the first two quarters of 2001. Still,
the economy will not return to alevel near the
typical gains of the 1990s until 2004. The fol-
lowing sections review the recent weakness
and outline the Colorado economic forecast.
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Table 14 shows the Colorado economic fore-
cast through 2006.

Employment

After the end of arecession, Colorado employ-
ment levels typically rebound quickly. Inthe
previous four national recessions, state em-
ployment significantly lagged the nationa re-
covery only after the 1981-1982 recession.
Additionally, Colorado was part of aregional
recession in 1986 and 1987. The nation did
not have arecession during that time period.
If Colorado follows the typical pattern, em-
ployment will begin to show significant gains
in the third quarter of 2002.

After increasing only 1.6% in 1991, Colorado
employment increased at a compound average
annual growth rate of 4.1% through 2000. An-
nual employment growth never fell below
3.4% after 1991 and reached a high of 5.1% in
1994. |n contrast, we estimate that Colorado
employment will increase by only 1.9% in
2001 and will weaken further to 0.9% in 2002.
The first half of 2002 will see employment
losses vis-a-vis the first half of 2001 before the
recovery begins. Colorado employment will
increase 2.4% in 2003 and 3.2% in 2004. In

contrast, employment increased at an average
pace of 3.7% over the past 50 years.

“...we estimate that Colorado employment
will increase by only 1.9% in 2001 and will
weaken further to 0.9% in 2002.”

After averaging arecord-low 2.7% in 2000,
the unemployment rate has been on therisein
2001. The rate jumped from 3.7% in Septem-
ber to 4.2% in October. The unemployment
rate will average 3.4% in 2001. The projected
weak hiring outlook will lead to a 4.8% unem-
ployment rate in 2002, the highest level since a
5.3% ratein 1993. Unemployment will drop
to 4.5% in 2003.

“An increase in oil and gas prices in late

2000 and early 2001 will lead to only the

third annual gain in mining employment
since 1990.”

Mining employment fell from 2.9% of total
employment in 1980 to only 0.6% in 2000.
Falling energy prices during the early 1980s
started the downward trend. A consolidation
of energy companies and relocation of compa-
nies out of the state in the late 1990s led to a

Figure 1. Colorado Employment
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further downturn in mining employment. An
increase in oil and gas prices in late 2000 and
early 2001 will lead to only the third annual
gain in mining employment since 1990. En-
ergy prices have since fallen off and employ-
ment in the mining sector will stabilize in 2002
and thereafter.

Construction employment boomed during the
1990s, increasing at a compound average an-
nua growth rate of 9.7%. Net migration was
negative from 1986 to 1990 and led to a high
vacancy rate for housing at the start of the dec-
ade. By 2000, housing permits were 4% times
the level of 1990. Similarly, nonresidential
construction was at alow level during the lat-
ter half of the 1980s. As Colorado’ s economy
picked up steam and became a factor for peo-
ple to move to the state, nonresidential con-
struction also had significant gains during the
1990s and remains at a high level thusfar in
2001.

“The construction slowdown in 2002
will be very slight compared with the
mid- to late-1980s.”

Construction employment gains have tailed off
significantly in 2001. Employment increased
by 1.5% through October and will realize only
a1.0% gainin 2001. The weak economy will
lead to a decline in housing permits and non-
residential construction in 2002. Financial in-
stitutions are reluctant to commit to new build-
ing loans unless the project is solid. Although
mortgage rates will be only dlightly higher in
2002, the impact of aweak job market for
much of the year will depress demand for new
homes. The start of the Interstate-25 rebuild-
ing project will partially offset job lossesin the
building sector of nonresidential construction.
We estimate that construction jobs will decline
by 6,200, or 3.8%, in 2002.

The construction slowdown in 2002 will be
very dight compared with the mid- to late-

1980s. The latter period was marked by asig-
nificant level of overbuilding in both the resi-
dential and nonresidential sectors. This has
generaly not been the case over the last few
years. The earlier period was marked by gen-
erous tax laws that rewarded investors for
building projects. The current economic slow-
down is not projected to be as severe as the
mid-1980s slowdown.

Manufacturing employment has followed the
national pattern of weak growth. Manufactur-
ing jobsin Colorado increased at a 0.6% an-
nual pace during the 1990s, while they shrank
at a0.3% pace nationaly. It should be noted
that the manufacturing sector in Colorado was
affected by the industry reclassification of two
large firms to other sectors. Otherwise, Colo-
rado would have shown a stronger perform-
ance in manufacturing.

The manufacturing sector has been affected by
two significant factorsin the long term. First,
alarge number of jobs have been shifted off-
shore so that companies could capitalize on
lower labor costs. Second, a productivity
boom meant that manufacturers could increase
output with the same amount of labor. This
factor led to reduced demand for workers.

In the short term, the manufacturing sector was
the first to be affected by the current slow-
down. It has been in recession for more than a
year, losing over amillion jobs nationwide.
Weak demand and high production eventually
led to excess inventories for manufacturers
that these businesses are now trying to pare
down.

Although not as severely impacted as most of
the country, Colorado has witnessed a decline
of 2,300 jobs through October 2001, following
again of only 600 jobsin 2000. Severa Colo-
rado manufacturing icons eliminated jobsin
2001. Samsonite eliminated its 350 local
manufacturing jobs, although the company re-
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tained its corporate headquarters jobs and dis-
tribution center in Denver. The Keebler
cookie plant closed its Denver facility after 40
years, eliminating 470 jobs. 1n another con-
solidation by afood manufacturer, the Hershey
Co. isclosing the Wheat Ridge-based Jolly
Rancher candy maker, which will lead to the
loss of 240 jobs by the end of next year. In ad-
dition, many high-tech manufacturers an-
nounced layoffs during the year. By year end,
Colorado will have lost a net of 3,500 manu-
facturing jobs and will lose an additional 7,100
jobsin 2002. Theindustry will have only a
dlight rebound in 2003.

“More goods were shipped to Denver
for local distribution with the addition
of one million residents to the
state during the decade.”

“Several Colorado manufacturing icons
eliminated jobs in 2001.”

The transportation, communication, and pub-
lic utilities sector had stellar gains during the
1990s. The sector capitalized on the construc-
tion of Denver International Airport and a
boom in the telecommunications sector. How-
ever, industry consolidation, a telecom shake-
out, and the aftermath of the September 11 ter-
rorist attacks will lead to reduced employment
levelsin 2001 and 2002. The former Public
Service Co. of Colorado went through two
mergers during the 1990s and shed jobs after
each merger. Qwest acquired US West and
has announced work force reductions in Colo-
rado of nearly 6,000 since mid-2000. Compa-
nies such as Rhythms NetConnections, Jato
Communications, and Level 3 Communica-
tions were victims of a competitive market,
weak demand, investor unwillingness to com-
mit additional money, and overcapacity rela-
tive to current demand levels, and have laid off
thousands of employees. The airline industry
announced plansto lay off or furlough nearly
2,000 workers due to decreased willingness to
fly after the terrorist attacks. However, flights
and workers are dowly being added back as
travelersreturn to the air.

The wholesale trade sector benefitted from the
economic expansion during the 1990s. The
metro-Denver areaincreased its regional pres-
ence with the construction of Denver Interna-
tional Airport. Many warehouses were built as
more goods were shipped through Denver.
More goods were shipped to Denver for local
distribution with the addition of one million
residents to the state during the decade. Thus,
employment in the wholesale trade sector in-
creased at a 2.9% annual pace during the
1990s.

Unlike most other sectors, wholesale trade has
not slowed in 2001 relative to the previous
decade. Employment in the sector will in-
crease 4.5% in 2001. However, the weakness
in consumer demand, as well as a construction
slowdown for industrial/warehousing facilities,
will trandate into aloss of approximately 600
jobsin 2002, or 0.3% of the employment base.
The industry will add an estimated 2,500 jobs
in 2003.

Robust income growth in Colorado and a
strong tourism industry led the retail trade
sector to a 3.7% annualized gain in employ-
ment between 1990 and 2000. Two new re-
gional malls and several smaller strip malls
were built in the metro-Denver area during the
1990s. Significant retail construction occurred
elsewhere in the state. Asthe decade closed,
the retail industry was characterized by a labor
shortage. The state’s unemployment rate
dropped from a high of 6.0% in 1992 to only
2.7% in 2000.

The national economic slowdown and a shake-
out from a highly competitive environment in
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the building materials sector slowed the growth
rate for retail trade employment in 2001.
Montgomery Wards closed al its stores nation-
wide, leading to the loss of 800 to 900 jobsin
Colorado. The closure of J.C. Penney storesin
Boulder and Lakewood eliminated 180 jobs.
HomeBase closed al of its home improvement
stores and laid off 700 employees. Hugh M.
Woods, alongtime Colorado fixture in the re-
tail building sector, closed all storesin the
state, thus eliminating 30 to 60 jobs at each of
its 18 locations. Theretail industry was reluc-
tant to increase its holiday season employment
by normal standards due to the uncertain direc-
tion of consumer spending. Through Septem-
ber, retail trade spending increased only 1.3%,
compared with the same period last year. In
contrast, retail trade sales increased by a robust
11.1% in 2000.

tional pressure on retailers to keep costs down.
Thus, retail employment will increase by only
1.0% in 2002. Asthe economy reboundsin
late 2002 and 2003, retail jobs will bounce
back to a2.7% gain in 2003.

“Several layoffs in the FIRE sector have
been announced this year.”

“Positive factors for retail industry
employment include the opening of
two new unique malls.”

Positive factors for retail industry employment
include the opening of two new unique malls.
Littleton’s Aspen Grove opened in early No-
vember and is expected to employ 2,000 work-
ers at 50 stores during the peak holiday season.
This specialty retail areawill be fully openin
2002. The Colorado Mills shopping areain
Lakewood is scheduled to open in late 2002.
This project will employ an estimated 3,500
workers at 18 nontraditional anchor stores, 200
specialty retail stores, and a variety of enter-
tainment and restaurant venues. Finally, the
retail sector can be more selective about pro-
spective employees. While plagued by alabor
shortage in recent years, the rising unemploy-
ment rate is now yielding more job candidates.

We expect retail employment to increase 2.2%
in 2001. A weak economy in the first half of
2002 will keep consumer spending gains just
above inflation next year. Thiswill put addi-

Employment in the finance, insurance, and
real estate sector (FIRE) increased at a 4.2%
annualized rate from 1990 through 1999. The
strength of Colorado’s economy led many na-
tional firmsto locate or enhance their regional
officesin the state. The strong housing market
created opportunity for mortgage-related com-
panies. However, recent employment gainsin
the sector have been weak as jobs increased by
0.8% in 2000 and by 0.3% through October
2001.

Severa layoffsin the FIRE sector have been
announced this year. Janus Corp. laid off
nearly 400 workersin Colorado this year in an
attempt to cut costs amid declining investor
interest. The firm was able to use enhanced
productivity tools with the remaining workers.
Charles Schwab Corp., the nation’slargest dis-
count brokerage, laid off 512 workersin the
company’s service operations. Insurance pro-
viders Mass Mutual and Safeco each laid off
60 workers in their metro-Denver offices as
part of a consolidation of regional offices. Fis-
erv will lay off 200 Denver-area workers by
March 2002 due to a lowdown in its securities
processing business. Employment levels will
be flat in 2001 before increasing 1.7% in 2002.

The services sector, which has the greatest
number of employees, had the second-highest
growth rate (5.5%) during the 1990s. Employ-
ment in the business services subsector in-
creased at a 9.5% annualized pace. The de-
mand for data processing and software ser-
vices increased tremendoudly as the economy
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expanded. Additionally, the tight labor market
brought many workers back into the work
force as temporary employees.

Business services, which increased 10.1% last
year and accounted for 30.6% of services jobs,
increased only 5.0% through October. Medi-
cal services strengthened slightly, posting a
1.9% gain this year versus a 1.5% increasein
2000.

“The services sector will continue
to outperform the rest of the Colorado
job market.”

Employment in the state’ s lodging industry
surged a surprising 9.9% through October.
Hotel jobs increased only 3.5% in 2000 and at
a2.6% annualized pace since 1990. Even
more surprising is the degree to which this
year’'s strength held up in September and Oc-
tober after the September 11 terrorist attacks.
While hotel occupancy rates were initially at
one-half of normal and are still shy of the pre-
attack rates, hotel employment was still 7.3%
ahead of September and October levelsin
2000. It may be that hours worked were re-
duced for these employees, however.

The services sector will continue to outper-
form the rest of the Colorado job market. Ser-
vices employment will post a3.4% gainin
2001 and 3.5% in 2002. Services jobswill in-
crease a more robust 4.2% in 2003.

Government employment will be constrained
by slower growth rates for state and local tax
revenue and smaller population gains. After
posting a 2.7% increase in 2001, jobs in the
government sector will increase by only 0.9%
in 2002 and 2003. Theloca government sec-
tor will be most affected. Because migration
to the state will be substantially lower than in
recent years and private school enrollment
continues to surge, enrollment gainsin public
schoolswill be restrained. Asaresult, fewer
new teachers will need to be hired.

Personal Income and Wages

Personal income increased at a compound av-
erage annual growth rate of 8.0% between
1990 and 2000, while wages and salaries in-
creased at an 8.8% pace. The low unemploy-
ment rate during the last part of the 1990s
meant that employers had to give higher wages
and salaries to entice workers to their compa-

Figure 2. Personal Income Increases
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nies. Solid corporate profits in many indus-
tries allowed employers to give bonuses or
stock optionsto their workers. Moreover, the
labor shortage meant that the average work
week increased and workers were earning
more. The long economic boom led to the
strongest growth rate of the decade in 2000 as
personal income increased 10.0% and wages
and salaries grew 12.6%.

“The positive factors for strong
income gains in the last few years
are disappearing.”

The positive factors for strong income gains in
the last few years are disappearing. The un-
employment rate is projected to increase from
ahistoric low of 2.7% in 2000 to 4.8% in
2002. Thus, there will not be the same incen-
tive for employers to pay more to attract work-
ers from other jobs. Bonuses and stock op-
tions will be smaller for some employees and
nonexistent for others. Finaly, the national
index for hours worked by production or non-
supervisory workers is down 2.2% from its
peak in January.

The slowing economy will lead to weaker
growth for personal income and wages and
salaries. Personal income will increase 5.7%

in 2001 and 4.3% in 2002. Income growth
will rebound to 7.0% in 2003. Wage and sala-
rieswill show asimilar pattern. They will in-
crease 6.5% in 2001, 4.5% in 2002, and 6.9%
in 2003. The estimate for personal income
growth in 2002 is noteworthy for its potentia
impact on education funding. Amendment 23,
passed by voters in 2000, provides for a mini-
mum increase of five percent for General Fund
appropriations for the school finance act. The
amendment provides for an exception to the
minimum increase if personal income grows
less than 4.5%. This condition would be met
based on our estimate of a4.3% increasein
2002. Thus, the General Assembly could ap-
propriate less than a five percent increase for
education for FY 2003-04. This decision does
not have to be made until the 2003 legidlative
session when the preliminary estimate of per-
sonal income growth for 2002 will be known.

“The estimate for personal income growth in
2002 is noteworthy for its potential
impact on education funding.”

Retail Trade

Consumer spending in Colorado has tradition-
ally been measured by retail trade sales. Ro-

Figure 3. Retail Trade Sales
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bust income gains by Colorado residents, a
strong national economy that led tourists to the
state, and the wealth effect from the rising
stock and housing markets led to healthy in-
creases in retail trade spending during the
1990s. Retail trade salesincreased by 11.1%
in 2000, capping a decade of annualized
growth of 7.7%.

“Retail trade sales have slowed dramatically
in 2001, particularly since spring.”

Retail trade sales have slowed dramatically in
2001, particularly since spring. Sales de-
creased in four of the five months since April,
compared with the same months in 2000. The
drops coincide with the beginning of the nu-
merous layoffsin Colorado and the slowing of
the state’ s employment gains this year.

Through September, retail trade salesin-
creased amere 1.3%. The weakness is across
the board, as no single component of retail
trade increased at least as much as the inflation
rate. Sales at furniture and electronics stores
had the largest decline (-7.0%), while depart-
ment stores had the biggest gain (3.6%).

The decline in consumer confidence since Sep-
tember, continued layoffs, and lackluster in-
come gains will lead to a weak sales outlook
through the remainder of 2001 and into 2002.
Sales will increase by only 1.0% in 2001, the
weakest showing since a 0.1% increase in the
state recession period of 1987. Retail trade
sales will increase by 3.8% in 2002 before
bouncing back to a 6.7% gain in 2003.

Construction

“The residential housing market will
reverse direction in 2002.”

Residential construction has held up very well
during this year’s economic slowdown. Total
building permits issued increased 6.2%
through October and are on pace to perhaps
the third highest year ever. This strength
comes from a 19% increase in multi-family
housing units. Single-family building permits
increased 0.9% compared with last year. Con-
struction analysts attribute this year’ s housing
market resilience to projects that were on the
drawing board prior to the downturn. The
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lowest mortgage rates in 40 years have also
been propping up the housing market.

The residential housing market will reverse di-
rection in 2002. Concerns over job security,
weaker income gains, recent increases in mort-
gage rates, and lower migration levels will re-
duce the demand for new homes. Building
permits for single-family homes will fall by
15.5%, or 5,900 homes. The highly volatile
multi-family housing category will have an
even sharper drop in 2002 — 39.3%, or 7,000
units. Overall, housing permits will decline by
23.0% in 2002. The residential market will
continue to be soft in 2003 with an additional
12.4% decline. A sharp rebound of 10.7% will
occur in 2004 and the number of housing units
permitted will remain in the 42,000 to 45,000
range through 2007.

The nonresidential construction sector has
also held up relatively well in 2001, although
the outlook for 2002 is negative. According to
F.W. Dodge, overall nonresidential construc-
tion fell 2.3% through October. Strength in
other sectors has been able to offset a 24.8%
decline in office building construction. The
office vacancy rateisrising in 2001 and will
likely climb higher in 2002. The amount of
vacant office space in the metro-Denver area
increased to 11.1% at the end of September.
At the end of 2000, the vacancy rate was 7.4%.
The vacancy rate was in excess of 20% in the
early 1990s. Combined with falling lease
rates, the incentive for significant additional
new office construction is disappearing
quickly.

late 1990s, a collapse of the high-tech and tele-
com sector has led to skyrocketing vacancy
ratesin that area. The vacancy rate along the
U.S. 36 corridor isin excess of 35%. With
rates that high, it will take at least two years
before the excess can be absorbed and new
construction takes place. The southeast Inter-
state-25 corridor has a vacancy rate of 23%.
Thus, thereisa similar disincentive to begin
significant construction in the southeast sub-
urbs as well. In addition, the massive recon-
struction of Interstate-25 means traffic head-
aches for commuters in that area, and new and
relocating businesses will ook elsewhere for
the next few years.

Although nowhere near the collapse of the late
1980s and the high vacancy rates of the early
1990s, the slump in nonresidentia construc-
tion will eventually become a plus for Colo-
rado’s economy. Lease rates will become
more attractive to businesses looking to locate
in Colorado. In addition, softening land and
building prices will make new construction
more affordable and investment returns will
become higher once the bottom is reached.

“...nonresidential construction
is in for a rough road ahead.”

“The office vacancy picture is mixed
across the metro-Denver area.”

The office vacancy picture is mixed across the
metro-Denver area. While the northwest corri-
dor between Westminster and Boulder was re-

sponsible for the office building boom of the

Nonetheless, nonresidential construction isin
for arough road ahead. Construction will fall
by 11.8% in 2002, followed by a 1.0% gain in
2003. This may be an optimistic forecast and
is dependent on a solid employment recovery
beginning in mid-2002. If the high-tech and
telecom slowdowns continue beyond 2002 and
corporate profits do not turn positive, the out-
look for nonresidential construction will be
even more negative.

Population and Inflation

The percentage change in the state’ s popula-
tion and the inflation rate for the Denver-
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Boulder-Greeley area are used to calculate the
state’ s revenue limit under the Taxpayer’s Bill
of Rights (TABOR). All local tax jurisdictions
use inflation as a part of their revenue limit.

Colorado’ s population gains will not be as ro-
bust as in the 1990s when the average gain
was 2.7% per year. The state economy has
slowed with the rest of the country and thereis
less incentive for workers and their families to
move to Colorado. Thus, net migration gains
will slow to near 40,000 over the next two
years. Population will increase by 1.7% in
2002 and 2003, following a2.1% increase in
2001. Asthe state's economy reaches full re-
covery mode in 2004, migration levels will in-

crease, leading to annual population gains of
1.9% through the rest of the forecast period.
The inflation rate in the Denver-Boulder-
Greeley areais used as a proxy for statewide
inflation. Local inflation surged 5.4% in the
first half of 2001, compared with the same pe-
riod in 2000. Substantially higher energy
prices were behind the increase. The fuels and
utilities component of housing rose 27.1%,
while the motor fuel component of transporta-
tion increased 11.4%. These factors have
eased greatly during the second half of 2001
and will lead to an average inflation rate of
4.5% for 2001. The economic slowdown will
push the inflation rate down to 2.6% in 2002
and 2.9% in 2003.

Figure 5. Denver-Boulder-Greeley
Inflation Rate

Inflation Rate

1997 1998 1999 2000

2002 2003 2004 2005 2006
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ADULT PRISON PROJECTIONS

- Thetotal Department of Corrections

(DOC) population is projected to increase
32.8% — from 16,833 inmates on June 30,
2001, to 22,351 inmates on June 30, 2007.
This corresponds to an average annual
growth rate of 4.8%. Over thistime frame,
the male population will increase from
15,493 to 20,637 inmates, a 33.2% increase
and an average growth rate of 4.9% per
year. The female population will increase
from 1,340 inmates to 1,714 inmates, a
27.9% increase and an average growth rate
of 4.2% per year.

By June 30, 2007, the projected shortfall
in beds for male inmatesis 1,019, while 89
beds will be needed for female inmates.
These figures incorporate facilities from
the DOC Bed Implementation Plan as of

~

October 2001 and an expansion of
available private beds. Several projects
in the DOC Plan have not yet been
funded or approved by the General
Assembly.

The total parole population — including
out-of-state and absconding parolees —
IS expected to increase from 5,838 on
June 30, 2001, to 8,020 on June 30, 2007.

The Youthful Offender System (YOS)
population is projected to increase from
271 youths on June 30, 2001, to 275 on
June 30, 2002. For the next two years,
the Y OS population will remain
relatively constant, then decrease during
the remainder of the forecast period to

250 inmates on June 30, 2007. /
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This section of the forecast provides: an over-
view of legidation affecting the prison popula-
tion; factors in prison commitments; the prison
forecast organized by admission type and gen-
der; forecasted admissions to prison; the esti-
mated length of stay in prison; parole as a fac-
tor influencing the prison population; and
separate projections for the parole population
and the Y outhful Offender System.

Legislative Impact upon the Prison
Population

Colorado’ s prison population more than dou-
bled between FY 1984-85 and FY 1989-90.
The strong growth during this period is due to
House Bill 85-1320, which doubled the maxi-
mum of the presumptive sentencing range for
al felony classes. This effectively expanded
the sentence length of stay for new commit-
ments, from an average of 20 months to almost
60 months. Of all legidlation passed by the
General Assembly, House Bill 85-1320 had
the most significant impact upon the prison
population. In the five years after passage of
House Bill 85-1320, the DOC population in-
creased at an annual average rate of 16.1%.

In the next few years, modifications made to
the criminal code by the General Assembly
mitigated the effects of House Bill 85-1320.
Senate Bill 88-148 lowered the sentencing
range for violent crimes and Senate Bill 89-
246 created a new class 6 felony with a pre-
sumptive sentencing range of one to two years
in prison. Asaresult, Senate Bill 89-246
changed several class 5 crimesto class 6
crimes and some class 4 felonies to class 5
felonies.

The most dramatic legislation curbing popula-
tion growth was House Bill 90-1327. This hill
doubled the amount of earned time that in-
mates could accrue while serving their sen-
tence (from five days to ten days per month),

reducing their governing sentence as well as
the time to their earliest parole eligibility. Af-
ter the passage of House Bill 90-1327, prison
population growth tapered significantly, aver-
aging 6.4% in the next three fiscal years (FY
1990-91 to FY 1992-93).

House Bill 93-1302 restructured the criminal
penalty presumptive ranges to shorten the
maximum sentence, except for certain crimes
that present “an extraordinary risk of harm to
society.” These crimes include crimes of vio-
lence, incest, child abuse, stalking, and certain
drug offenses. House Bill 93-1302 also pro-
vided for amandatory period of parole for all
inmates sentenced after July 1, 1993.

Factors in Prison Commitments

There are several explanatory variables con-
sidered in modeling prison admissions. Most
of these factors can be classified into four
groups. state population variables, judicial
and public safety variables, economic vari-
ables, and legidative changes. Although there
IS some expected correlation between these
variable types (e.g., it is likely that economic
growth affects population growth and popula-
tion growth affects public safety spending),
the admissions model avoided using strongly
correlated variables. The following para-
graphs describe some of the factors that influ-
ence prison commitments.

Population. All other things being equal, a
larger population resultsin a greater total
number of criminal offenses, arrests, criminal
felony filings, and prison commitments. Colo-
rado's population increased an average of
2.7% per year between 1990 and 2000, more
than twice the average annual growth rate of
1.3% from 1980 to 1990. The 1990s were a
decade of strong prison population growth as
well, with an average annual growth rate of
7.6% ayear. As Colorado’s population is pro-

Prepared by Legislative Council Staff

December 2001



61

jected to continue to grow, we expect thisto
contribute to an increase in the total number of
new admissionsto prison. However, the state
population is projected to grow at a slower rate
during the forecast period compared with the
last ten years. Slower population growth is
one reason for the relatively slower prison
population growth in the forecast period.

come levels and job availability mean that
people are less likely to resort to crime for in-
come, particularly nonviolent property crimes.
Several studies suggest that earnings and em-
ployment growth lead to a decrease in prison
popul ation growth.

“Slower population growth is one reason
for the relatively slower prison population
growth in the forecast period.”

“...per capita felony filings are expected to
increase at an average rate of 1.4% per year.”

Reported Crime Rates, Felony Filings, and
Felony Convictions. The Colorado Bureau of
Investigation’s (CBI) crime index, based upon
reported incidents, has decreased for several
years. Because offenses are correlated to
prison commitments, this suggests that prison
commitments should be decreasing. However,
one should note that the CBI’ s crime index
measures a minority of the crimes committed
in the state, primarily violent crimes (murder,
rape, robbery, burglary, and auto theft). One
of the strongest growth categories for Colo-
rado prison admissions, drug crimes, is ex-
cluded from CBI's crime index. Moreover,
there is alag period between crime rates and
prison admissions. It may take over three
years for an offense to lead to incarceration.
For this reason, the forecast focused on vari-
ables that were more proximate to admission
to prison, such as felony filings and convic-
tions. While per capitafelony filingsin-
creased at an average rate of 4.1% ayear from
1990 to 1995, they increased at a slower rate
of 1.6% ayear from 1995 to 2000. Felony
convictions followed a similar trend. Through
the forecast period, per capitafelony filings
are expected to increase at an average rate of
1.4% per year.

Economic Factors. When the economy is
strong and jobs are created, income and earn-
ingsincrease. Increased wages across all in-

Legislative Impact from Mandatory Parole.
House Bill 93-1302 created mandatory parole
with longer parole terms for al inmates that
committed offenses after June 30, 1993. With
alarger parole population and increased
lengths of stay on parole, there was an in-
crease in the number of admissions for parole
violations. Once all inmates become eligible
for mandatory parole, we expect the manda-
tory parole factor to have a diminishing effect.
The length of stay for parole revocations has
averaged over 11 months for the past few
years.

“Once all inmates become eligible for
mandatory parole, we expect the mandatory
parole factor to have a diminishing effect.”

Prison Population Trends and Forecast
by Gender

Between June 1991 and June 2001, the prison
population grew at an average rate of 7.7% per
year. During this ten-year period, the male
and female prison populations grew at average
rates of 7.4% and 11.7% per year, respec-
tively. Table 15 illustrates the historical

prison population by gender as well as incar-
ceration rates by gender. Incarceration rates
represent the prison population relative to the
state population. The incarceration rate has
increased over time, indicating that prison
population has grown faster than the state
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population over the last ten years. The factors
behind prison population growth are discussed
later.

National Trends of Incarceration. The Colo-
rado prison population increased at a faster
rate than the rest of the country from Decem-
ber 1990 to December 2000. The Department
of Justice Bureau of Justice Statistics (BJS) re-
ported that male incarceration in al state and
federal prisonsincreased at an average rate of
5.9% per year, while Colorado incarceration
increased at an annual average rate of 8.2%
over that ten-year period. Colorado ranked 7
in the country in prison population growth.
However, this ten-year period witnessed un-
precedented statewide population growth in
Colorado as the state ranked third in overall
population growth. The state incarceration
rate, aratio of prison population to state popu-
lation, ranked 21% in the country in 2000.
Some states in the western United States that
saw similar population growth rates in the last
decade had much higher incarceration rates
last year: Nevada, Arizona, and California

ranked 9", 10", and 14", respectively. These
rankings were similar for the female incarcer-
ated population. Colorado ranked 10" in aver-
age growth rates of female prisoners from
1990 to 2000. However, when accounting for
the 2000 state population, it ranked 15" in fe-
male incarceration rates.

Table 16 illustrates the projected inmate popu-
lation and growth. Between FY 2000-01 and
FY 2006-07, the prison population will in-
crease by an annual average rate of 4.8%, a
dower rate relative to the past six-year period.
The male and female inmate populations will
increase at average annual rates of 4.9% and
4.2% during the forecast period. Prison popu-
lation growth is expected to slow due to a
lower statewide population growth rate. The
economy also affects the forecast. In the short
run, there will be an increase in prison admis-
sions due to a weakening economy. Once the
economy is projected to improve in 2003,
there will be a short lag before admissions and
the prison population taper.

Table 16
Projected Prison Population by Gender
Actual Forecast
Fiscal Year 2001 to 2007
Ending June 2001 | June 2002 | June 2003 | June 2004 | June 2005 | June 2006 | June 2007 Average
Annual Growth
Rate
Prison Population

Males | 15,493 16,182 17,196 18,122 18,893 19,713 20,637 4 0%
Annual Growth 4.4% 6.3% 5.4% 4.3% 4.3% 4.7%

Females | 1,340 1,419 1,485 1,569 1,628 1,670 1,714 425%
Annual Growth 5.9% 4.7% 5.7% 3.8% 2.6% 2.6%

Total | 16,833 17,601 18,681 19,691 20,521 21,383 22,351 4%
Annual Growth 4.6% 6.1% 5.4% 4.2% 4.2% 4.5%

Incarceration Rate

Males | 706.8 724.7 756.6 783.5 802.2 822.0 845.3 50%
Annual Growth 2.5% 4.4% 3.6% 2.4% 2.5% 2.8%

Females | 60.5 62.9 64.7 67.2 68.5 69.0 69.6 2 3%
Annual Growth 4.0% 2.8% 3.9% 1.9% 0.8% 0.8%

Total | 382.0 392.1 408.9 423.6 433.6 4437 455.6 5.0%
Annual Growth 2.6% 4.3% 3.6% 2.3% 2.3% 2.7%
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Population Projections by Gender and
Admission Type

The population of court commitments is pro-
jected to increase an average of 3.9% per year
from FY 2000-01 to FY 2006-07. The popula-
tion of technical supervision violators is pro-
jected to increase an average of 9.6% ayear
and the population of supervision violators
with new crimes will increase an average of
4.1% ayear over the forecast period.

Court Commitments. Those inmatesin prison
that were convicted for committing a crime are
referred to as ‘ court commitments.” Over the
forecast period, the population of court com-
mitments is expected to grow at an average an-
nual rate of 3.9%. While the FY 2000-01
growth rate was much higher (8.2%) than the
average annual rate through the forecast pe-
riod, the annualized growth rate of court com-
mitments from March 2001 to September 2001
was only 3.4%. Thisrecent trend influenced a
forecasted growth rate of 3.7% in FY 2001-02
and 4.7% in FY 2002-03.

“The growth of the age 20 - 49 age group has
a direct effect upon the forecasted level of
prison admissions from court commitments.”

Three factors affect the growth of court com-
mitments throughout the forecast period:
population growth, the conviction rate of
criminal filings, and economic trends. First,
the DOC reported in its FY 1999-00 Annual
Report that almost 90% of new commitments
were between the ages of 20t0 49. The
growth of the age 20 - 49 age group has a di-
rect effect upon the forecasted level of prison
admissions from court commitments. While
this age group grew 24.7% from 1990 to 2000,
it isforecasted to increase only 9.7% from
2000 to 2010. Second, the slowdown in the
rate of population growth will slow the growth

of criminal filings. However, recent yearsin
which filings decreased, convictions increased,
suggesting that district attorneys may have
more time to pursue convictions. A larger
conviction rate is likely to increase the rate of
growth of prison sentences from court com-
mitments. Finally, poor economic conditions
can lead to increased crime, particularly non-
violent property crime. While recent eco-
nomic trends would suggest an increase in
prison admissions, thereis alag time of ayear
to perhaps over two years for poor economic
conditions to trandlate to increased crime,
criminal filings, convictions, and, ultimately,
prison admissions for court commitments. In
FY 2002-03 and FY 2003-04, the economic
factors are partly responsible for an average
annual growth-rate of 4.7% through these
years, compared with 3.7% growth in FY
2001-02.

Revocations and Returns to Prison. There
are also inmates in prison who are returned to
prison for technical violations of their supervi-
sion requirements. This may include the fail-
ure of adrug screen or failure to contact a pro-
bation or parole officer. Theseinmates arere-
ferred to as ‘technical supervision returns.” In
the case of parole returns, the state Parole
Board is responsible for determining whether
these should be revoked. Parolees or proba-
tioners may have their parole revoked because
they committed a new crime during the super-
vision period. These inmates are referred to as
‘new crime supervision returns.’

Through the forecast period, we expect the
number of prisoners with technical supervision
returns to increase from 2,521 in June 2001 to
4,367 by June 2007, an average increase of
9.6% per year. Thisisasmaller growth rate
relative to the last few years. However, ad-
missions for technical supervision returns de-
creased 6.8% in FY 2000-01 after increasing
22.4%, 28.7%, and 26.6% in the prior three
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years, respectively. Admissions will be dis-
cussed later. We forecast asimilar growth
trend for new crime supervision revocations,
though not as significant. The population of
supervision returns with new crimes will in-
crease from 1,550 at June 2001 to 1,968 by
June 2007, an average annual increase of 4.1%
per year. Table 17 provides the population
projections by admission type and gender.

Projected Prison Bed Surplus/
(Shortfall) by Gender

Table 18 presents the projected surplus or
shortfall in prison beds by gender throughout
the forecast period based on the DOC's Octo-
ber 2001 Bed Implementation Plan (FY 2001-
02 to FY 2006-07). The plan includes both
funded facility expansions and some projects
that have been submitted but not approved for
funding by the General Assembly. Projected
capacity increases include the following
funded DOC prison expansions:

Trinidad Correctional Facility (480
bedsin FY 2001-02);

Denver Women's Correctional Facility
(900 beds by FY 2001-02); and

Fort Lyon Correctiona Facility (500
beds by FY 2002-03).

The unfunded projects include:

768 high security beds planned in FY
2004-05 and FY 2005-06;

250 beds at San Carlos Correctional
Facility planned in FY 2005-06; and
100 beds at Denver Reception and Di-
agnostic Center planned in FY 2005-
06.

This analysis assumes an increased capacity at
private prison facilities (assuming the avail-
ability of 3,507 beds by FY 2004-05). This
bed estimate adjusts population to reflect a
percentage of the population as off-grounds or
moving between facilities and a 10% share of
inmate population in community corrections
placements.

“...there will be a male prison bed shortage of
1,019 beds by June 2007.”

With the current DOC facility construction
plan assumed to be approved, funded, and
built, there will be a male prison bed shortage
of 1,019 beds by June 2007. This shortage

Table 18
Projected Prison Bed Surplus/(Shortfall) by Gender
State Run Private Total Operational Surplus/
FiscaI_Year Facilities Facilities Capacity Capacity Forecast (Shortage)

Ending Male Female Male | Female Male | Female Male Female Male Female Male Female
June 2002 14,065 1,571 | 1,986 0] 16,051 1,571 15,826 1,546 15,826 1,375 0 171
June 2003 14,467 1,578 | 2,591 0] 17,058 1,578 16,819 1,553 16,818 1,439 1 114
June 2004 14,559 1,586 | 3,414 0] 17,973 1,586 17,721 1,561 17,723 1,520 2) 41
June 2005 15,020 1,592 | 3,507 0] 18,527 1,592 18,268 1,567 18,477 1,578 (209) (11)
June 2006 15,836 1,596 | 3,507 0] 19,343 1,596 19,072 1,570 19,279 1,618 (207) (48)
June 2007 15,929 1,600 | 3,507 0] 19,436 1,600 19,164 1,574 20,183 1,661 (1,019) (87)

Note: Capacity and forecast are adjusted for off-grounds population and bed vacancy due to natural movement.
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represents 4.9% of the male population at that
time. Meanwhile, with the build-out of the
Denver Women's Correctional Facility in FY
2001-02, there will be afemale prison bed
shortfall of 87 by June 2007.

If budget considerations or other factors pre-
vent the authorization of the unfunded pro-
jects, then the shortfall in 2007 will be 2,122
beds for men.

Prison Admissions

Table 19 illustrates the projected growth for
prison admissions for court commitments,
technical supervision returns, and new crime
returns. Over the forecast period, court com-
mitments are expected to grow at an average
annual rate of 2.3%, while technical supervi-
sion returns and new crime returns are pro-
jected to increase 6.0% and 6.2% per year, re-
gpectively. The total number of admissions
(including other miscellaneous types such as
dual commitments and interstate compact
commitments) will increase 3.7% a year from
FY 2000-01 to FY 2006-07.

Court Commitments. The factorsin admis-
sions for court commitments were discussed
earlier. Dueto aslowing growth in population
and felony filings, admissions growth will also
slow. Dueto aweakening economy, however,
admissions for court commitments will in-
crease dightly faster in FY 2002-03 and FY
2003-04.

“Due to a weakening economy...admissions
for court commitments will increase slightly
faster in FY 2002-03 and FY 2003-04.”

Revocations and Returns. FY 2000-01 repre-
sented a decline in supervision returns. DOC
attributed this decrease to a streamlined effort
between adult parole services and community
corrections in which revocations were avoided
by the use of community placements as an al-
ternative penalty to prison returns. However,
the number of returns for technical violations
and for new crimes will increase in FY 2001-
02 as the growth in the parole population will
trandate to more admissions for violations or
new crimes.

Table 19
Admissions by Admission Type
Court Commitments Technical Returns New Crime Returns Total Admissions
Fiscal Year Annual Annual Annual Annual
Admissions Growth Admissions Growth Admissions Growth Admissions Growth
FY 1996-97 4,217 1,075 377 5,685
FY 1997-98 4,396 4.2% 1,361 26.6% 407 8.0% 6,180 8.7%
FY 1998-99 4,377 -0.4% 1,751 28.7% 475 16.7% 6,625 7.2%
FY 1999-00 4,043 -7.6% 2,144 22.4% 450 -5.3% 6,661 0.5%
FY 2000-01 4,489 11.0% 1,999 -6.8% 438 -2.7% 6,943 4.2%
Forecast
FY 2001-02 4,612 2.7% 2,250 12.6% 482 10.0% 7,363 6.0%
FY 2002-03 4,849 5.1% 2,486 10.5% 513 6.4% 7,866 6.8%
FY 2003-04 5,010 3.3% 2,531 1.8% 551 7.4% 8,111 3.1%
FY 2004-05 4,968 -0.8% 2,543 0.5% 600 8.9% 8,128 0.2%
FY 2005-06 5,013 0.9% 2,668 4.9% 617 2.8% 8,315 2.3%
FY 2006-07 5,143 2.6% 2,839 6.4% 630 2.1% 8,629 3.8%
CAAGR 2.3% 6.0% 6.2% 3.7%

Note: Totals are not the sum of the categories. Other miscellaneous types are included in the Total.

December 2001

Prepared by Legislative Council Staff




68

Estimated Prison Length of Stay

Table 20 illustrates the forecast for the average
length of stay for new admissions by felony
class and gender. The projected average length
of stay isbased on three factors: trendsin
commitment sentences (such as the average
sentence length or the proportion of admis-
sions for violent crimes); the impact of manda-
tory parole and parole board decisions
(discussed further in the section on the parole
forecast); and the methodology used to esti-
mate length of stay (such as how long inmates
serving life sentences are expected to live).

Table 20
Estimated Average Length of Stay in Months for
Court Commitments by Class and Gender

The length of stay of releases does not tend to
reflect the average length of stay of all com-
mitments. For example, there are severd in-
mates in prison for habitual offenses or serv-
ing lifetime sentences for sex offenses. The
presence of these offenders significantly in-
creases the estimated length of stay for the av-
erage prison admission. Therefore, the esti-
mated prison length of stay is based upon re-
lease trends, new commitment trends, and the
characteristics of the current stock of prison-
ers.

ADULT PAROLE POPULATION
PROJECTIONS

The parole population projection is presented
in Table 21. We include estimates of the pa-

Felony Class December 2001 Forecast role population supervised in Colorado, the
Male Female Both estimated parole population served out-of-
Class 1 felony LIFE LIFE LIFE state, and parole absconders — parolees who
Class 2 felony 256.1 177.8 2477 have not reported and are considered fugitives.
Class 3 felony 69.6 443 67.4 The forecast estimates that the number of pa-
Class 4 felony 346 8.6 33.9 rolees supervised in Colorado will increase at
Class 5 felony o0 71 To4 an gnnual rate of 5.2% throughout the forecast
period — from 4,192 parolees on June 30,
Class 6 felony 9.8 8.8 9.8
2001, to 5,691 parolees on June 30, 2007. The
All Felonies 41.3 31.5 40.4
Table 21
Parole Population Projections
Parolees Parolees
Fiscal Year Supervised in Annual Supervised Parole Total Annual
Ending Colorado Growth out-of-state Absconders Parolees Growth
June 1998 3,219 1,200 233 4,652
June 1999 3,722 15.6% 1,268 301 5,291 13.7%
June 2000 3,685 -1.0% 1,247 290 5,222 12.3%
June 2001 4,192 13.8% 1,321 325 5,838 11.8%
Forecast
June 2002 4,322 3.1% 1,343 380 6,045 3.5%
June 2003 4,471 3.4% 1,446 384 6,301 4.2%
June 2004 4,562 2.0% 1,546 384 6,492 3.0%
June 2005 4,891 7.2% 1,658 401 6,950 7.1%
June 2006 5,278 7.9% 1,769 426 7,473 7.5%
June 2007 5,691 7.8% 1,880 449 8,020 7.3%
CAAGR 5.2% 6.1% 5.5% 5.4%
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number of total parolees will increase at an av-
erage rate of 5.4% over the forecast period,
from 5,838 parolees on June 30, 2001, to 8,020
parolees on June 30, 2007.

Factors in Parole Population Growth

The following sections discuss four factors
that affect the parole population: the imple-
mentation of mandatory parole, changes in the
parole board’ s discretionary releases to parole,
trends in prison commitments, and the Cooper/
Martin Supreme Court decision.

Mandatory Parole. House Bill 93-1302 cre-
ated mandatory parole for all inmates released
from prison who committed a crime after June
30, 1993. Before mandatory parole, parole
was granted prior to discharge in order to pro-
vide an inmate with supervised placement eas-
ing them into the community. Inmates com-
pleting their sentence would be discharged to
the general public and avoid supervision alto-
gether. With the implementation of mandatory
parole, the parole board was provided the op-
tion of deferring parole until an inmate com-
pleted the sentence (net earned time and time
served injail), at which point the inmate
would still serve aparole period. One conse-
guence of the implementation of mandatory

parole has been that parole is deferred more
often. In other words, the parole board has
been able to use mandatory parole as a*“ safety
net” to defer an otherwise early parole. There-
fore, another consequence of mandatory parole
has been an increased prison length of stay for
new commitments.

“...the parole board has been able to use
mandatory parole as a “safety net” to defer an
otherwise early parole.”

Due to the increased number of parolees with
mandatory minimum parole periods, the length
of stay on parole has also increased, from an
estimated 12.2 months in June 1997 to an esti-
mated 14.4 months in June 2001. The manda-
tory length of stay on parole varies by felony
class. For class 6 felons, the sentence length
on paroleis oneyear. The parole length istwo
yearsfor class 5 felons, three years for class 4
felons, and five years for class 2 and 3 felons.
With the longer expected parole period, there
is more of a chance for parole to be revoked.
Thiswill decrease the parole population and
the average length of stay on parole, but will
increase the prison population and the average
length of stay in prison.

Figure 6 shows the monthly releases to parole
including discretionary releases (releases to
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Figure 6
Trends in Discretionary and Mandatory Parole
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parole before the end of an inmate’ s sentence),
mandatory releases (releases to parole after an
inmate compl etes the effective sentence), and
total releases to parole. While discretionary
releases to parole have remained relatively
steady in the last two years, the number of
mandatory releases to parole have increased
due to the increasing proportion of prison in-
mates that committed a crime after FY 1992-
93. Although fewer inmates are being released
by discretionary parole, total releases to parole
have increased due to more mandatory re-
leases.

Changes in Parole Board Release and Revo-
cation Trends. Asdiscussed earlier, theim-
plementation of mandatory parole has affected
the decisions made by the parole board. First,
mandatory parole has created an option to de-
fer early parole yet till ensure a parole period.
This has alowed the parole board to increase
parole deferrals of inmates committing crimes
after FY 1992-93. Second, mandatory parole
periods have increased the length of stay on
parole, thereby increasing the possibility of pa-
role revocation.

Table 22 displays the trend of parole board re-
lease and revocation hearings from FY 1996-

97 to FY 2000-01. Over the past four years, the
parole board release rate has decreased (from
29.1% in FY 1996-97 to 23.5% in FY 2000-01),
while the number of release hearings has re-
mained relatively steady (increasing at an aver-
age annual rate of 0.9% in the last four years).
Meanwhile, the parole board has also increased
its revocation rate faster than the rate of revoca-
tion hearings growth. These trends decrease the
projected parole population and increase the pro-
jected prison population.

Prison Commitment Trends. One of the factors
affecting the decision to grant paroleis the type
of crime committed. If there are more admis-
sions for crimes of violence (corresponding to
longer sentences), it islikely that the parole
board will defer parole for these inmates. The
proportion of court commitment admissions that
have committed a crime of violence increased
from 13.5% in FY 1992-93 to 27.7% in FY
1999-00 but dipped to 24.2% in FY 2000-01.
This factor is magnified with the option of exer-
cising mandatory parole. With mandatory pa-
role, parole board members can defer parole for
inmates committing violent crimes until sentence
discharge without giving up a supervised place-
ment.

Table 22
Trend of Parole Board Hearings and Decisions, FY 1996-97 to FY 2000-01
Percent Percent Percent Percent Percent
1996-97 of total 1997-98 of total 1998-99 of total 1999-00 of total 2000-01 of total CAAGR
RELEASE DECISIONS
Granted 2,659 29.1% 2,775 29.5% 2,758 30.9% 2,053 23.4% 2,220 23.5% -4.4%
Deferred 6,467 70.9% 6,623 70.5% 6,165 69.1% 6,708 76.6% 7,222 76.5% 2.8%
Subtotal 9,126 | 100.0% 9,398 | 100.0% 8,923 | 100.0% 8,761 | 100.0% 9,442 | 100.0% 0.9%
Annual Growth 3.0% -5.1% -1.8% 7.8%
REVOCATION DECISIONS
Continued 747 37.6% 869 34.9% 980 32.1% 1,044 29.9% 943 29.4% 6.0%
Revoked 1,239 62.4% 1,618 65.1% 2,073 67.9% 2,447 70.1% 2,269 70.6% 16.3%
Subtotal 1,986 | 100.0% 2,487 | 100.0% 3,053| 100.0% 3,491 | 100.0% 3,212 | 100.0% 12.8%
Annual Growth 25.2% 22.8% 14.3% -8.0%
TOTAL DECISIONS *
| 30,057 32,209 34,317 34,811 36,225 4.8%
Annual Growth 7.2% 6.5% 1.4% 4.1%

* Includes hearings that were waived by the inmate or ordered waived as well as decisions to issue warrants, table hearings, rescind prior decisions, or to dis-

charge or suspend parolees.

Source: Department of Corrections Planning and Analysis. FY 2000-01 data are preliminary.
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Impact of Cooper/Martin Supreme Court De-
cision. Thisforecast accounts for the release of
sex offenders pursuant to the recent Supreme
Court decision regarding Martin v. People
(June 25, 2001). Thisdecision ruled that cer-
tain sex offenders convicted for committing
crimes between July 1, 1993 and June 30, 1998
should not be subjected to mandatory parole.
Beginning in FY 2001-02, the DOC began dis-
charging parolees and releasing parole violators
from prison. Due to the Cooper/Martin deci-
sion, the DOC estimates that as many as 250
parolees may be released from parole and as
many as 128 parole violators may be released
from prison. However, not all of these inmates
and parolees may be released pending further
analysisinto case histories. Case histories may
reveal additional convictions that would pre-
clude DOC from releasing inmates from prison

session in response to increased juvenile
criminal activity. The program was originally
planned to end on June 30, 1999. Senate Bill
99-131 extended the sunset provision to June
30, 2004. The Y OS serves youths convicted
of:

Class 2 felonies which are not the re-
sult of a plea agreement where aclass 1
felony was charged,

Defined crimes of violence pursuant to
Section 16-11-309, C.R.S. including
crimes against an at-risk adult or at-risk
juvenile, first or second degree assaullt,
kidnapping aggravated robbery, first
degree arson, first degree burglary, es-
cape, and criminal extortion;

Felonies involving the use or posses-
sion and threatened use of a deadly

or parolees from parole. Moreover, due to the \\//v?_oorll; orr; icide. vehicul It
high recidivism rates typically attributable to o a:ggnar omicide, venicular assaullt,

sex offenders, we estimate that a significant
number of these individuals will return to
prison for committing a new crime.

“Due to the Cooper/Martin decision, the DOC
estimates that as many as 250 parolees may be
released from parole and as many as 128
parole violators may be released from prison.”

YOUTHFUL OFFENDER SYSTEM POPU-
LATION PROJECTIONS

The Y outhful Offender System (Y OS) was cre-
ated within the DOC during the 1993 special

These juveniles are sentenced as adults to the
DOC after which their sentences are sus-
pended while they complete the Y OS pro-
gram. If ayouth does not successfully com-
plete the Y OS program, the youth may be re-
manded to adult prison. In FY 2000-01, there
were 17 failures resulting in an adult prison
placement, compared with 27 failuresin FY
1999-00 and 24 failuresin FY 1998-99. Ad-
missions revealed a similar downward trend.
Table 23 illustrates the trends in admissions,
releases, failures (included as releases), and
year end population over the past four years.
As can be seen by thistrend, releases have

Table 23
Trends in YOS Admissions, Releases, Failures, and Population

Admissions Releases Failures to Prison YOS Population
FY 1996-97 105 40 14 276
FY 1997-98 89 -15.2% 69 72.5% 14 0.0% 298 8.0%
FY 1998-99 86 -3.4% 92 33.3% 24 71.4% 292 -2.0%
FY 1999-00 99 15.1% 101 9.8% 27 12.5% 290 -0.7%
FY 2000-01 78 -21.2% 96 -5.0% 17 -37.0% 271 -6.6%
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outpaced admissions in the last three years,

thereby decreasing Y OS popul ation.

The population forecast for YOS is shown in
Table 24. We anticipate that the Y OS popula-
tion will increase dlightly to 275 by June 2002,
as new admissions will slightly outpace re-
leases, then decrease to 250 by June 2007.
The dlight increase in FY 2001-02 is attribut-
able to the growth of the juvenile population.
Over the forecast period, the Y OS population
will decrease at an average annual rate of

1.3%.

Table 24
Projected YOS Population at
Fiscal Year End

Total Percent
Fiscal Year Ending Population Change
June 1997 276
June 1998 298 8.0%
June 1999 292 -2.0%
June 2000 290 -0.7%
June 2001 271 -6.6%
Forecast
June 2002 275 1.5%
June 2003 275 0.0%
June 2004 275 0.0%
June 2005 269 -2.2%
June 2006 265 -1.5%
June 2007 250 -5.7%
Annual Growth Rate 13%
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Juvenile Corrections Population

(- The average daily detention populationin - Based on the FY 2001-02 DY C funded )
the custody of the Division of Y outh capacity, there will be adetention bed
Corrections (DY C) will increase from 557.6 surplus of 24.1 bedsin FY 2006-07.
in FY 2000-01 to 591.4 in FY 2006-07, There will be a projected commitment
growing at an average annual rate of 1.0%. bed surplus of 57.5 in FY 2006-07.
The DY C average daily commitment . The average daily parole population
population will increase from 1,280.7 in will increase from 720.6 in FY 2000-01
FY 2000-01 to 1,564.6 in FY 2006-07, t0 995.7 in FY 2006-07, growing at an
growing at an average annual rate of 3.4%. average annual rate of 5.5%.
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This section presents the December 2001 Legis-
lative Council Staff projections for the youth
corrections population. The first part provides
an overview of juvenile offender sentence
placements and recent trends in the juvenile of-
fender population. The second part discusses
the influences that affect the juvenile offender
population, followed by projections for the de-
tention, commitment, and parole populations.
The incarcerated population projections are also
compared with the projected capacity figures.

There are several placements available for juve-
nile offenders. The mgjor distinction among the
options is whether the youth is tried as an adult
through the Department of Corrections (DOC)
or whether the youth istried as ajuvenile
through the Department of Human Services, Di-
vision of Y outh Corrections (DY C). For juve-
niles placed in the custody of the DY C, there
are two placement alternatives. commitment or
detention. Juveniles may also be diverted to
community-based alternatives to detention or
commitment. These are referred to as Senate
Bill 91-94 programs. In order to avoid a deten-
tion placement, juveniles may aso be sentenced
to aregional Community Accountability Pro-
gram (CAP) which replaced the Regimented In-
mate Training Program on July 1, 2001.

The CAP has not yet been implemented as pri-
vate providers are still being sought through a
request-for-proposals process. 1n the meantime,
youths that would have been sentenced to a
CAP will likely be sentenced to detention, com-
mitment, or juvenile intensive supervision pro-
bation (1SP) operated by each of the 22 judicial
districts. The forecast estimates an impact upon
detention and commitment as a result of the de-
layed CAP implementation. This program is
discussed further in the section on Legislative
Impact upon the DYC Population.

Our projections of future DY C populations are
based on current law, including the estimated

impacts of legislation passed during the Gen-
eral Assembly’s 2001 regular session. The
projections do not include juveniles serving in
community programs established by Senate
Bill 91-94, but do take into account the diver-
sionary effect of those programs on the num-
ber of incarcerated youths. For those juvenile
offenders convicted as adults, please refer to
the adult prison forecast in the section on the
Y outhful Offender System.

Division of Youth Corrections Sentenc-
ing Options and Population Overview

The DY C divides the state geographically into
five management regions: Southern, Western,
Denver, Central, and Northeast. When juve-
niles are arrested or sentenced to detention,
they are generally placed in afacility in the
same region in which the offense occurred.
However, committed youths are sometimes
placed in regions of their residence rather than
the region in which the offense occurred be-
cause of capacity constraints and visitation is-
Sues.

Detention. Detention is the juvenile equiva-
lent to an adult jail placement. The detention
population is comprised of juvenilesin three
legal status categories: preadjudicated, sen-
tenced, and committed. Preadjudicated
youths are youths who have been arrested and
are awaiting a court decision. Sentenced
youths have received a court-imposed sen-
tence to a state detention facility of up to 45
days. Committed youths are those who have
been adjudicated and committed to the custody
of the DY C by a court and are awaiting place-
ment in acommitment facility or community
placement. This also includes youths cur-
rently serving a commitment sentence but
awaiting court action on a new offense or pa-
role violation. While these so-called
“committed-awaiting-placement” youths are
housed in detention facilities, they are part of
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the commitment population and are included
as such in these projections.

In FY 2000-01 the detention population
(excluding those awaiting commitment place-
ment) averaged 557.6 youths. The detention
population declined 2.4% from FY 1999-00
and represents the first decrease in five years.
DY C attributes the decrease to the use of di-
versionary placements, such as Senate Bill 91-
94 community programs, that are designed to
reduce detention admissions.

“The detention population declined
2.4% from FY 1999-00 and represents the
first decrease in five years.”

Length of stay in detention varies significantly
by the legal status of the juvenile. Youthsin
detention awaiting a commitment placement
can spend a month waiting for a placement.
On the other hand, many preadjudicated juve-
niles in detention have lengths of stay ranging
from several hoursto severa days. The aver-
age length of stay in detention facilitiesin FY
2000-01 was 14 days, down 0.9% from the
prior year. Most stays, however, were shorter
than 14 days, as the median length of stay was
5days. The average length of stay was
skewed up by longer lengths of stay served by
arelatively small number of detainees.

In order to avoid a detention placement, juve-
niles may also be sentenced to aregional Com-
munity Accountability Program (CAP) which
replaced the Regimented Inmate Training Pro-
gram on July 1, 2001. Although thisis a sepa-
rate program placement from detention, the
DY C treats the beds in this program as deten-
tion capacity. Therefore, this program popula-
tion isincorporated into the detention popula-
tion projections. The implementation of this
program is discussed further in the section
Legislative Impact upon the DYC Population.

Commitment. The commitment population
consists of juveniles who have been adjudi-
cated for a crime and committed to the custody
of DYC. A juvenile may be sentenced to
DY C custody for a period between one and
seven years, but generally receives atwo-year
maximum sentence.

In FY 2000-01, the commitment population
(including those in detention awaiting a com-
mitment placement) increased 5.3% to an av-
erage daily population of 1,280.7. However,
commitment admissions decreased 9.9% from
the prior year. The population increase was
attributable to an increase in commitment
length of stay. The average length of stay of a
juvenile released from DY C commitment
(including residential but excluding parole
time) in FY 2000-01 was 16.3 months, a 5%
increase from the prior year. Much of thisin-
crease was due to the increase in the propor-
tion of repeat offenders, whose length of stay
istypically longer than first-time commit-
ments. While less than 10% of FY 1999-00
commitments were repeat offenders, 13%
were re-commitments in FY 2000-01.

Influences on the Juvenile Offender
Population

The growth in the juvenile offender population
and its recent slowdown are related to a com-
bination of influences. Demographic factors,
juvenile delinquency, economic factors, school
participation, Senate Bill 91-94 programs, and
legislation passed by the General Assembly all
affect the juvenile offender projections.

Demographic factors. One important factor
that drives the juvenile offender population is
the state’ s juvenile population. Because a
youth less than the age of 10 cannot be sen-
tenced to the custody of DY C, the juvenile
population used for the forecast is the age
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group of 10to 17 years old. While this popu-
lation increased 10.5% between 1996 and
2001, it is expected to increase only 6.3% from
2001 to 2006.

Juvenile Delinquency. The incidence of juve-
nile delinquency influences the juvenile of-
fender population. There are two main proxies
for juvenile delinquent activity: juvenile ar-
rests and juvenile delinquency filings. Both of
these variables decreased in recent years. Ju-
venile arrests in 1999 decreased 13.3% from
the previous year and FY 1999-00 juvenile de-
linquency filings decreased 3.4% from the pre-
vious year. Both variables declined for the
second consecutive year. These variables con-
tributed to the slowing growth of the DYC
commitment and detention popul ations.

through 1999-00). These variables have de-
creased the population in the custody of DY C.

“Colorado dropout rates for grades 7
through 12 have decreased during each
of the last four school years...”

“Economic opportunities for youths play a
small role in both the detention and
commitment population projections.”

Economic Variables. Economic opportunities
for youths play a small role in both the deten-
tion and commitment population projections.
Teenage employment may reduce juvenile de-
linquency, and thus reduce commitment to the
DYC. Historically, employment opportunities
for youth increased in times of strong eco-
nomic growth and tight labor markets. Asem-
ployers find difficulty in hiring adult workers,
they tend to hire younger and less experienced
workers. There are no data on teenage em-
ployment in Colorado. There are, however,
national figures for teenage employment,
which this forecast uses as a proxy for Colo-
rado teen employment.

School participation. School dropout and
graduation rates are also strongly correlated to
juvenile delinquency. Colorado dropout rates
for grades 7 through 12 have decreased during
each of the last four school years (1996-97

State and local policy changes influence de-
tention and commitment. Policies which
change the capacity of detention facilities,
the number of police patrolling communities,
the type of juvenile that may be held in ade-
tention facility, or create or restrict judges
sentencing alternatives for delinquent juve-
niles affect the detention population. Several
policy changes in the past few years signifi-
cantly affected the detention population.
These include the creation of alternative pro-
grams, such as Senate Bill 91-94 and the Regi-
mented Juvenile Training Program, the 1995
federal court-ordered cap on the Denver
Gilliam Y outh Services Center’ s population,
juvenile handgun legislation, and the funding
and construction of new detention beds.

Legislative Impact upon the DYC Popu-
lation

Severa legidative actions have mandated
minimum sentences, authorized aternatives to
detention and commitment, and established
aftercare provisions. The following para-
graphs discuss the significant legislation and
their impacts on the DY C population.

Senate Bill 91-94: Concerning the allocation
of services for juveniles. Thisbill allowed
communities to set up diversionary, alterna
tive, community-based programs to prevent
youths from being incarcerated (detained or
committed). It also required that local advi-
sory committees develop criteriafor the place-
ment of juvenilesin incarceration. According
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to DYC, thislegidation has been significant in
reducing detention admissions, but not com-
mitment. We have incorporated the admis-
sions of these programs into the forecast.

House Bill 93S-1005: Regimented Juvenile
Training Program. Thisbill created the Regi-
mented Juvenile Training Program, a military-
style intensive physical discipline “boot camp”
intended to be a diversion from detention and
commitment. The program was to be repeaed
by July 1, 1997. Senate Bill 97-50 extended
the authorization of the program until July 1,
2000, and Senate Bill 00-50 extended the au-
thorization of the program through July 1,
2001, at which time the program ended. At
this time, the facility will be demolished to ac-
commodate expansion of the Colorado Mental
Health Institute at Pueblo.

“Mandatory parole has not only increased the
parole population, it has increased the
number of commitment admissions...”

House Bill 96-1005: Concerning juvenile
justice. This bill increased the maximum com-
mitment sentence length for aggravated of -
fenses to five years and to seven years for
crimes that would constitute an adult class one
felony. Thishill aso established sentence
lengths for non-aggravated offenses of up to
two years.

Perhaps the most significant impact of this bill
was the establishment of mandatory minimum
parole period for al juvenile offenders that
committed a crime on or after January 1, 1997.
Mandatory parole has not only increased the
parole population, it has increased the number
of commitment admissions as more juveniles
on parole has led to more parole revocations
back to commitment. Mandatory parole has
also increased the length of stay for commit-
ments because of the increase in re-committed
offenders. In FY 2000-01, length of stay for

re-commitments was 36% greater than for new
commitments.

House Bill 97-1318: Juvenile facility con-
tract for Ridge View. Thisbill authorized the
Department of Human Services to contract
with asingle entity to design, build, and oper-
ate a“campus-style’ facility that would imple-
ment alternative education and vocational
training in an academic correctional model.
This became the 500-bed Ridge View commit-
ment facility in Watkins that will add 200 beds
in the current fiscal year.

House Bill 99-1094: Aggravated juvenile of-
fenders. This bill mandated a minimum sen-
tence of three years for juvenile offenders ad-
judicated for committing the equivalent of an
adult class 1 or class 2 felony. The maximum
sentence remained at five years for crimes
equivalent of class 2 felonies and seven years
for crimes equivalent of class 1 felonies.

Senate Bill 01-077: Reducing juvenile pa-
role. Thisbill reduced the minimum parole
period from twelve months to nine months for
certain nonviolent juveniles. This bill took ef-
fect beginning FY 2001-02 and is estimated to
decrease the parole population.

“...Itis anticipated that the CAP will be able
to take advantage of local support programs”

House Bill 01-1357: Community Account-
ability Program. Thishill created the Com-
munity Accountability Program (CAP) to re-
place the Juvenile Regimented Inmate Train-
ing Program (“Boot Camp”) that was in place
since the 1993 special session. The private
contract program will attempt to correct a per-
ceived flaw in the boot camp model and inte-
grate more after-care services to ensure that
participating youths will increase their chances
of avoiding afuture DY C placement. More-
over, it isanticipated that the CAP will be able
to take advantage of local support programs
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because there will be five regional placement
centers in the state, rather than one that was
used in the boot camp model.

As of March 2001, the CAP implementation
was expected to be delayed six months while
proposals were reviewed. At that time, DYC
estimated there would be an impact upon de-
tention and commitment populations reflecting
the substitution of detention or commitment
placements for boot camp sentences. How-
ever, in the few months since the Regimented
Inmate Training Program expired, there has
not been a significant impact upon detention or
commitment admissions or population.
At thistime, DY C reports that the implementa-
tion of the CAP may be further delayed as pri-
vate contracts may not be finalized in the cur-
rent fiscal year. Moreover, the CAP imple-
mentation may be delayed to meet an execu-
tive request to reduce operation costs by 1%.
This forecast will be revised as more informa-
tion becomes avail able regarding the schedule

of the CAP implementation and the impact of
aforegone placement option upon detention
and commitment populations.

DYC Detention Population Projections
Versus Capacity

In FY 2000-01, the detention population
(excluding those awaiting commitment place-
ment) averaged 557.6 youths. The detention
population declined 2.4% from FY 1999-00.
DY C attributes this to a successful implemen-
tation of community-based diversion programs
authorized by Senate Bill 91-94. We project
that the DY C detention population will in-
crease to 591.4 youths in FY 2006-07, repre-
senting a 1.0% compound average annual
growth rate. However, the detention rate (the
ratio of the detention population to the juve-
nile population eligible for DY C custody, age
10 to 17) is expected to decline an average of
0.3% per year. The projected regional deten-
tion populations are presented in Table 25.

Table 25
Detention Population by Region
1998-99 1999-00 | 2000-01 2001-02 | 2002-03 | 2003-04 | 2004-05 2005-06 2006-07
Actual Forecast

State 550.4 571.1 557.6 574.2 577.2 581.8 586.5 590.1 591.4
Annual Growth 3.8% -2.4% 3.0% 0.5% 0.8% 0.8% 0.6% 0.2%

FY 2001-02 to FY 2006-07 Compound Average Annual Growth Rate (CAAGR) 1.0%

DETENTION RATE (per 100,000 juveniles age 10-17)

State 114.6 115.9 110.6 111.7 110.6 110.0 109.8 109.4 108.7

Annual Growth 1.1% -4.6% 1.1% -1.1% -0.5% -0.2% -0.3% -0.6%

FY 2001-02 to FY 2006-07 Compound Average Annual Growth Rate (CAAGR) -0.3%

REGION

Southern | 145.5 158.3 132.2 135.3 137.4 139.7 141.8 143.4 144.2
Annual Growth 8.8% -16.5% 2.4% 1.6% 1.7% 1.5% 1.1% 0.6%

Western | 51.9 50.1 54.7 56.0 56.4 56.9 57.5 58.1 58.8
Annual Growth -3.5% 9.3% 2.3% 0.7% 0.9% 1.1% 1.0% 1.2%

Denver | 101.0 104.5 106.2 109.6 108.5 107.8 106.8 105.9 105.3
Annual Growth 3.5% 1.6% 3.2% -1.0% -0.6% -0.9% -0.8% -0.6%

Central | 137.9 139.9 146.5 151.0 151.2 152.5 154.4 155.9 155.8
Annual Growth 1.5% 4.7% 3.1% 0.1% 0.9% 1.2% 1.0% -0.1%

Northeast | 114.1 118.3 118.0 122.3 123.7 124.9 126.0 126.8 127.3
Annual Growth 3.7% -0.2% 3.6% 1.1% 1.0% 0.9% 0.6% 0.4%

Comparison with DYC Long Range Bed Plan

Capacity * 565.5 595.5 615.5 615.5 615.5 615.5
Surplus/(Shortfall) (8.7) 18.3 33.7 29.0 25.4 24.1

* Capacity reflects the decrease of 12.4 beds to account for the elimination of the Boot Camp in FY 2001-02 and the three-year phase-in of 80 beds for the
Community Accountability Project from FY 2001-02 to FY 2003-04.
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Table 25 also presents the estimated detention
bed surplus or shortfall through the forecast
period. Inthe past, DY C has used
when available, for commitment population in
facilities that provide both detention and co
mitment services. DY C has also decreased its
use of contract bed facilities. Based on the
ecember 2001 projections, without conve
sion or a contract reduction of beds, the DYC
will have a detention bed surplus of 24.1 beds
in FY 2006-07.

of 24.1 beds in FY 2006-

Projected Admissions and Average Length of
Stay. Between FY 1993-94 and FY 2000-01,
detention admissions increased in only two
years. The reduction to admissions has been
partly attributable to the success of the Senate
Bill 91-94 programs. Because of an expected
slow growth trend in the number of Colorado

juveniles and an increasing use of Senate Bill
91-94 diversion programs, the growth in DYC
detention admissions will grow at a 0.6% an-
nual rate.

Length of stay in detention did not change sig-
nificantly in FY 2000-01 and we estimate that
length of stay will not change significantly
through the forecast period. The forecast of
admissions and length of stay is provided in
Table 26.

DYC Commitment Population Proje
tions Versus Capacity

We project that the population of youths com-
n_
tion awaiting a commitment placement) will
-01to 1,564.6
-07. Thisrepresents a 3.4% co
pound average annual rate of growth. Two
fa tors account for thisincrease: juvenile

Table 26
Detention Admissions by Region and Length of Stay
1098-99 | 1099-00 | 2000-01 | 200102 | 2002-03 | 2003-04 | 2004-05 | 2005-06 | 2006-07
Actual Forecast

State 14,398 14,873 15,101 14,994 15,105 15,146
Annual Growth 3.3% -1.5% 3.0% -0.7% 0.4% 0.4% 0.3% 0.1%
FY 2001 02 to FY 2006- 0.6%

REGION

Southern | 3,694 3,483 3,655 3,687 3,737 3,748
3.6% 5.7% 3.8% 0.9% 0.8% 0.3%
Westem | 983 912 995 999 1,010 1,017
3.1% 7.2% 8.4% 0.4% 0.6% 0.7%
Denver | 3,319 3,559 3,576 3,565 3,534 3,525
7.2% 1.9% 1.4% 0.3% 0.4% 0.4% 0.3%

| 3,573 3,660 3,522 3,488 3,525 3,543
Annual Growth 2.4% 4.0% 0.4% 0.6% 0.0%
Northeast | 3,217 3,189 3,280 3,296 3,322 3,329

8.2% -0.9% 5.0% 2.0% 0.5% 0.3%

LENGTH OF STAY IN DAYS

State \ 14.1 14.0 14.1 14.1 142 142

2.8% -0.9% -0.6% 1.2% 0.4% 0.3%
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population growth (ages 10 to 17) and admin-
istrative and legidlative changes that contribute
to longer lengths of stay.

Table 27 shows the estimated statewide com-
mitment population and commitment per cap-
ita (per 100,000 juveniles) to indicate the
growth of commitment ADP relative to the
growth of the Colorado population, age 10 to
17. Commitment ADP is expected to increase
at an average rate of 3.4% per year.

“...the DYC will have a commitment bed
surplus of 57.5 beds in FY 2006-07.”

Table 27 also presents the estimated commit-
ment bed surplus or shortfall through the fore-
cast period. Available capacity includes
funded expansions, such as the private 500-
bed Ridge View facility. It does not include
reguests or unauthorized expansions, such as a
20-bed mental health unit, adjustmentsto in-
state contract facility beds, or conversionsto

or from detention beds in multi-designation
facilities. Based on the December 2001 pro-
jections, without an addition, conversion, or a
contract reduction of beds, the DY C will have
acommitment bed surplus of 57.5 bedsin FY
2006-07.

Table 28 provides the population projections
by management region and by gender. The
growth in the first year of the forecast is due
primarily to the expected increase of admis-
sions attributable to fewer available programs
for aternative placements (the Community
Accountability Program). Once the program
becomes operational, the growth in admissions
and average daily population will taper off.

The male commitment population increased
6.7% in FY 2000-01, while the female popula-
tion decreased 5.7%. While admissions de-
creased for both males and females, male
length of stay increased 4.2%, due in part to an
increase in the number of re-commitments
who tend to stay in commitment facilities
longer than first-time commitments.

Table 27
Commitment Average Daily Population and Projected Bed Surplus
1998-99 | 1999-00 | 2000-01 | 2001-02 | 2002-03 | 2003-04 | 2004-05 | 2005-06 | 2006-07
Actual Forecast
State 1,165.3 1,216.7 1,280.7 1,354.2 1,411.9 1,431.7 1,469.5 1,515.0 1,564.6
Annual Growth 4.4% 5.3% 5.7% 4.3% 1.4% 2.6% 3.1% 3.3%
FY 2001-02 to FY 2006-07 Compound Average Annual Growth Rate (CAAGR) 3.4%
Incarceration Rate (per 100,000 juveniles age 10-17)
242.5 246.9 253.9 263.5 270.3 270.6 275.0 280.9 287.6
Comparison with DYC Long Range Bed Plan

Capacity 1,395.0 1,489.1 1,569.3 1,622.1 1,622.1 1,622.1
Surplus/(Shortfall) 40.8 77.2 137.6 152.6 107.1 57.5
Prepared by Legislative Council Staff December 2001



83

Table 28
Commitment Average Daily Population by Region and Gender
1998-99 | 1999-00 | 2000-01 2001-02 | 2002-03 | 2003-04 | 2004-05 | 2005-06 | 2006-07
Actual Forecast
REGION

Southern 268.1 266.9 287.9 306.2 320.7 324.6 332.0 340.3 345.7
Annual Growth -0.4% 7.9% 6.4% 4.7% 1.2% 2.3% 2.5% 1.6%

Western 128.6 132.6 137.4 144.0 148.9 151.0 154.5 158.8 162.8
Annual Growth 3.1% 3.6% 4.8% 3.4% 1.4% 2.3% 2.8% 2.5%

Denver 258.7 279.0 253.2 262.4 270.2 268.5 274.1 281.1 295.0
Annual Growth 7.8% -9.2% 3.6% 3.0% -0.6% 2.1% 2.6% 4.9%

Central 268.2 277.7 287.7 303.3 3156 319.3 324.4 3315 337.2
Annual Growth 3.5% 3.6% 5.4% 4.1% 1.2% 1.6% 2.2% 1.7%
Northeast 241.7 260.5 314.4 338.3 356.5 368.3 384.5 403.3 4239
Annual Growth 7.8% 20.7% 7.6% 5.4% 3.3% 4.4% 4.9% 5.1%

GENDER

Males 1,034.8 1,071.2 1,143.4 1211.2 1265.4 1286.1 1322.9 1367.8 1416.7
Annual Growth 3.5% 6.7% 5.9% 4.5% 1.6% 2.9% 3.4% 3.6%
Females 130.5 1455 137.2 143.0 146.5 145.6 146.6 147.2 147.9
Annual Growth 11.5% 5.7% 4.2% 2.4% -0.6% 0.7% 0.4% 0.5%

Projected Admissions and Average Length of
Stay. Table 29 provides the regional admis-
sion projections and the statewide estimated
length of stay for commitment placements.
After several years of steady increases, com-
mitment admissions dropped 3.4% in FY
1999-00 and 9.9% in FY 2000-01. The slow-
ing rate of growth in the number of Colorado
juveniles and the increase in Senate Bill 91-94
diversion programs suggests a slowing in the
growth in DY C commitment admissions.
However, the increase of re-commitments and
more youths on mandatory parole suggestsin-
creasing admissions. Moreover, we estimate
that the delayed implementation of the Com-
munity Accountability Program will lead to an
increase in the number of commitment admis-
sions. Over the forecast period, we expect ad-
missions to grow at a4.9% annual rate.

The average residentia length of stay in-
creased from 15.5 monthsin FY 1999-00 to
16.3 monthsin FY 2000-01, duein part to the
increase in re-commitments. While we do not
anticipate a significant increase in the length

of stay for al commitments, we do anticipate a
dight increase in male length of stay, attribut-
able to an increase in male re-commitments.

Juvenile Parole Population Projections

Table 30 reports the regional juvenile parole
population projections. Since a mandatory pa-
role period of 12 months was implemented
four years ago (effective for those committing
offenses on or after January 1, 1997), both pa-
role length of stay and parole caseload have
increased significantly. In FY 1997-98, the
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Table 29
Commitment Admissions by Region and Gender and Length of Stay
1998-99 1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07
Actual Forecast
State 878 848 764 883 933 950 969 994 1,020
Annual Growth -3.4% -9.9% 15.6% 5.7% 1.8% 2.0% 2.6% 2.6%
FY 2001-02 to FY 2006-07 Compound Average Annual Growth Rate (CAAGR) 4.9%
REGION
Southern 202 200 158 201 218 217 217 216 213
Annual Growth -1.0% -21.0% 27.2% 8.5% -0.5% 0.0% -0.5% -1.4%
Western 107 100 94 100 102 102 102 103 103
Annual Growth -6.5% -6.0% 6.4% 2.0% 0.0% 0.0% 1.0% 0.0%
Denver 190 168 127 161 169 170 174 179 188
Annual Growth -11.6% -24.4% 26.8% 5.0% 0.6% 2.4% 2.9% 5.0%
Central 194 172 186 201 211 216 218 222 225
Annual Growth -11.3% 8.1% 8.1% 5.0% 2.4% 0.9% 1.8% 1.4%
Northeast 185 208 199 220 233 245 258 274 201
Annual Growth 12.4% -4.3% 10.6% 5.9% 5.2% 5.3% 6.2% 6.2%
GENDER
Males 769 738 675 780 825 836 857 884 912
Annual Growth -4.0% -8.5% 15.6% 5.8% 1.3% 2.5% 3.2% 3.2%
Females 109 110 89 103 108 114 112 110 108
Annual Growth 0.9% -19.1% 15.7% 4.9% 5.6% -1.8% -1.8% -1.8%
LENGTH OF STAY ESTIMATES
Males 16.0 15.9 16.5 16.6 16.4 16.5 16.5 16.6 16.7
Annual Growth -0.6% 4.2% 0.7% -1.2% 0.3% 0.3% 0.2% 0.4%
Females 12.7 13.0 14.3 14.3 14.0 13.2 13.5 13.8 14.1
Annual Growth 2.0% 10.0% 0.6% -2.3% -5.8% 2.5% 2.2% 2.3%
Total 15.6 15.5 16.3 16.4 16.2 16.1 16.2 16.3 16.4
Annual Growth -0.9% 5.0% 0.7% -1.3% -0.4% 0.6% 0.5% 0.6%
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parole length of stay averaged 6.8 months for
discharges. In FY 2000-01, parole length of
stay averaged 11.3 months.

“We expect the juvenile parole population to
grow significantly over the forecast period...”

We expect the juvenile parole population to
grow significantly over the forecast period,
from an average daily population of 702.6 in
FY 2000-01 to 995.7 in FY 2006-07, an aver-
age annual growth rate of 5.5%. This growth
rate is lower than the 8.8% rate in the Decem-

ber 2000 forecast. While the parole popula-
tion has grown significantly since FY 1997-
98, the growth rate slowed in FY 2000-01. As
more and more commitments are eligible for
mandatory parole, the growth rates will taper
until all commitments are expected to serve
mandatory parole. In FY 2000-01, 92.1% (all
but seven admissions) of juveniles admitted to
DY C custody committed an offense after
1996, making them €ligible for mandatory pa-
role. We expect that in FY 2001-02, nearly all
committed youth will be eligible for manda-
tory parole, at which time the parole casel oad
growth will slow significantly.

Table 30
Division of Youth Corrections Parole Population, Historical and Projected
1998-99 | 1999-00 | 2000-01 2001-02 | 2002-03 2003-04 | 2004-05 2005-06 | 2006-07
Actual Forecast

State 366.1 601.4 720.6 787.9 845.8 892.4 935.8 969.1 995.7
Annual Growth 64.3% 19.8% 9.3% 7.3% 5.5% 4.9% 3.6% 2.7%
FY 2001-02 to FY 2006-07 Compound Average Annual Growth Rate (CAAGR) 5.5%

REGIONS
Southern 91.1 154.3 166.8 174.9 182.5 192.2 198.9 203.0 209.5
Annual Growth 69.4% 8.1% 4.9% 4.3% 5.3% 3.5% 2.1% 3.2%
Western 69.9 93.5 90.8 92.3 94.5 97.8 102.1 104.6 105.1
Annual Growth 33.8% -2.9% 1.7% 2.4% 3.5% 4.4% 2.4% 0.5%
Denver 55.7 105.6 161.2 191.1 215.8 236.3 256.9 273.3 284.8
Annual Growth 89.7% 52.6% 18.6% 12.9% 9.5% 8.7% 6.4% 4.2%
Central 79.0 132.4 160.1 174.5 186.8 196.4 205.3 212.7 217.7
Annual Growth 67.6% 20.9% 9.0% 7.0% 5.1% 4.5% 3.6% 2.4%
Northeast 70.5 115.7 141.8 155.1 166.2 169.7 172.6 1755 178.6
Annual Growth 64.0% 22.6% 9.4% 7.2% 2.1% 1.7% 1.7% 1.8%
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School Enrollment Projections

K Enrollment across the state of Colorado will
increase by 1.13%, or 7,943 FTE students,
during the 2002-03 school year. Therefore,
during the 2002-03 school year, 712,055.5
FTE students will be enrolled in Colorado
schools. The projected gain follows a
1.94% increase in the 2001-02 school year.
The dlower rate of increase is due to
expected lower migration as a result of the
weaker economy.

Our projections indicate that school
enrollment over the next five years will
increase at a compound annual average
growth rate of 1.47%, which totals 53,471
additional students. Thisfive-year average
growth rate compares with a 1.81%

compound average annual growth rate \
over the previous five years.

Asin past years, the metro-Denver,
Colorado Springs, and northern regions
will experience the largest enrollment
increases during the 2002-03 school year
with growth rates over 1.0%. Western
Colorado, the north central mountains,
and Pueblo will see only minimal growth.
The north central plains and San Luis
Valley will experience dight declinesin
enrollment, while the southwest and
southeast regions will experience
declines of more than 1.0% in
enrollment.

J
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This section of the forecast presents Legisla-
tive Council Staff’s preliminary full-time-
equivalent (FTE) enrollment projections for
Colorado’ s pre-kindergarten through twelfth
grade public schools. FTE enrollment isa
variable used to determine funding levels for
Colorado’s 178 school districts. Final projec-
tions will be made after we receive additional
input from school districts.

Actua FTE pre-kindergarten through twelfth
grade enrollment in the 2001-02 school year
was 704,112.5 students. This represented an
increase of 1.94%, or 13,423 students, over the
2000-01 level. Thisenrollment level was
1,336 FTE students, or 0.19%, higher than
Legidative Council Staff forecasted in De-
cember 2000. Factors contributing to the
higher-than-expected enrollment included con-
tinued high net migration, as well as continued
high levels of residential construction, espe-
cialy in Colorado’s major metropolitan areas.

last five years. Table 3 identifies the antici-
pated growth in FTE enrollment over the next
five years for each of Colorado’sregions. Ad-
ditionally, Figure 7 shows the makeup of the
regions and identifies the anticipated increase
in FTE enrollment for the 2002-03 school
year.

“The faltering high-tech sector has
already begun to affect the northern
region's enrollment...”

“Migration into Colorado will be significantly
lower than in recent years, thus affecting
student enrollment gains.”

Migration into Colorado will be significantly
lower than in recent years, thus affecting stu-
dent enrollment gains. Furthermore, based on
figures from the 2000 Census, high school
graduates will outnumber incoming kindergar-
ten and first grade students over the next sev-
era years as baby-boomers' children finish
their secondary education. For these reasons,
it is anticipated that enrollment growth will be
slower over the next two years. FTE enroll-
ment in the 2002-03 school year is expected to
increase 1.13%, while the compound annual
average growth rate over the next five yearsis
expected to be 1.47%. These anticipated
growth rates compare to growth rates of 1.94%
for the current school year and a compound
annual average growth rate of 1.81% over the

Buoyed by diverse economies relative to much
of the rest of Colorado, the major front range
regions of Colorado Springs, metro-Denver,
and northern Colorado are expected to domi-
nate gainsin FTE enrollment over the forecast
period. Together, these regions will account
for nearly 90% of enrollment growth over the
forecast period, while representing only 78.5%
of statewide enrollment. FTE enrollment
growth in the northern region is expected to
slow down significantly in the 2002-03 school
year. The fatering high-tech sector has al-
ready begun to affect the northern region's en-
rollment, as 2.64% growth in 2000-01 was fol-
lowed by 1.84% growth in 2001-02. There-
gion is expected to increase by an even smaller
1.09% for the 2002-03 school year, as housing
demand in the southern portions of these coun-
ties slows with slower employment growth.

The Colorado Springs region, which consists
of El Paso and Teller counties, had an enroll-
ment increase of 2.45% in the 2001-02 school
year, the largest increase in the state. Thisre-
gion has been growing in large measure as a
result of the influx of residents created through
its various high-tech developments. However,
there have been many layoffs in this sector and
Intel's massive flash chip plant, expected to be
operational by now, is still in its testing phase.
Therefore, we are forecasting a 1.61% increase
in FTE enrollment for the 2002-03 school year
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and a compound annual average growth rate of
1.73% for the next five years.

The final two regions along the front range,
metro-Denver and Pueblo, will also experience
enrollment gains in the next severa years,
though in differing degress. Enrollment in the
metro-Denver region is predicted to increase
by 1.48% in the next school year. The most
noteworthy gains in this region will comein
Douglas County, though some will a'so come
from the Brighton school district in northern
Adams County. The Pueblo region, consist-
ing of Pueblo, Fremont, and Custer counties,
will see an increase of only 0.35% in enroll-
ment for the 2002-03 school year, as less-than-
average growth is expected throughout the
forecast period. Furthermore, continuing en-
rollment declines are expected in the region's
largest district, the core Pueblo city school dis-
trict.

“...continuing enrollment declines are
expected in the region's largest district, the
core Pueblo city school district.”

The southeast region, comprised of Baca,
Bent, Crowley, Huerfano, Kiowa, Las Animas,
Otero, and Prowers counties, is projected to
experience an enrollment decline of 1.14% for
the 2002-03 school year. While declines are
forecasted through the 2003-04 school year,
they are not expected to be as steep asthere-
gion experienced in the 2001-02 school year
when enrollment fell by 1.17%. Only the
southeast region is expected to see adeclinein

school enrollment over the five-year forecast
period. Thisregion and the San Luis Valley,
which is expecting only modest enrollment
gains over the forecast period, have seen three
consecutive years of declining enrollment.

Residential development provides the catalyst
for enrollment growth. Therefore, areasin
suburban Colorado Springs, where there has
been long-term growth in new home construc-
tion, will continue to see some of the highest
growth rates. The Falcon and Hanover school
districts are expected to have the highest aver-
age annual percentage growth over the forecast
period. Among the other districts expected to
see significant long-term growth are the Doug-
las County school district, Windsor school dis-
trict in Weld County, Brighton school district
in Adams County, and the community of
Elizabeth in northwest Elbert County.

This school enrollment forecast was prepared
utilizing a variety of economic and demo-
graphic variables. The most significant vari-
ables included school-age population, employ-
ment, migration, and number of births. These
variables had historical changes that best pat-
terned that of the school enrollment in each
district. Efforts were also made to identify re-
cent trends that would not be reflected in the
economic and demographic variables, such as
large employers entering or leaving a district,
announcement of new residential develop-
ments, etc. Additional discussions will occur
between Legidative Council Staff, the Colo-
rado Department of Education, and school dis-
trict representatives prior to afinal forecast be-
ing issued in January 2002.
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Assessed Values and Property Tax Projections

ﬂ he residential assessment rate will

decline steadily from its current 9.15% to
8.31% in 2003, 7.76% in 2005, and 7.23%
in 2007.

Total assessed values for all property
classes are expected to increase by 3.1% in
2002 to atotal value of $60.4 billion.
Because 2002 is not a reassessment year,
only new construction is reflected in the

increased value for severa property classes.

As aresult, thisincrease is significantly
lower than the 20.2% increase in 2001. By
2007, assessed values are anticipated to
total $74.2 billion, which reflects a
compound average annua growth rate of
4.0%. By contrast, assessed values
increased at an annual rate of 10.3% since
1995.

Total residential market value increased
by 35.5% in the last two-year reassessment
cycleending in 2001. Due to the recent
economic downturn, market values are
expected to increase by smaller rates over
the forecast period, including by 15.6% in
2003 over 2001 figures. The expected
increase in residential market valuesin the
2005 and 2007 reassessment cycles are

!3.2% and 18.1%, respectively.

Reflecting only new construction, \

residential assessed values are expected
to increase by 4.1% in 2002. Residential
assessed values increased 21.2% in 2001,
due largely to reassessment following a
robust growth period. The forecasted
decrease in the residential assessment rate
will temper increases in residential
assessed value relative to the anticipated
increases in market value. Over the six-
year forecast period, residential assessed
values will increase at a compound annual
average rate of 4.1%.

Nonresidential assessed values are
expected to increase by 2.1% in 2002 and
at a compound annual average rate of
3.9% through 2007. Higher vacancy rates
and flat or falling lease rates in both
commercia and industrial markets will
lead to substantially slower growth than in
recent years.

Local government property taxes for
general operating purposes will increase
3.1% to $1.567 billion in 2003. These
property taxes will increase at a
compound annual average rate of 4.0%

from 2002 through 2008.

December 2001

Prepared by Legislative Council Staff



98

ASSESSED VALUES

Fueled by unprecedented economic condi-
tions, total assessed values for all property
classes increased dramatically over the past
decade. Since 1995, assessed values have
grown by an average 10.3% annually. How-
ever, due to the current economic downturn,
we project that values will grow by an average
of 4.0% annually throughout the forecast pe-
riod. Overall, we anticipate assessed values to
total $60.4 billion in 2002, a 3.1% increase,
and reach $74.2 billion by 2007.

“...price appreciation appears to
have stabilized.”

The Gallagher Amendment to the Colorado
Constitution requires that residential assessed
values must be approximately 45% of total as-
sessed values. When the market values of
residential property increase faster than the
value of nonresidential property, the residen-
tial assessment rate (RAR) must decline to
keep the 45%/55% ratio. The residential mar-
ket has cooled down only very recently. Fol-
lowing the exceptional price appreciation that
has occurred in many of Colorado’s urban ar-
eas over the past several years, price apprecia-
tion appears to have stabilized. The slowdown

has hit the luxury home market especially hard
asthere is areported three-year supply of
homes for sale in the over $500,000 category
in the Denver-metro area. Nonresidential val-
ues are also stabilizing, however. Lease rates
for office and industrial space, which have in-
creased substantially in recent years, have flat-
tened or even dropped in certain areas. This
will help stunt growth in nonresidential as-
sessed values. Also, assessed values for oil
and gas properties will decline in 2003, thus
[imiting growth in nonresidential values.
Thus, the RAR will decline to maintain the
45%/55% balance. This forecast anticipates
the RAR will be 8.31% in 2003, 7.76% in
2005, and 7.23% in 2007.

Forecasted residential and nonresidential as-
sessed values are shown in Table 32. Residen-
tial assessed values are expected to increase at
a compound annual average rate of 4.1%,
while nonresidential assessed values will in-
crease at an average of 3.9% per year. At the
end of the forecast period, assessed values will
total $74.2 billion.

A discussion of recent trends in assessed val-
ues and our forecast of nonresidential and resi-
dential assessed values, including the residen-
tial assessment rate, follows. The property tax

Table 32

Residential and Nonresidential Assessed Values

(millions of dollars)

Residential Percent Nonresidential Percent Total Percent

Year Assessed Value Change Assessed Value Change Assessed Value Change
2001 $27,593 21.2% $31,054 19.4% $58,647 20.2%
2002 $28,727 4.1% $31,718 2.1% $60,446 3.1%
2003 $28,975 0.9% $32,797 3.4% $61,772 2.2%
2004 $30,139 4.0% $33,443 2.0% $63,582 2.9%
2005 $31,972 6.1% $35,589 6.4% $67,561 6.3%
2006 $33,286 4.1% $36,241 1.8% $69,527 2.9%
2007 $35,180 5.7% $39,042 7.7% $74,222 6.8%
Prepared by Legislative Council Staff December 2001




99

forecast and analysis comprise the final sec-
tion of this forecast.

Recent Trends

“Though slowing recently, continued strong
demand for office, retail, and industrial
space, especially along the front range, led
to many new commercial developments...”

Assessed values have consistently grown since
1990, though the largest of these increases has
come in the last six years. Following the path
led by the booming state and national econo-
mies, assessed values grew by an average of
10.5% annually since 1995. Contributing fac-
torsto residential assessed value gainsinclude
strong employment growth, high net migra-
tion, low mortgage rates, a booming stock
market, and high consumer confidence
through most of this period. Residential mar-
ket values increased by 29.0% in 2001, which
accounts for price appreciation over the two-
year assessment cycle and new construction in
2001. Residential assessed values totaled
$27.6 billion in 2001, which is 1.4% higher
than anticipated at thistime last year. Though
slowing recently, continued strong demand for
office, retail, and industrial space, especially
along the front range, led to many new com-
mercial developments as well as a strong in-
crease in market values for these properties.

In 2001, nonresidential assessed values in-
creased 19.4% to $31.1 billion, or 0.1% higher
than forecasted one year ago.

Nonresidential Assessed Values

Assessed values in the nonresidential property
classes totaled $31.1 billion in 2001, repre-
senting a 19.4% increase over 2000 values.
However, the many layoffs and company clo-
sures in 2001 are increasing vacancy ratesin

office, retail, and, to alesser extent, industrial
buildings. Building owners are cutting lease
rates and less construction will take place.
Therefore, the healthy increases in nonresiden-
tial valuation that have characterized the last
several years will wane over the next few
years. Market prices for these properties are
still expected to continue to increase, though
by dramatically slower rates, especially
through the next reassessment cycle ending in
2003. Qil and gas values will peak in 2002,
then fall significantly in 2003. The oil and gas
sector will not attain the peak values of 2002
during the rest of the forecast period. Thus,
nonresidential assessed values are anticipated
to increase at a compound annual average rate
of 3.9% over the forecast period, increasing to
$39.0 billion by 2007.

“...the healthy increases in nonresidential
valuation that have characterized the last
several years will wane over the next
few years.”

The nonresidential sector consists of eight
property classes. commercial, vacant land,
state assessed, industrial, oil and gas, natural
resources, producing mines, and agriculture.
Table 33 identifies 2001 assessed values for
each of the eight property classes and shows
the anticipated increases in each class over the
forecast period. The outlook for these prop-
erty classesis discussed in the following para-

graphs.

The commercial property classisthe largest
nonresidential property class, comprising over
54% of al nonresidential property. Commer-
cial property assessed value totaled $16.9 hil-
lion in 2001, an increase of 16.5% over 2000.
Overall, the value of commercial construction
across Colorado is down 17.9% through Octo-
ber 2001, compared with the same period in
2000. Rising vacancy rates and falling lease
rates have hit the largest subclass of commer-
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Table 33
Nonresidential Assessed Values by Class
Forecast
2002
2001 Assessed Percent 2007 2001-2007 Annual
Property Class Assessed Value Value Change Assessed Value | Avg. Growth Rate
COMMERCIAL $16,878 $17,378 3.0% $22,671 5.1%
VACANT LAND $3,985 $3,823 -4.1% $4,701 2.8%
STATE ASSESSED $3,607 $3,709 2.8% $4,448 3.6%
INDUSTRIAL $2,779 $2,755 -0.9% $3,293 2.9%
OlL & GAs $2,648 $2,867 8.3% $2,631 -0.1%
AGRICULTURE $799 $806 0.9% $878 1.6%
NATURAL RESOURCES $266 $300 12.7% $335 3.9%
PRODUCING MINES $90 $81 -10.3% $86 -0.7%
ToTAL $31,054 $31,718 2.1% $39,042 3.9%

cial property — office and bank buildings —
especially hard as construction value has
dropped 24.8% over October 2000 levels. The
value of al nonresidential construction has de-
clined 2.3% through October 2001. Some
over-building during the boom of the last dec-
ade, combined with the impacts of a weak em-
ployment market, appear to be dramatically
affecting Denver's suburban office markets, as
substantial increases in vacancy rates have
plagued the Highway 36 corridor and south
suburban areas.

“Rising vacancy rates and falling lease
rates have hit the largest subclass of
commercial property...”

Though nearly 3.5 million square feet of office
gpace came online through third quarter 2001,
as developers finished projects started in 2000
and early 2001, there is very little new con-
struction in this sector. Douglas County will
continue to see the most significant nonresi-
dential construction over the forecast period as
developers ook to meet demand created by its
fast-growing population base.

Large amounts of retail construction are still
coming online to meet Colorado's recent boom

in population. This has been led by the contin-
ued expansion around Broomfield's Flatiron
Crossing Mall, which opened in August 2000.
Construction on the Main Street development,
southwest of the mall is continuing, though at
aslower pace than was anticipated last year.
Also, Aspen Grove Mall in Littleton opened its
doors in November 2001, and is expecting to
employ 2,000 in 50 stores over the holiday
season. Upon its completion in late 2002, the
Colorado Mills shopping areain Lakewood
will employ an estimated 3,500 in over 200
stores and restaurants. In general, retail spend-
ing has slowed statewide, thus, we anticipate a
similar slowdown in retail construction over
the next few years.

New construction will boost commercia as-
sessed values to $17.4 billion in 2002, an in-
crease of 3.0%. By the end of the forecast pe-
riod in 2007, commercial assessed values are
expected to be $22.7 hillion, an increase of
34.3% from its current levels.

As aresult of the 2001 reassessment, vacant
land moved ahead of state-assessed property
as the second largest nonresidential class total-
ing nearly $4.0 billion, 2 30.2% increase. A
moderate decrease iS COMmMON in NONreassess-

Prepared by Legislative Council Staff

December 2001




101

ment years, as new construction causes the re-
classification of newly developed land, thus
decreasing the inventory of vacant land. How-
ever, in times of healthy growth, the increased
demand for housing, commercial, and indus-
trial property leads to significant increasesin
value in reassessment years. Therefore, the
assessed value of vacant land is expected to
decrease by 4.1% in 2002 while increasing
over the entire forecast period by 18.0%, ris-
ing to atotal assessed value of $4.7 hillionin
2007.

“...growth in state assessed values will
be limited by the effects of decreased
airline operations following the
September 11" tragedies.”

age increase of 2.9%. The influence of the
new Intel facility in El Paso County on this
property class was overstated previously asthe
economic slowdown has helped contribute to a
longer time frame for the development of the
new flash chip plant north of downtown Colo-
rado Springs.

The valuesin the oil and gas, natura re-
sources, and producing mines classes are
based on the income derived from the extrac-
tion of the earth’ s resources. Because these
classes are reassessed each year based on the
prior year’ s income, the assessed values in
these classes tend to be more volatile then
other property classes.

State assessed properties totaled $3.6 billion
in assessed value in 2001. Utility, airline,
pipeline, and railway companies make up the
vast mgjority of valuein this category. The
increase of 9.3% represents arecord jump for
this property class. Inthe future, state-
assessed property will see increasesin value
resulting from continued expansion in utilities
to meet the demands of Colorado’s growing
population. In the near-term, growth in state
assessed values will be limited by the effects
of decreased airline operations following the
September 11" tragedies. Assessed valuesin
this class are expected to total $4.4 billion by
2007, which reflects a compound annual aver-
age growth rate of 3.6%.

Assessed values in the industrial property
classincreased by 10.8% in 2001. Thisyear
represents the last year of double-digit growth
for the foreseeable future, as this sector has
been hit hard by the slowdown in high-
technology industries, especially semiconduc-
tor manufacturing. Asaresult, these values
are expected to decrease by 0.9% in 2002 to
$2.8 billion. By the end of the forecast period,
industrial assessed values are expected to rise
18.5% to $3.3 billion, which reflects an aver-

“Oil and gas assessed values increased by a
whopping 78.2% in 2001, due in large part to
the spike in energy prices during 2000.”

Oil and gas assessed values increased by a
whopping 78.2% in 2001, duein large part to
the spike in energy prices during 2000. These
high prices extended through the beginning of
2001, and though stabilized, will help lead to a
modest increase of 8.3% for the oil and gas
property classin 2002. Oil and gas assessed
values are expected to be generdly flat over
the forecast period, decreasing at a compound
annual average rate of 0.1% through 2007.

“...the coal industry is enjoying one of its best
years on record as total production in 2001 is
projected to jump by 12.8%.”

The natural resources property class is domi-
nated by the coal industry. Across Colorado,
the coal industry is enjoying one of its best
years on record as total production in 2001 is
projected to jJump by 12.8%. This, coupled
with the fact that prices have seen their first
significant increase since 1992 will lead to a
healthy increase in the assessed value of natu-
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ral resource properties. Assessed values for
the natural resources class are expected to in-
crease substantialy, jumping by 12.7% in
2002. Over the entire forecast period, the codl
market is expected remain healthy, helping as-
sessed values for this class increase to $335
million by 2007, which amounts to a com-
pound annual average growth rate of 3.9%.

Producing mines is the smallest property
class totaling just under $90 million in as-
sessed value in 2001, falling 9.9% over 2000
values. Over haf thevaluein thisclassis ac-
counted for by the Henderson Mine in Clear
Creek County. Production cutbacks have per-
sisted at the Henderson Mine, down almost
20% in 2001. Assessed values are expected to
drop by 10.3% in 2002, and then experience
modest gains throughout most of the forecast
period, resulting in an overall decline from
2001 values of 4.4%. In positive news, the
American Soda mine in Rio Blanco County is
now fully operational and the Kelsey Lake
diamond mine, the only commercial diamond
mine in the United States, in northern Larimer
County is planning to expand its production
capabilities in 2002.

Residential Assessed Values

In this section, the forecast for residential mar-
ket values and the determination of the resi-
dential assessment rate is discussed. The ap-
plication of the residential assessment rate to
residential market values determines residen-
tial assessed values.

“...the market for second homes in Colorado’s
mountain communities has slowed
considerably.”

“Agriculture assessed values will increase at
a compound annual average rate of 1.6%
over the forecast period.”

The final nonresidential property classis agri-
culture. Since agriculture assessed values are
based on aten-year moving average of in-
come, the property class rarely sees significant
changes from year to year. Asaresult,
changes tend to reflect the long-term trend in
agriculture. Agriculture assessed values to-
taled $799 million in 2001. Following a2.1%
decrease in 2001, agriculture assessed values
are expected to increase by 0.9% in 2002. Ag-
riculture assessed values will increase a a
compound annual average rate of 1.6% over
the forecast period.

Residential Market Values. Total residential
market values increased 35.5% in 2001 from
the previous reassessment in 1999. Dueto
slower demand from weaker net migration, we
expect that market value increases will slow to
15.6% in 2003 over 2001 figures. Residential
market values will then begin to show some
signs of rebounding and stabilization as the
economy regains its footing and net migration
reaches more robust levels. An 18.2% in-
crease is expected over the next cycle which
ends in 2005 followed by an 18.1% change
through 2007. The overall increase in residen-
tial market value will total 61.4% from 2001
through 2007, bringing the total market value
of al residential property to an estimated
$486.6 billion by 2007.

Theincrease in residential market valuesis
considerably weaker than forecasted at this
time last year, as the Colorado economic slow-
down lowered expectations for job growth and
net migration. Furthermore, with the down-
turn in the stock market, the market for second
homes in Colorado's mountain communities
has slowed considerably. In the near term,
growth in residential assessed values in Eagle,
Pitkin, Routt, San Miguel, and Summit coun-
tieswill be much slower than has been experi-
enced in the last five years. Coupled with
slowing demand in major suburban areas, this
will lead to a decrease in the number of new
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residential units permitted in 2002 to 43,100
units from 56,000 units in 2001.

Residential Assessment Rate. The adjustment
of the residential assessment rate is intended to
stabilize residential real property’s share of to-
tal assessed value at approximately 45%. This
constitutional provision passed in 1982 and is
known as the Gallagher Amendment. Eco-
nomic factors driving market values and/or
property income in the residential and nonresi-
dential sectors affect the relative balance of
these sectors and determine the RAR. Be-
cause residential market values have grown at
afaster rate than nonresidential property since
1982 (or have declined at a slower pace), the
RAR decreased from 21.0% in 1982 to 9.15%
in the current assessment cycle of 2001 and
2002.

It is anticipated that the future growth in resi-
dential market values will continue to be
stronger than that of nonresidential property.
Thus, the RAR is expected to continue to de-
cline through the 2007 assessment cycle. The
forecasted decline is more than was forecasted
at thistime last year due, in large part, to a
relatively dramatic slowdown in forecasted
nonresidential property values vis-a-vis resi-
dentia values. The residentia assessment rate
is estimated to decrease to 8.31% in 2003 and
2004, 7.76% in 2005 and 2006, and 7.23in

2007 and 2008. Table 34 indicates residential
market and assessed value, as well asthe RAR
for 1991 through the forecast period.

“It is anticipated that the future growth
in residential market values will continue
to be stronger than that of
nonresidential property.”

Residential Assessed Values. The decline of
the RAR will temper the growth of residential
assessed values as compared to residential
market values. Although residential market
values are expected to increase by 15.6% dur-
ing the two-year period ending in 2003, resi-
dential assessed values will only increase by
5.0%. The effect of the RAR isto bring total
residential assessed value increases to a com-
parable growth rate of all nonresidential as-
sessed values. Overal, residential assessed
values will increase to $35.2 billion by 2007,
or a compound average annua growth rate of
4.1% over the forecast period.

County Level Assessed Values

Continuing the trend of the last five years, the
counties that will see the largest gainsin as-
sessed value are largely front range and resort
counties. Douglas County is expected to see
the largest percentage gain in assessed value

Table 34
Residential Assessment Rate and Values
(millions of dollars)

Residential Residential Residential
Year Market Value Percent Change Assessment Rate Assessed Value Percent Change
1991 $89,865 1.8% 14.34% $12,887 -2.7%
1993 $103,989 15.7% 12.86% $13,373 3.8%
1995 $146,285 40.7% 10.36% $15,155 13.3%
1997 $181,454 24.0% 9.74% $17,674 16.6%
1999 $222,505 22.6% 9.74% $21,672 22.6%
2001 $301,563 35.5% 9.15% $27,593 27.3%
2003* $348,681 15.6% 8.31% $28,975 5.0%
2005* $412,005 18.2% 7.76% $31,972 10.3%
2007* $486,582 18.1% 7.23% $35,180 10.0%

*Forecast
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across the forecast period due to large amounts
of residential construction, as well as the non-
residential construction that will flow into the
county to meet the needs of its growing popu-
lation. Neighboring Elbert County has already
begun to see residual development from Doug-
las and Arapahoe counties, and that will con-
tinue throughout the forecast period. Adams
County will remain among the highest grow-
ing counties in assessed value as commercial
and industrial developments fill in around the
airport. Additionally, significant residential
devel opment resulting from the completion of
the E-470 beltway in the northeast quadrant of
the region will also help growth.

“...the counties that will see the largest
gains in assessed value are largely front
range and resort counties.”

In spite of slower demand for second homes
and a short-term decrease in tourism following
the September 11" tragedies, many of Colo-
rado’s mountain communities will see as-
sessed value growth that is among the highest
in the state. In particular, Eagle, Routt, and
Summit counties will be among the top coun-
ties over the forecast period, duein large
measure to demand returning in the last few
years of the forecast. Finally, Las Animas
County’ s assessed value growth will aso rank
among the top in the state as continued expan-
sion is expected for new coal bed methane gas
wells.

The parts of the state that will see the smallest
increases in assessed value are all rural coun-
ties. Most of these counties economies are
based agricultural, mining, or oil and gas pro-
duction. Baca, Cheyenne, Costilla, Kiowa, Kit
Carson, Phillips, Sedgwick, and Washington
counties are all located on the eastern plains or
in the San Luis Valley, where the booming
high-tech and construction sectors of Colo-
rado’ s economy have had little effect on local

economies. Moffat and Rio Blanco counties
are in the northwest part of Colorado and rely
heavily on coal mining and oil and gas produc-
tion. Each of these counties will have assessed
value growth that ranks in the bottom ten in
Colorado. Another contributing factor to the
slow growth of assessed valuesin the rural
countiesis the residential assessment rate. |If
the state has large amounts of residential de-
velopment and significant residential price ap-
preciation relative to nonresidential classes,
the RAR will be driven down. For therural
counties, which typically do not have market
value increases as strong as the urban and re-
sort counties, a decreasing RAR can keep their
assessed value growth below that of the state’s
metropolitan areas. Asaresult, more than half
of the state’ s counties will see moderate de-
clinesin residential assessed value in 2003.
However, due to increases in nonresidential
value, only 21 counties will have an overall
decline in assessed value in 2003. The impact
of the lower RAR is not as severein later
years. Only 3 counties will have alower as-
sessed value in 2005, while a single county
will be impacted similarly in 2007.

. ..more than half of the state’s counties
will see moderate declines in residential
assessed value in 2003.”

PROPERTY TAX FORECAST

Property taxes are determined by the applica-
tion of mill levies to assessed values. Since
1992, property taxes are subject to a growth
constraint imposed by Article X, Section 20 of
the Colorado Constitution (TABOR), which
states that growth in district property taxes
may not exceed inflation plus alocal growth
factor. Thelocal growth factor for schoolsis
the percentage change in student enrollment,
while for non-school local governments, this
factor is the net percentage change in valuation
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from construction. If property taxes exceed
the growth limit, the local mill levy is reduced
to the level that yields the maximum property
tax revenue, unless voter approval was given
to retain and spend excess property tax reve-
nues.

For the 2001 property tax year, property taxes
based on assessed values in 2000 totaled
$3.686 hillion. The estimated taxes on resi-
dential property accounted for 46.6% of the
property tax burden, or $1.718 billion. Non-
residential property taxes accounted for $1.968
billion.

“The estimated taxes on residential property
accounted for 46.6% of the property tax
burden, or $1.718 billion.”

property taxes accounts only for the taxesim-
posed for the general operating purposes of
non-school local governments.

Non-School Property Taxes. Table 35 shows
the non-school finance property taxes for gen-
eral operating purposes. Because of the inter-
action with the constitutional restriction on
property tax growth, property tax revenues
will only increase 9.8% in 2002, despite as-
sessed value growth of 21.2% in 2001. Over-
all, non-school general operating property
taxes are estimated to increase at a compound
average annual rate of 4.0% from property tax
year 2002 through 2008.

Figure 8
2001 Property Tax Collections

Figure 8 shows the proportions of taxes that School OGe”e_ra'
are collected for school finance, general opera- Finance ';irgtgs
tions for local governments, and other uses. $1,431 million
School finance property taxes accounted for million (37.5%)
$1.431 billion, or 38.8% of all property tax (38.8%)
collectionsin 2001. The property tax collec-
tions of other local governments for their gen-
eral operating purposes totaled $1.383 billion,
or 37.5% of thetotal. The remaining 23.7%,
or $872 million, represents property taxes col-
lected by both schools and other local govern-
ments for bonded indebtedness, local tax over- Other
rides, and abatement levies. Our forecast of $872 million

(23.7%)

Table 35

Estimated Non-School Finance Property Taxes
($ in millions)

Non-School Finance Prop- Property Taxes Property Taxes Average Statewide
Tax Year erty Taxes Dollar Change Percent Change Mill Levy
2001 $1,383.2 $73.5 5.6% 28.354
2002 $1,519.3 $136.1 9.8% 25.906
2003 $1,566.9 $47.6 3.1% 25.922
2004 $1,610.4 $43.5 2.8% 26.070
2005 $1,659.2 $48.8 3.0% 26.095
2006 $1,756.3 $97.1 5.9% 25.995
2007 $1,810.2 $53.9 3.1% 26.035
2008 $1,920.4 $110.2 6.1% 25.873
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Historical Data
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Employment Growth by Industry

NONFARM EMPLOYMENT

MINING
Metal Mining
Coal Mining
Oil & Gas Extraction

CONTRACT CONSTRUCTION
General Building Contractors
Heavy Construction Contractors
Special Trade Contractors

MANUFACTURING
Durable Goods
Nondurable Goods

Food & Kindred Prod.
Printing & Publishing

TRANSPORTATION & PUBLIC UTILITIES

Communications

WHOLESALE & RETAIL TRADE
Wholesale Trade
Retail Trade
General Merchandise Stores
Food Stores
Automotive Dealers & Service Stations
Eating & Drinking Establishments

FINANCE, INSURANCE, & REAL ESTATE

SERVICES
Hotel & Other Lodging
Personal Services
Business Services
Amusements & Recreation
Health Services
Hospitals

GOVERNMENT
Federal Government
State Government

Education
Local Government
Education

NA: Not Available.

Compound Compound Compound
Average Average Average
Annual Annual Annual Annual

Growth Rate Growth Rate Growth Rate Growth Rate

1970-1980 1980-1990 1990-2000 1999-2000
5.4% 2.0% 3.8% 3.9%

10.0 -5.8 -4.3 -1.8

7.5 -11.5 -7.6 -23.1

11.6 -7.3 -3.3 -6.6

11.4 -3.7 -55 3.6

6.5 -1.9 9.7 9.7

35 -4.6 8.6 6.5

7.2 -25 5.8 6.2

8.3 -0.5 11.0 11.3

44 0.7 0.6%/** 0.3

5.3 0.3 0.9* 0.6

2.8 14 0.2** -0.2

14 0.7 -0.3 0.8

5.3 4.0 1.8 0.7

45 19 4.1%* 3.0

4.6 2.0 6.8** 3.2

5.8 2.0 35 35

5.9 1.0 2.9 4.7

5.8 23 3.7 3.2

-1.2 1.8 34 2.8

5.7 24 2.0 0.8

3.3 0.8 3.6 35

9.0 3.0 3.8 34

6.8 24 3.9 0.8

6.9 4.7 5.5* 5.2

6.5 3.3 2.6 35

21 24 24 2.8

7.2 6.2 9.5* 10.0

7.7 44 6.2 4.1

5.3 43 2.9 15

NA NA 0.3 0.8

3.3 1.3 21 34

1.6 0.9 -0.4 14

2.9 1.1 2.0 3.0

4.1 0.4 19 25

43 15 2.9 4.1

3.6 1.2 2.8 4.6

Source: Colorado Department of Labor and Employment.

* |n 1991, a large company was reclassified from the durable manufacturing industry to business services. In part, this reclassification
accounts for the weakness in durable manufacturing and the strength in services.

** |n 1995, a large company was reclassified from the non-durable manufacturing industry to communications, electricity, and gas. In part,
this reclassification accounts for the weakness in non-durable manufacturing and the strength in communications, electricity, and gas.
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Comparative Economic Growth

2000

Nonfarm Employment Per Capita Personal Unemployment Rate
State Growth 1999-2000 Income 2000 2000
Alabama 0.7 48 $23,471 44 4.6 39
Alaska 2.2 22 $30,064 15 6.6 50
Arizona 3.9 2 $25,578 37 3.9 24
Arkansas 1.7 36 $22,257 47 4.4 37
California 3.8 5 $32,275 8 4.9 41
Colorado 3.9 4 $32,949 7 2.7 6
Connecticut 1.5 40 $40,640 1 2.3 2
Delaware 1.9 31 $31,255 12 4.0 29
Florida 3.7 6 $28,145 23 3.6 18
Georgia 2.8 10 $27,940 24 3.7 21
Hawaii 3.1 8 $28,221 22 4.3 36
Idaho 3.9 3 $24,180 41 4.9 41
lllinois 1.2 45 $32,259 9 4.4 37
Indiana 14 43 $27,011 31 3.2 12
lowa 0.7 49 $26,723 33 2.6 4
Kansas 14 42 $27,816 27 3.7 21
Kentucky 1.6 37 $24,294 40 4.1 30
Louisiana 1.9 33 $23,334 45 5.5 a7
Maine 3.0 9 $25,623 36 35 15
Maryland 2.6 14 $33,872 5 3.9 24
Massachusetts 2.5 16 $37,992 2 2.6 4
Michigan 21 25 $29,612 17 3.6 18
Minnesota 21 24 $32,101 10 3.3 14
Mississippi 0.3 50 $20,993 50 5.7 49
Missouri 11 46 $27,445 28 35 15
Montana 2.3 21 $22,569 46 4.9 41
Nebraska 1.9 32 $27,829 26 3.0 9
Nevada 4.7 1 $30,529 14 4.1 30
New Hampshire 25 18 $33,332 6 2.8 7
New Jersey 24 19 $36,983 3 3.8 23
New Mexico 2.0 29 $22,203 48 4.9 41
New York 21 26 $34,547 4 4.6 39
North Carolina 2.0 28 $27,194 30 3.6 18
North Dakota 1.0 47 $25,068 38 3.0 9
Ohio 14 41 $28,400 19 4.1 30
Oklahoma 1.6 39 $23,517 43 3.0 9
Oregon 1.8 35 $28,350 20 4.9 41
Pennsylvania 2.0 27 $29,539 18 4.2 34
Rhode Island 2.2 23 $29,685 16 4.1 30
South Carolina 25 17 $24,321 39 3.9 24
South Dakota 1.6 38 $26,115 35 2.3 2
Tennessee 1.9 30 $26,239 34 3.9 24
Texas 3.1 7 $27,871 25 4.2 34
Utah 2.7 12 $23,907 42 3.2 12
Vermont 24 20 $26,901 32 2.9 8
Virginia 2.8 11 $31,162 13 2.2 1
Washington 2.6 15 $31,528 11 5.2 46
West Virginia 1.3 44 $21,915 49 5.5 a7
Wisconsin 1.8 34 $28,232 21 35 15
Wyoming 2.7 13 $27,230 29 3.9 24
u.s. 2.0 NA $29,676 NA 4.0 NA

NA: Not Applicable.
Source: U.S. Department of Commerce, U.S. Bureau of Labor Statistics.
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