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HIGHLIGHTS

The economy will continue to grow at a moderate pace
through 2019. In the maturing economic expansion, job
growth will be constrained by an increasingly tighter labor
market. Business activity has rebounded from 2015 lulls and
consumer activity remains solid, though debt spending is on
the rise. Col oradobdés econom
However, rapid appreciation in housing costs are changing the
statebs economic | andscape.

Assuming no changes to federal or state law, General Fund
revenue expectations were roughly unchanged relative to
September. In FY 2017-18, the General Fund is expected to
end the year with a 6.5 percent reserve, $2.1 million above the
required 6.5 percent statutory reserve. In FY 2018-19, the
General Assembly will have $747.9 million, or 6.7 percent,
more to spend or save in the General Fund than what is
budgeted for FY 2017-18.

If enacted, changes under the federal Tax Cuts and Jobs Act
are expected to increase state revenue. Assuming these
changes, the General Fund is expected to end FY 2017-18
with a 6.8 percent reserve, 34.7 million above the required
reserve. In FY 2018-19, the General Assembly will have
$962.7 million, or 8.7 percent, more to spend or save in the
General Fund than what is budgeted for FY 2017-18. Revenue
is expected to continue to fall short of the Referendum C cap
each year throughout the forecast period, with or without
federal tax reform.

In FY 2017-18, lower than expected enrollment and increased
expectations for local tax revenue collect i ons t o
public school districts are expected to provide about
$110 million more flexibility in school finance funding than
previously expected. The residential assessment rate is
projected to fall from 7.2 percent in 2017 to 6.11 percent in
20109.

T he s tadult gri@@ population is expected to decrease
in 2018, before trending upward in 2019. Declines in juvenile
corrections populations are expected to moderate.
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EXECUTIVE SUMMARY

This report presents the budget outlook based on current law and the December 2017 General
Fund revenue, cash fund revenue, and TABOR forecasts. It also includes summaries of
expectations for the U.S. and Colorado economies and summaries of current economic conditions
in nine regions of the state.

As this forecast goes to print, Congress is deliberating on the federal Tax Cuts and Jobs Act,
which is expected to be signed into law within the near future. Due to the timing and possible
enactment of legislation into current law, this forecast includes General Fund estimates with and
without the impacts from federal legislation.

General Fund Budget Outlook

More information about the
General Fund budget
overview begins on page 7.

FY 2016-17. Preliminary data indicate that the General Fund
ended FY 2016-17 with a $614.4 million reserve, equal to
6.3 percent of General Fund operating appropriations. This
amount is $30.1 million above the required 6.0 percent reserve.
Revenue subject to TABOR fell short of the Referendum C cap
by $435.9 million.

More information  about
federal tax law changes
begins on page 10.

More information about the

The FY 2016-17 year-end reserve is $1.4 million higher than st at eTABOR  outlook

expected in September, reflecting small accounting adjustments.

FY 2017-18. Assuming no changes to federal tax law, the
General Fund is expected to end the year with a 6.52 percent

begins on page 11.

The General Fund revenue
forecast begins on page 21

reserve, $2.1 million above the 6.50 percent statutory reserve. | and is summarized in
Revenue subject to TABOR is expected to fall short of the | Table 12 on page 26.
Referendum C cap by $600.5 million.

If the federal Tax Cuts and Jobs Act becomes law, preliminary estimates suggest that General
Fund revenue in FY 2017-18 will be $35.2 million higher. Under this scenario, the General Fund
would end the year with a 6.8 percent reserve, $34.7 million above the 6.50 percent statutory
reserve. Revenue subject to TABOR would fall short of the Referendum C cap by $567.8 million.

FY 2018-196 unbudgeted. Assuming no changes to federal tax law, the General Assembly
will have $747.9 million, or 6.7 percent, more to spend or save in the General Fund than what is
budgeted to be spent or held in reserve this year. Any supplemental appropriations or other
changes to revenue or expenditures in FY 2017-18 will change this amount. Revenue will fall
short of the Referendum C cap by $536.9 million. State revenue subject to TABOR is expected
to increase at a rate slightly slower than inflation and population growth.

If the Tax Cuts and Jobs Act becomes law, preliminary estimates suggest that General Fund
revenue will be $196.5 million higher in FY 2018-19. Under this scenario, the General Assembly
would have $962.7 million, or 8.7 percent, more to spend or save in the General Fund than what
is budgeted to be spent this year, and revenue subject to TABOR would fall short of the
Referendum C cap by $354.5 million.
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Cash Fund Revenue

In FY 2017-18, cash fund revenue subject to TABOR is
expected to fall 20.8 percent to $2.20 billion. The drop in revenue
from the elimination of the Hospital Provider Fee and the
2.9 percent sales tax on retail marijjuana in Senate Bill 17-267
more than offsets expected increases in transportation-related and
severance tax revenue. In FY 2018-19, total cash fund revenue
subject to TABOR will increase from this lower level by 4.2 percent
to $2.29 billion, and 3.3 percent to $2.36 billion in FY 2019-20, as
most revenue sources are projected to continue to rise.

Economic Outlook

The U.S. and Colorado economies are poised to continue to
expand throughout the forecast period. Moderate consumer
spending, strong business optimism, and an expanding global
economy will support economic growth in the U.S. and Colorado.
As the national and state labor markets tighten further, wage
pressures are expected to rise, but will be partially offset by
demographics. Consumer activity, similarly, will continue to be
subdued by shifting consumption patterns across a growing share
of retirees. Additionally, rising interest rates and rising household

The cash fund revenue
forecasts begin on page
27. Forecasts for state
revenue subject to TABOR
are summarized in Table 13
on page 28.

More information about the
state and national
economic outlook begins
on page 35.

Summaries of economic
conditions in nine regions
around the state begin on
page 100.

debt services payments will moderate spending.

Business optimism remains high on stable and rising commodity prices, stronger global
economic activity, and the possibility of income tax cuts for businesses, which could boost profits.
Should the federal Tax Cuts and Jobs Act become law, economic activity will grow at a slightly
faster pace due to stronger business investment and a modest boost to consumer spending.

In Colorado, rapid home price appreciation over the past several years is changing the
economic landscape of the state. In-migration has slowed as families have sought residency in
more affordable areas of the U.S. With one of the tightest labor markets in the country, wage
pressures will rise in Colorado at a pace faster than the nation as a whole, though consumer
spending may be more constrained by the high cost of living.

Assessed Valuation and Residential Assessment Rate

Total assessed values will increase by 1.8 percent between
2017 and 2018, as new construction is added to the tax rolls. In
2019, a reassessment year, county assessors will revalue property
to reflect market trends, resulting in a projected 17.0 percent
increase in residential market values. This increase, and
adjustments made for new construction and mineral development,
will cause the residential assessment rate to decline from
7.20 percent to 6.11 percent in 2019. This will result in a net 0.7 percent decrease in statewide
residential assessed values. Nonresidential assessed values will increase by 7.8 percentin 2019,
resulting in an overall increase in statewide total assessed values of 3.8 percent. Growth in
assessed values in each region of the state will vary, based on the unique mix of properties and
economic forces specific to each region and school district.

More information about
assessed valuation, K-12
enrollment, and the school
finance outlook begins on
page 67.
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Kindergarten through Twelfth Grade Enrollment

Coloradods public school enrol | m#®i/tl8schmoiyearnued t O

although at a slower rate than in recent years. High housing costs and low birth rates during and
following the Great Recession will dampen enrollment throughout the forecast period. The
enrollment count totaled 832,278 full time equivalent (FTE) st udent s acr oss
schools, up 5,036 FTE students, or 0.6 percent, from last year.

Colorado schools are expected to continue to add students through the forecast period. In
the upcoming 2018-19 school year, statewide public schools are expected to add another 5,100
FTE students, a 0.6 percent increase from the current school year. Growth is expected across
all regions of the state except for the Pueblo region, which is expected to decline slightly relative
to the current school year. In 2019-20, K-12 public school enrolliment will grow again by
0.6 percent.

School Finance Outlook

FY 2017-18. Lower enrollment and increased expectations for local tax revenue collections
to the stateds public kindergarten through
$110 million more flexibility in school finance funding than previously expected.

FY 2018-19. Assuming a $100 million School Education Fund ending balance, a constant
budget stabilization factor, and the $110 million from the FY 2017-18 appropriation reduction is
deposited in the State Education Fund, the available contribution from the fund for FY 2018-19 is
projected to increase by $354 million on a year-over-year basis. Under this scenario, the General
Fund requirement for school finance will decrease by $128 million relative to FY 2017-18. Should
the Tax Cuts and Jobs Act become law, the available contribution from the State Education Fund
for FY 2018-19 will increase by $371 million, and the corresponding General Fund requirement
will decrease by $145 million relative to FY 2017-18.

Prison and Parole Populations

T he s tadutt @risen population is expected to decrease from
20,101 offenders in June 2017 to 19,962 offenders in June 2018, and is M . :

. . . ore information
expected to increase to 20,713 offenders in June 2019. The falling | o, prison and
population in the current fiscal year is attributable to mandatory reparoles | ,arge populations
and reclassifications of certain revoked offenders pursuant to House Bill | pegins on page 83.
17-1326; these decreases have already been realized. The offender
population is expected to increase over the forecast period as a result of
increasing court commitments to the Department of Corrections.

The in-state adult parole population is projected to increase from 8,286 offenders in June
2017 to 8,602 offenders in June 2018 before falling to 8,583 offenders in June 2019. The
increasing population in the current fiscal year is likewise attributable to reparoles and
reclassifications that have already occurred.
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Reductions in the juvenile corrections populations administered by the Division of Youth
Services in the Department of Human Services are expected to continue to decline, though less
steeply than in prior years. The juvenile commitment population is expected to average 644 youth
in FY 2017-18 and 637 youth in FY 2018-19. The juvenile parole population is expected to
average 205 youth in FY 2017-18 and 208 youth in FY 2018-19, increasing slightly as more
committed youth are released on parole. The juvenile detention population is expected to average
267 youth in FY 2017-18, an increase attributable to elevated detentions during the summer and
fall of 2017, before falling to 256 youth in FY 2018-19.
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GENERAL FUND BUDGET OVERVIEW

As this forecast goes to print, Congress is deliberating on the Tax Cuts and Jobs Act, which
is expected to be signed into law within the near future. Due to the timing and possible enactment
of legislation into current law, this forecast includes General Fund estimates with and without the
impacts from federal legislation. Table 1 presents the General Fund overview without the impacts
of the federal Tax Cuts and Jobs Act, while Table 2 presents the overview with preliminary
estimates of the federal tax legislation incorporated. This section also presents expectations for
the following:

the statedbs TAB®R7andi®);l ook (Tahb

revenue to the State Education Fund (Table 4);

statutory transfers to transportation and capital construction funds (Table 5);
the availability of tax policies dependent on revenue collections (Table 6);
General Fund rebates and expenditures (Tables 9); and

cash fund transfers to and from the General Fund (Table 10).

= =4 =8 -8 -8 =9

FY 2016-17. Preliminary data indicate that the General Fund ended FY 2016-17 with a
$614.4 million reserve, equal to 6.3 percent of General Fund operating appropriations. This
amount is $30.1 million above the required 6.0 percent reserve. These figures incorporate the
impact of a $53.8 million diversion of income taxes from the General Fund to cover the costs of
severance tax refunds pursuant to Senate Bill 16-218. The year-end reserve is $1.4 million higher
than expected in September expectations due to small accounting adjustments.

FY 2017-18. Assuming no changes to federal tax law, the General Fund is expected to end
the year with a 6.52 percent reserve, $2.1 million above the 6.50 percent statutory reserve, as
shown in Table 1. Relative to the September forecast, expectations for General Fund revenue
were largely unchanged. The forecast was increased by $2.8 million relative to September
expectations. However, the budget situation improved largely due to lower than expected General
Fund transfers.

As shown in Table 2, if the Tax Cuts and Jobs Act becomes law, the General Fund is expected
to end the year with a 6.8 percent reserve, $34.7 million above the 6.50 percent statutory reserve.
These estimates are preliminary and are subject to change as additional information becomes
available.

FY 2018-19 8 unbudgeted. Assuming no changes to federal tax law, Table 1 shows new
revenue in FY 2018-19 relative to anticipated changes in statutory and constitutional obligations
between FY 2017-18 and FY 2018-19. Because a budget has not yet been enacted for FY 2018-
19, lines 20 and 21 show the amount of revenue available in FY 2018-19 relative to the amount
budgeted to be spent or saved in FY 2017-18. Assuming no changes to federal tax law, The
General Assembly will have $747.9 million, or 6.7 percent, more to spend or save in the General
Fund than what is budgeted to be spent this year. This assumes current law, including a
6.5 percent required reserve. Any supplemental appropriations or other changes to revenue or
expenditures in FY 2017-18 will change this amount.

If the Tax Cuts and Jobs Act becomes law, the General Assembly will have an estimated

$962.7 million, or 8.7 percent, more to spend or save in the General Fund than what is budgeted
to be spent this year, as shown in lines 20 and 21 of Table 2.
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Table 1
General Fund Overview with No Changes to Federal Tax Law
Dollars in Millions

FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20
Funds Available Preliminary Estimate Estimate Estimate
1 Beginning Reserve $512.7 $614.4 $677.4 *
2 General Fund Revenue $10,275.5 $11,072.2 $11,684.0 $12,329.6
3 Transfers from Other Funds (Table 10) 44.8 90.1 18.6 19.6
4  Total Funds Available $10,833.0 $11,776.7 $12,380.0 *
5 Percent Change 1.4% 8.7% 5.1% *
Expenditures Budgeted Budgeted Estimate Estimate
6 General Fund Appropriations Subject to Limit $9,784.5 $10,438.1 * *
7 Rebates and Expenditures (Table 9) 285.0 275.4 287.2 296.1
8 Transfers to Other Funds (Table 10)* 169.6 172.3 146.5 156.9
9 Transfers to the State Education Fund Pursuant to SB 13-234 25.3 253 25.0 NA
10 Transfers to the Highway Users Tax Fund 79.0 79.0 0.0 0.0
11 Transfers to capital construction funds 84.5 109.2 60.0 60.0
12 Total Expenditures $10,427.9 $11,099.3 * *
13 Percent Change 1.9% 6.4% * *
14 Accounting Adjustments 209.3 * * *
Reserve Budgeted Budgeted Estimate Estimate
15 Year-End General Fund Reserve $614.4 $677.4 * *
16 Year-End Reserve as a Percent of Appropriations 6.3% 6.5% * *
17 Statutorily Required Reserve? 584.3 675.4 * *
18 Amount in Excess or (Deficit) of Statutory Reserve $30.1 $2.1 *
19 Excess Reserve as a Percent of Expenditures 0.3% 0.0% *
Perspective on FY 2018-19 (Unbudgeted Year) Estimate Estimate
Amount Available in FY 2018-19 Relative to FY 2017-18 Expenditures 3
20 Amount in Excess of (Deficit) of 6.5% Statutory Reserve 747.9 *
21 As a Percent of Prior-Year Expenditures 6.7% *
Addendum Preliminary Estimate Estimate Estimate
22 Percent Change in General Fund Appropriations 4.8% 6.7% * *
23 5% of Colorado Personal Income Appropriations Limit $13,361.3 $14,133.3 $14,405.2 $15,053.4
24  Transfers to State Education Fund Per Amendment 23 $540.0 $574.2 $606.2 $628.5

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

Includes diversions from the General Fund to cover severance tax refunds pursuant to Senate Bill 16-218, which totaled $56.8 million in

FY 2015-16 and $53.8 million in FY 2016-17.

2The required reserve is calculated as a percent of operating appropriations, and is required to equal to 6.0 percent in FY 2016-17 and
obligations

6.5 percent each year thereafter. Appropriations to fulf i |
purposes of calculating the statutory reserve requirement.

| t he

stateods

of

3This holds appropriations in FY 2018-19 equal to appropriations in FY 2017-18 (line 6) to determine the total amount of money available
relative to FY 2017-18 expenditures, net of the obligations in lines 7 through 13.
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Table 2
Preliminary General Fund Overview with Impacts from the Tax Cuts and Jobs Act
Dollars in Millions

FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20
Funds Available Preliminary Estimate Estimate Estimate
1 Beginning Reserve $512.7 $614.4 $710.1 *
2 General Fund Revenue $10,275.5 $11,104.9 $11,866.3 $12,680.0
3 Transfers from Other Funds (Table 10) 44.8 90.1 18.6 19.6
4 Total Funds Available $10,833.0 $11,809.4 $12,595.0 *
5 Percent Change 1.4% 9.0% 6.7% *
Expenditures Budgeted Budgeted Estimate Estimate
6 General Fund Appropriations Subject to Limit $9,784.5 $10,438.1 * *
7 Rebates and Expenditures (Table 9) 285.0 275.4 287.2 296.1
8 Transfers to Other Funds (Table 10)* 169.6 172.3 146.7 157.1
9 Transfers to the State Education Fund Pursuant to SB 13-234 25.3 253 25.0 NA
10 Transfers to the Highway Users Tax Fund 79.0 79.0 0.0 0.0
11 Transfers to capital construction funds 84.5 109.2 60.0 60.0
12 Total Expenditures $10,427.9 $11,099.3 * *
13 Percent Change 1.9% 6.4% * *
14 Accounting Adjustments 209.3 * * *
Reserve Budgeted Budgeted Estimate Estimate
15 Year-End General Fund Reserve $614.4 $710.1 * *
16 Year-End Reserve as a Percent of Appropriations 6.3% 6.8% * *
17 Statutorily Required Reserve? 584.3 675.4 * *
18 Amount in Excess or (Deficit) of Statutory Reserve $30.1 $34.7 *
19 Excess Reserve as a Percent of Expenditures 0.3% 0.3% *
Perspective on FY 2018-19 (Unbudgeted Year) Estimate Estimate
Amount Available in FY 2018-19 Relative to FY 2017-18 Expenditures 3
20 Amount in Excess of (Deficit) of 6.5% Statutory Reserve 962.7 *
21 As a Percent of Prior-Year Expenditures 8.7% *
Addendum Preliminary Estimate Estimate Estimate
22 Percent Change in General Fund Appropriations 4.8% 6.7% * *
23 5% of Colorado Personal Income Appropriations Limit $13,361.3 $14,133.3 $14,405.2 $15,053.4
24  Transfers to State Education Fund Per Amendment 23 $540.0 $576.8 $620.3 $652.3

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

Includes diversions from the General Fund to cover severance tax refunds pursuant to Senate Bill 16-218, which totaled $56.8 million in

FY 2015-16 and $53.8 million in FY 2016-17.

2The required reserve is calculated as a percent of operating appropriations, and is required to equal to 6.0 percent in FY 2016-17 and

6.5percenteach year thereafter.
purposes of calculating the statutory reserve requirement.

Appropriations

to

ful fill

t he

3This holds appropriations in FY 2018-19 equal to appropriations in FY 2017-18 (line 6) to determine the total amount of money available
relative to FY 2017-18 expenditures, net of the obligations in lines 7 through 13.
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Preliminary Revenue Impact Estimates from Proposed Federal Tax Policy Changes

The federal Tax Cuts and Jobs Act proposes significant changes to federal tax policy that will
have revenue impacts for the state of Colorado. This section provides a summary of anticipated
state revenue impacts of the legislation. Preliminary revenue impact estimates are summarized
in Table 3. These estimates will be updated as additional information becomes available.

As of the date of this forecast, limited information is available on the impact of proposed tax
policy changes. Therefore, actual impacts may differ widely from those estimated here.
Changes in federal tax policy will cause shifts in taxpayer behavior as individuals and businesses
seek to minimize their income tax liabilities. The full extent of these shifts is unknown and poses
a significant risk to estimates.

Table 3
Preliminary Estimates of State Revenue Impacts
from the Tax Cuts and Jobs Act
Dollars in Millions

Revenue Stream FY 2017-18* FY 2018-19 FY 2019-20
General Fund Revenue $35.2 $196.5 $329.8
Individual Income Tax 61.9 218.8 312.2
Corporate Income Tax -26.7 -22.2 17.6
Insurance Premium Tax Indeterminate
Other Impacts
Federal Mineral Lease Payments Possible Reduction

*Partial-year impact.

The Tax Cuts and Jobs Act effectively broadens the federal income tax base and lowers
federal income tax rates for both individual and corporate taxpayers. While these changes will
reduce federal income tax revenue, the impacts are expected to increase state tax revenue.
This is because state taxes are based on federal taxable income, which is broadened by the bill,
while, unlike federal tax rates, state tax rates will remain unchanged at 4.63 percent under current
law in Colorado. The net impact for Colorado state taxes is a larger tax base with the same tax
rate, resulting in an increase in revenue.

Individual income tax. Among other provisions, the Tax Cuts and Jobs Act roughly doubles
the standard deduction, eliminates the deduction for personal exemptions, modifies and
eliminates several itemized deductions, and creates a 20 percent deduction for income from
pass-through entities. Preliminary estimates of the net impact of these changes suggest an
increase in individual income tax revenue of $61.9 million in FY 2017-18, $218.8 million in
FY 2018-19, and $312.2 million in FY 2019-20, with larger increases in subsequent years. These
preliminary estimates are based on estimates of the impact of the proposed legislation published
by the Joint Committee on Taxation (JCT) on December 18, 2017.

Corporate income tax. Under current law, corporations depreciate the value of business
equipment over a set schedule, which allows them to have smaller deductions over a longer
period of time. The most significant change to corporate taxable income under the Tax Cuts and
Jobs Act allows businesses to depreciate the full cost of their equipment investments in the first
year the equipment is in service. Because businesses will fully depreciate the equipment for tax
purposes in the first year, there will be no depreciation deductions in future years.

December 2017 General Fund Budget Overview Page 10



Accelerating the depreciation schedule effectively reduces taxes in the first year the
equipment is put into place, while increasing taxes in future years. On net, this and other
corporate income tax provisions of the bill are expected to decrease corporate income tax revenue
by $26.7 million in FY 2017-18 and $22.2 million in FY 2018-19, before increasing revenue by
$17.6 million in FY 2019-20, with a larger increases in subsequent years.

Insurance premium taxes. Proposed legislation reduces the federal penalty for not having
health care insurance to zero. As a result, the number of people with health insurance may
decrease, which could reduce revenue collected on insurance premiums taxes. The individuals
who continue to purchase health care insurance may have higher health care costs on average,
causing health insurance companies to increase insurance premiums. Premium increases would
increase insurance premium tax collections and could offset the decline from fewer insured
individuals. On net, the impact of these changes on insurance premium taxes is indeterminate.

Other impacts. Under current law, federal government sequestration is triggered if the
federal deficit increases because of changes in legislation. Early estimates published by the
Congressional Budget Office indicate that the federal tax legislation under consideration will
increase the federal deficit. Federal Mineral Lease payments to states are reduced when
sequestration is triggered. Colorado receives Federal Mineral Lease payments from the federal
government for natural resource production
share of Federal Mineral Lease payments are distributed to counties, municipalities and school
districts impacted by mineral production.

TABOR Outlook

on

fed

The statebds TABOR outl ook £20 is présénied in Yablea7 ont hr ou g !

page 16 and summarized in Figure 1, which also provides a history of the TABOR limit base and
the Referendum C cap back to FY 2005-06.

Article X, Section 20 of the Colorado Constitution (TABOR) limits state fiscal year spending,
which is the amount of revenue the state may retain and either spend or save each year. The
i mit is equal t amit brhrevenye,rwhighieverusslowsr,eadjustédsfor Inflation,
population growth, and any revenue changes approved by voters. Referendum C, approved by
voters in 2005, is a permanent voter-approved revenue change that raises the amount of revenue
the state may spend or save. When revenue exceeds the cap, TABOR requires the surplus to be
refunded during the following fiscal year. The state most recently incurred a TABOR refund
obligation in FY 2014-15. A TABOR refund obligation is not expected in the current year through
at least FY 2019-20, the end of the forecast period.

Preliminary data indicate that revenue fell short of the Referendum C cap by $435.9 million in
FY 2016-17. State revenue is expected to continue to fall below the Referendum C cap each
year through the forecast period. These expectations incorporate the impact of
Senate Bill 17-267, which reduced the Referendum C cap by $200 million in FY 2017-18,
repealed the Hospital Provider Fee at the end of FY 2016-17, and created a similar fee in a
TABOR-exempt enterprise beginning in FY 2017-18.

State revenue subject to TABOR is expected to fall further below the Referendum C cap in
FY 2017-18 than expected in the September forecast, largely as a result of reduced expectations
for cash fund revenue from TABOR sources. This forecast also incorporates reduced
expectations for the Referendum C cap in each of FY 2018-19 and FY 2019-20 as a result of
downgraded expectations for population growth.

December 2017 General Fund Budget Overview Page 11



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

Potential Revenue Increase from

Amounts Below the Referendum C Cap (with TCJA): the Tax Cuts and Jobs Act

$15 1 Fy 2016-17; $435.9 million

$14 - FY 2017-18: $600.5 million ($567.8 million)
FY 2018-19: $536.9 million ($354.5 million)
$13 - FY 2019-20: $564.7 million ($258.7 million) TABOREWP'US

$12 - Referendum C Cap

$11 Bars Represent Revenue
| Subject to TABOR

$10 - \ .......

$9 -
$8 - Referendum C
47 Five-Year Timeout Period
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Source: Office of the State Controller and Legislative Council Staff.
p = Preliminary. f = Forecast.

As discussed above, the Tax Cuts and Jobs Act, if enacted, is expected to increase state
revenue from individual and corporate income taxes beginning in FY 2017-18. Figure 2 includes
black bars in FY 2017-18, FY 2018-19, and FY 2019-20, representing the amount by which state
revenue subject to TABOR is projected to increase if the bill is enacted. Based on preliminary
estimates, federal legislation is not expected to increase state revenue subject to TABOR by the
amount necessary to cause a TABOR refund obligation. Table 8 on page 17 presents an
alternative TABOR outlook assuming the adoption of the Tax Cuts and Jobs Act.

State Education Fund

The Colorado Constitution requires the State Education Fund to receive one-third of one
percent of taxable income (see Tables 1 and 2, line 24). In addition, the General Assembly has
at different times authorized the transfer of additional moneys from the General Fund to the State
Education Fund. Money in the State Education Fund is required to be used to fund kindergarten
through twelfth grade public education. However, additional revenue in the State Education Fund
does not affect the overall flexibility of the General Fund budget.

Table 4 shows a history and forecast for revenue sources to the State Education Fund through
the end of the forecast period. General Fund transfers to the State Education Fund pursuant to
Senate Bill 13-234, which have occurred annually since FY 2013-14, are scheduled to end after
FY 2018-19. Assuming no changes to federal tax law, the State Education Fund will receive
$599.5 million in FY 2017-18, with higher amounts in subsequent years resulting from growth in
taxable income among Colorado taxpayers. Preliminary estimates of the impact of the Tax Cuts
and Jobs Act suggest a slight increase in constitutionally required State Education Fund transfers
beginning in FY 2017-18, as shown in Table 4. For more information on the school finance
outlook, see page 63.
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Table 4
Revenue to the State Education Fund
Dollars in Millions

Constitutionally

Required Transfer* Total Transfers
Fiscal No Federal Change Senate Other No Federal Under
Year Law Change under TCJA** | Bill 13-234 | Transfers Law Change = TCJA*
2011-12 $408 $231.6 $638.1 $638.1
2012-13 486 59.0 545.3 545.3
2013-14 479 1,073.5 1,597.6 1,597.6
2014-15 520 45.3 38.7 584.8 584.8
2015-16 523 25.3 547.9 547.9
2016-17p 540 25.3 565.3 565.3
2017-18f 574 2.5 25.3 599.5 602.1
2018-19f 606 141 25.3 631.2 645.3
2019-20f 629 23.7 25.0 628.5 652.3
Totals may not sum due to rounding. p = Preliminary. f= Forecast.
Source:Col orado State Controllerds Office and Legislative Counci

*One-third of one percent of federal taxable income is required be dedicated to the State Education Fund under
Article IX, Section 17 of the Colorado Constitution.
**|ncorporates preliminary estimates of impacts from the Tax Cuts and Jobs Act.

General Fund Transfers to Transportation and Capital Construction

Table 5 shows statutory transfers from the General Fund to the Highway Users Tax Fund and
capital construction funds. Senate Bill 17-267, which authorized up to $1.88 billion in certificates
of participation for transportation projects, repealed transfers from the General Fund to the
Highway Users Tax Fund in FY 2018-19 and FY 2019-20 previously specified by
Senate Bill 17-262. Transfers in Table 5 are also shown in lines 10 and 11 of Tables 1 and 2.

Table 5
Transfers from the General Fund for Infrastructure
Dollars in Millions

Highway Users Capital
Fiscal Year Tax Fund Construction Fund
$49.8 SB15-250
2015-16 $199.2 HB16-1416 $221.3 HB16-1416
$271.1
$52.7 HB16-1416
2016-17 $79.0 SB17-262 $31.8 HB16-1417
$84.5
2017-18 $79.0 SB17-262 $109.21 SB17-263
2018-19 $60.0 SB17-262
2019-20 $60.0 SB17-262

10f this amount, $20.0 million will be transferred to the Controlled Maintenance Trust Fund.
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Tax Policies Dependent on Revenue Conditions

Sever al tax expenditures are fAtriggeredo
the historic preservation income tax credit, the child care expenses tax credit, and partial
refundability of the conservation easement income tax credit. Table 6 summarizes the availability
of these tax policies, each of which is described in greater detail below.

by

Table 6
Availability of Tax Policies Dependent on Revenue Conditions
Tax Policy Availability Criteria Availability
Historic Property Preservation December forecast immediately Available in tax years 2013
Income Tax Credit before the tax year when the credit through 2015. Not available in
(Section 39-22-514, C.R.S.) becomes available. Forecastthat tax years 2016 and 2017.
Revenue reduction of less than projects sufficient General Fundto  Expected to be available in tax
$1.0 million per tax year* grow General Fund appropriations  years 2018 and 2019. Repealed
by 6 percent. tax year 2020.
Low-Income Child Care June 2017 forecast. Sufficient Avalilable in tax years 2014
Expenses Tax Credit General Fund surplus to fund the through 2016. Not available in
(Section 39-22-119.5, C.R.S) tax credit. tax year 2017. Available in tax
Revenue reduction of at least years 2018 to 2020. Repealed
$6.0 million per tax year tax year 2021.
Conservation Easement Tax ~ TABOR surplus. Available in tax year 2015 due to
Credit Partial Refundability the FY 2014-15 TABOR surplus.
(Section 39-22-522 (5)(b)(Il), Unavailable in tax years 2016 or
C.R.S) 2017. Not expected to be
Revenue reduction of at least available through at least tax
$5.0 million per tax year year 2020.

*Estimates may differ in future analyses.

The historic preservation income tax credit will be available in tax year 2018. The
historic preservation income tax credit will be triggered on for tax year 2018 based on this
December 2017 forecast, which expects sufficient revenue to grow appropriations by 6.7 percent
in the current fiscal year, $72.9 million above the required trigger amount.

The low-income child care expenses tax credit will be unavailable for tax year 2017.
The low-income child care expenses income tax credit was extended for three years under House
Bill 17-1002. The bill requires the three-year period during which the tax credit is extended to
shift forward in time from tax years 2017 through 2019 to tax years 2018 through 2020 if the June
2017 forecast predicts that the General Fund will have less than $2.9 million available in the
General Fund in excess of the required 6.0 percent reserve at the end of FY 2016-17. Because
the June 2017 forecast did not expect sufficient revenue to meet this threshold, the credit will be
available for tax years 2018 through 2020, but will not be available for tax year 2017.
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Partial refundability of the conservation easement tax credit will be unavailable for tax
year 2017. The conservation easement income tax credit is available as a honrefundable credit
in most years. In tax years when the state refunds a TABOR surplus, taxpayers may claim an
amount up to $50,000, less their income tax liability, as a refundable credit. Because the state
did collect a TABOR surplus in FY 2016-17, the conservation easement credit is nonrefundable
for tax year 2017, and excess credit may be carried forward to subsequent tax years. This
forecast does not expect that the state will collect a TABOR surplus during the current forecast
period, so the credit is not expected to become partially refundable through at least tax year 2020.
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Table 7

TABOR Revenue Limit and Retained Revenue

Dollars in Millions

Preliminary Estimate Estimate Estimate
FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20
TABOR Revenue
1 General Fund! $10,156.1 $10,904.8 $11,493.7 $11,962.5
2 Cash Funds? $2,735.8 $2,197.0 $2,288.3 $2,364.4
3 Total TABOR Revenue $12,891.9 $13,101.8 $13,782.0 $14,326.9
Revenue Limit
4 Allowable TABOR Growth Rate 3.1% 4.5% 4.5% 4.0%
5 Inflation (from Prior Calendar Year) 1.2% 2.8% 3.1% 2.6%
6 Population Growth (from Prior Calendar Year) 1.9% 1.7% 1.4% 1.4%
7 TABOR Limit Base $10,761.7 $11,220.7 $11,725.6 $12,194.6
8  Voter Approved Revenue Change (Referendum C) $2,130.3 $1,881.1 $2,056.4 $2,132.3
9  Total TABOR Limit / Referendum C Cap $13,327.8 $13,702.3 $14,318.9 $14,891.6
10 TABOR Revenue Above (Below) Referendum C Cap ($435.9) ($600.5) ($536.9) ($564.7)
Retained/Refunded Revenue
11 Revenue Retained under Referendum C?2 $2,130.3 $1,881.1 $2,056.4 $2,132.3
12 Total Available Revenue (revenue available to be spent or saved) $12,891.9 $13,101.8 $13,782.0 $14,326.9
13 | Revenue to Be Refunded to Taxpayers® $0.0 $0.0 $0.0 $0.0
14 TABOR Reserve Requirement $386.8 $393.1 $413.5 $429.8

Totals may not sum due to rounding.

1These figures may differ from the revenues reported in General Fund and cash fund revenue summary tables because of accounting adjustments across

TABOR boundaries.

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

3Pursuant to Section 24-75-201(2), C.R.S., the revenue above the Referendum C cap is required to be set aside during the year it is collected to be refunded
in the following fiscal year. For example, excess revenue collected in FY 2014-15 was set aside in the budget for FY 2014-15 and refunded in FY 2015-16

on income tax returns for tax year 2015.
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TABOR Revenue Limit and Retained Revenue with Impacts from Tax Cuts and Jobs Act

Table 8

Dollars in Millions

Preliminary Estimate Estimate Estimate
FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20
TABOR Revenue
1 General Fund?! $10,156.1 $10,937.5 $11,676.1 $12,268.6
2 Cash Funds? $2,735.8 $2,197.0 $2,288.3 $2,364.4
3 Total TABOR Revenue $12,891.9 $13,134.5 $13,964.4 $14,633.0
Revenue Limit
4 Allowable TABOR Growth Rate 3.1% 4.5% 4.5% 4.0%
5 Inflation (from Prior Calendar Year) 1.2% 2.8% 3.1% 2.6%
6 Population Growth (from Prior Calendar Year) 1.9% 1.7% 1.4% 1.4%
7 TABOR Limit Base $10,761.7 $11,220.7 $11,725.6 $12,194.6
8  Voter Approved Revenue Change (Referendum C) $2,130.3 $1,913.8 $2,238.8 $2,438.4
9  Total TABOR Limit / Referendum C Cap $13,327.8 $13,702.3 $14,318.9 $14,891.6
10 TABOR Revenue Above (Below) Referendum C Cap ($435.9) ($567.8) ($354.5) ($258.7)
Retained/Refunded Revenue
11 Revenue Retained under Referendum C?2 $2,130.3 $1,913.8 $2,238.8 $2,438.4
12 Total Available Revenue (revenue available to be spent or saved) $12,891.9 $13,134.5 $13,964.4 $14,633.0
13 | Revenue to Be Refunded to Taxpayers® $0.0 $0.0 $0.0 $0.0
14 TABOR Reserve Requirement $386.8 $394.0 $418.9 $439.0

Totals may not sum due to rounding.

1These figures may differ from the revenues reported in General Fund and cash fund revenue summary tables because of accounting adjustments across

TABOR boundaries.

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

3Pursuant to Section 24-75-201(2), C.R.S., the revenue above the Referendum C cap is required to be set aside during the year it is collected to be refunded
in the following fiscal year. For example, excess revenue collected in FY 2014-15 was set aside in the budget for FY 2014-15 and refunded in FY 2015-16

on income tax returns for tax year 2015.
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Table 9

General Fund Rebates and Expenditures

Dollars in Millions

Preliminary Estimate Estimate Estimate
Category FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20
Senior and Veterans Property Tax Exemptions $136.4 $139.1 $151.9 $160.6
Percent Change 7.3 2.0 9.2 5.7
Cigarette Rebate 10.3 10.6 10.5 10.4
Percent Change -2.2 3.1 -1.1 -1.2
Old-Age Pension Fund 96.5 83.9 81.1 79.9
Percent Change -10.9 -13.0 -3.4 -14
Aged Property Tax and Heating Credit 8.7 5.2 4.9 4.7
Percent Change -7.3 -39.9 -6.2 -4.2
Older Coloradans Fund 10.0 10.0 10.0 10.0
Percent Change 0.0 0.0 0.0 0.0
Interest Payments for School Loans 3.4 5.6 5.6 5.6
Percent Change 171.6 65.6 0.0 0.0
Fire and Police Pensions 4.2 4.2 4.3 4.3
Percent Change 14.3 0.3 1.0 1.0
Amendment 35 Distributions 0.9 0.9 0.9 0.9
Percent Change -1.0 0.2 -0.1 -0.3
Marijuana Sales Tax Transfer to Local
Governments 14.8 15.9 18.2 19.8
Percent Change 46.1 7.6 14.4 9.0
TOTAL REBATES & EXPENDITURES $285.0 $275.4 $287.2 $296.1

Totals may not sum due to rounding.
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Table 10
Cash Fund Transfers to and from the General Fund
Dollars in Millions

Transfers to the General Fund 2016-17 2017-18 2018-19 2019-20
HB 05-1262 Amendment 35 Tobacco Tax 0.9 0.9 0.9 0.9
HB 10-1325 Natural Resource Damage Recovery Fund 0.1
SB 13-133 Limited Gaming Fund 15.2 17.2 17.7 18.7
SB 16-168, Intellectual and Developmental Disability Fund 1.2
SB 16-196,

& HB 16-1398

SB 15-249 Marijuana Tax Cash Fund 26.3

& HB 16-1418

HB 16-1413 Water Quality Improvement Fund 1.2

SB 17-260 Severance Tax Funds 45.7
SB 17-265 State Employee Reserve Fund 26.3

Total Transfers to the General Fund $44.8 $90.1 $18.6 $19.6

Transfers from the General Fund 2016-17 2017-18 2018-19 2019-20
SB 11-047 Bioscience Income Tax Transfer to OEDIT 53 5.7 6.0 6.3
HB 12-1315 Clean Renewable Energy Fund 1.6
HB 13-1193 Advanced Industries Export Acceleration Fund 0.3 0.3
SB 14-215 Marijuana Tax Cash Fund 83.6 102.6 117.4 128.0
HB 14-1016* Procurement Technical Assistance Cash Fund 0.2 0.2 0.2 0.2
HB 15-1178 CWCB Emergency Dewatering Grant Account 0.3
SB 15-112 Building Regulation Fund 0.2
gg igggi & State Public School Fund 7.8 37.8 20.6 22.4
SB 15-245 Natural Hazard Mapping Fund 2.4 0.7
HB 16-11612 Veterans Grant Program Fund (conditional)

HB 16-1288 Industry Infrastructure Fund 0.3 0.3 0.3

HB 16-1453 Cybersecurity Cash Fund 7.9

SB 16-003 Wildfire Risk Reduction Fund 1.0

SB 16-218 State Severance Tax Refunds 53.8

HB 17-1282 Veterinary Loan Education Repayment Fund 0.14

SB 17-021 Housing Assistance Persons Transitioning from 48

Incarceration

SB 17-255 Technology Advancement and Emergency Fund 20 2.0

SB 17-259 Severance Tax Tier-2 Natural Resource Funds 10.0

SB 17-261 2013 Flood Recovery Account 12.5
Total Transfers from the General Fund $169.6  $172.3 $146.5 $156.9
Net General Fund Impact ($124.7)  ($82.2) ($127.9) ($137.3)

YThis transfer is dependent on the receipt of at least $200,000 in gifts, grants, and donations by the relevant contractor.
2This transfer is conditional, dependent on budgeted expenditures for the senior and veterans property tax exemption exceeding actual
expenditures. This bill transfers 5 percent of the difference to the Veterans Grant Program Fund.
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GENERAL FUND REVENUE

This section presents the Legislative Council Staff outlook for General Fund revenue, which
provides the statebds main sour ce Oablel2ervpage@ée f or
summarizes preliminary General Fund revenue collections for FY 2016-17 and projections for
FY 2017-18 through FY 2019-20.

Assuming no changes to federal tax law, gross General Fund revenue is expected to total
$11.1 billion in FY 2017-18, representing strong growth of 7.8 percent over the $10.3 billion
recorded in preliminary reports for FY 2016-17. Robust increases in sales, use, and individual
income tax revenue are expected to more than offset slow rates of growth in corporate income
tax revenue and other smaller sources of General Fund income. Expectations for FY 2017-18
are essentially unchanged from those published in September, with a net increase in expectations
of just $2.8 million. Modest upward revisions to most components of the forecast more than offset
moderate reductions to expectations for corporate income tax revenue.

Gross General Fund revenue is expected to increase an additional 5.5 percent in FY 2018-19
to atotal of $11.7 billion. Revenue expectations are consistent with forecast projections of modest
employment growth and moderate increases in income and consumer spending. On net, the
General Fund revenue forecast was increased $49.8 million, or 0.4 percent, from that published
in September. This forecast includes modest upward revisions to most large sources of income,
including individual income, sales, and use taxes.

General Fund revenue is expected to increase an additional 4.2 percent to total $12.2 billion
in FY 2019-20, an upward revision of $50.9 million relative to the September forecast.

Preliminary analysis suggests that the federal Tax Cuts and Jobs Act, if adopted, will increase
General Fund revenue by $35.2 million in FY 2017-18, $196.5 million in FY 2018-19 and
$329.8 million in FY 2019-20. The effects on General Fund revenue and the amount diverted to
the State Education Fund are presented as an addendum to Table 12. More information on
federal tax law changes can be found in the General Fund Budget Overview on page 10.

Legislative impacts. Table 11 summarizes the estimated General Fund impacts of legislation
passed in 2017. This legislation will increase revenue slightly in FY 2017-18 and reduce revenue
by a negligible amount in FY 2018-19. Senate Bill 17-267 will increase revenue from the
marijuana special sales tax to the General Fund, but will transfer most of the additional revenue
to the State Public School Fund, the Marijuana Tax Cash Fund, and local governments. Effective
in 2019, the bill also expands the state income tax credit for business personal property tax paid
to local governments. The net impact of these changes is a General Fund revenue increase of
$10.2 million in FY 2017-18 and $15.4 million in FY 2018-19, as shown in Table 11.

As of the June 2017 forecast, Legislative Council Staff revenue forecasts assume that expiring
tax credits (tax credits with an upcoming repeal date) will continue. This change in practice is
consistent with budgeting assumptions used for programs withar e peal (or fAsunset o)
allow greater consistency in the revenue and expenditure impacts reported in fiscal notes. In the
future, fiscal notes for bills extending expiring
and these bills will not require budget balancing. In addition, actual adjustments to the revenue
forecast may not match estimates reported in Table 11.
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Table 11

Legislation Affecting General Fund Revenue
Dollars in Millions

Major Legislation Passed in 2017 2017-18 2018-19
Individual Income Tax

HB17-1090: Advanced Industry Investment Tax Credit Extension -$0.3 -$0.6

HB17-1002: Child Care Expenses Income Tax Credit Extension? -2.9 -6.1
Total Individual Income Tax Impact -3.2 -6.7
Corporate Income Tax

HB17-1356: Treat Economic Development Income Tax Credits Differently -5.6

SB17-299: Apportionment of Income of Enterprise Data Centers -2.4

SB17-267: Increase in Business Personal Property Tax Credit -9.8
Total Corporate Income Tax Impact -17.8
Sales and Excise Taxes

SB17-267: Increase in Marijuana Special Sales Tax Rate? 10.2 25.4

HB17-1103: Exemption for Historic Aircraft on Loan for Public Display potential decrease
Total Impact on Sales and Excise Taxes 10.2 254
Insurance Premium Tax

SB17-198: Public Participate Review Acquire Control Insurer -0.01 -0.01
Total Insurance Premium Tax Impact -0.01 -0.01
Other Miscellaneous Revenue

SB17-180: PUC Streamlined Enforcement of Motor Carriers -0.25 -0.25

HB17-1077: Useful Public Service Cash Fund Diversion -0.03 -0.03

HB17-1119: Payment of Workers' Compensation Benefits -0.60

HB17-1092: Retail Establishment & Performing Rights 0.01 0.01

HB17-1263: Limited Lines Self-storage Insurance License 0.01

HB17-1224: Misbranded Adulterated Counterfeit Drugs Penalty 0.01 0.01

Other Miscellaneous Revenue Impact -0.26 -0.86
Revenue Impact of 2017 Legislation $6.73 -$0.02
Triggered Legislation 2017-18 2018-19
Income Tax

Gross Conservation Easement Partial Refundability® OFF OFF

Historical Preservation Income Tax Credit* -0.5 -1.0

| Revenue Impact of Triggered Legislation -$0.5 -$1.0 |

LAvailable tax years 2018, 2019, and 2020. Not available tax year 2017 due to insufficient revenue for FY 2016-17,
as indicated by the June 2017 forecast.

2Amounts reflect the net increase in revenue to the General Fund from the marijuana special sales tax, reflecting
General Fund revenue increases of $74.0 million in FY 2017-18 and $84.7 million in FY 2018-19, as well as transfers
out of the General Fund.

3Triggered on by collection of a TABOR surplus during the preceding fiscal year (Section 39-22-522 (5) (b), C.R.S.).
Not available in 2016, 2017, or 2018. Estimated to reduce General Fund revenue by $4.9 million annually when
triggered on.

“Based on this forecast, triggered on in tax year 2018 because revenue is expected to be sufficient to grow General
Fund appropriations by 6 percentin FY 2017-18 (Section 39-22-514, C.R.S.). Expected to be triggered on in tax year
2019 and off in tax year 2020.

Note: Because the forecast assumes continuation of expiring tax expenditures, actual adjustments to the revenue
forecast may not match the estimates reported here.
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Triggered tax expenditure impacts. Table 6 also summarizes impacts for tax expenditures
that may or may not be available depending on the General Fund budget outlook. The Historic
Preservation Income Tax Credit is triggered on for tax year 2018 as this revenue forecast expects
sufficient revenue to allow 6 percent growth in General Fund appropriations in FY 2017-18. Partial
refundability of the Gross Conservation Easement Tax Credit, however, is expected to remain
triggered off as the state is not expected to collect a TABOR surplus through at least FY 2019-20.

Individual income taxes. | ndi vi dual i ncome taxes are
revenue, representing nearly two-thirds of gross General Fund revenue. Individual income tax
collections have four components: (1) wage withholding, which makes up a majority of collections
and includes income taxes withheld from employee paychecks; (2) estimated payments, which
are quarterly payments made generally by self-owned businesses and taxpayers with large
income tax liabilities; (3) cash with returns, which include payments made when taxpayers file
income tax returns; and (4) refunds to taxpayers who pay more than they owe in taxes or who are
able to claim refundable tax credits.

Wage withholding continues to grow at a rate faster than inflation and population growth
(Figure 2, left). This trend is expected to continue throughout the forecast period as the tight labor
market forces wages higher, driving growth in total individual income tax collections. Anticipated
federal tax policy changes continue to dampen cash with returns and boost taxpayer refunds in
FY 2017-18, as some taxpayers delay the sale or claim of assets on anticipation of federal tax
cuts expected to take effect in tax year 2018. A slowdown in equity markets is expected to soften
growth in estimated payments in FY 2018-19 and FY 2019-20 as taxpayers claim less in capital
gains income.

Figure 2
Selected Sources of General Fund Revenue
Millions of Dollars Collected per Month

Individual Income Tax Withholding Sales Tax
$550 - $260 -
$500 - $240 -
$450 - $220 -
$400 - $200 -
$350 - $180 -
$300 - $160 -
$250 . . . . . $140 . . . . :
2007 2009 2011 2013 2015 2017 2007 2009 2011 2013 2015 2017

Source: Colorado Department of Revenue. Data seasonally adjusted by Legislative Council Staff using the Census
x12 method. Data shown on a cash-accounting basis as three-month moving averages. Data are through
November 2017. November 2017 data are preliminary.

Assuming no changes to federal tax law, individual income tax collections are expected to
increase 7.6 percent in FY 2017-18, before slowing to 5.1 percent in FY 2018-19 and 4.1 percent
in FY 2019-20. Relative to the September forecast, expectations for individual income tax
collections were largely unchanged. The forecast includes upward revisions of $13.7 million in
FY 2017-18 and $31.4 million in FY 2018-19.
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The Tax Cuts and Jobs Act currently before Congress proposes significant changes to federal
taxable income, the amount from which Colorado taxable income is computed. The most
significant changes include repealing the tax exemption for personal expenses, increasing the
standard deduction, eliminating or modifying the size of several exclusions and itemized
deductions, and establishing a 20 percent deduction for income from pass-through entities. If
enacted, these provisions, on net, are expected to increase individual income tax revenue by
$61.9 million in FY 2017-18, $218.8 million in FY 2018-19, and $312.2 million in FY 2019-20,
based on preliminary estimates.

Sales taxes. The 2.9 percent state sales tax is assessed on the purchase of goods, except
those specifically exempted, and a relatively small collection of services. The amounts presented
in Table 12 include revenue from the special sales tax on retail marijuana, which is projected to
jump 61.3 percent in FY 2017-18 with a tax rate increase of 5 percentage points. Netting out
marijuana taxes, sales tax receipts are expected to increase 6.5 percent to total $2.9 billion during
the current FY 2017-18 before slowing to 5.0 percent in FY 2018-19 and 4.9 percent in
FY 2019-20. This forecast modestly increases expectations for sales tax relative to those
published in September, with upward adjustments of $4.6 million in FY 2017-18 and $14.7 million
in FY 2018-19.

Sales tax collections have grown quickly thus far in 2017 (Figure 2, right), reflecting higher
household incomes and improved consumer confidence. Preliminary reports for the 2017 holiday
season indicate strong performance alongside additional migration from brick-and-mortar retailers
to online sellers, who may or may not collect Colorado sales tax depending on whether they
occupy physical space in the state. Growth in sales collections is expected to moderate slightly
but continue to outpace changes in prices and population, in part because prices for retail goods
will inflate less quickly than those for other consumer goods and services.

Use taxes. The 2.9 percent state use tax is due when sales tax is owed but is not collected
at the point of sale. Use tax revenue is largely driven by capital investment among manufacturing,
energy, and mining firms. Use tax collections surged during 2017, rising 13.9 percent over the
January to November period in 2016 on the strength of a recovering energy industry. Revenue
is expected to continue to grow at robust rates through the forecast period, increasing
15.3 percent in the current FY 2017-18 before adding 6.1 percent in each of the next two fiscal
years. The forecast represents significant upward revisions to September expectations primarily
owing to current year performance. Expected collections were revised upward by $12.4 million
in FY 2017-18 and $14.2 million in FY 2018-19.

Projections for FY 2017-18 assume the implementation of House Bill 10-1193, which requires
out-of-state (including online) retailers not collecting sales taxes to notify customers and the
Department of Revenue of c uosst mplemrerstadion sftthea bilethadu s e t a x
been stayed pending resolution of an ongoing legal dispute and will affect sales made by
out-of-state retailers for the first time during 2017. This forecast assumes that retailers have
chosen to comply with the law by notifying consumers of their use tax obligation rather than
collecting sales taxes. Notifications are required to be issued by January 31st for purchases
made during the prior calendar year, and consumers are required to remit use taxes by April 15th
forr the prior yearodés purchases. The fiscal i mpact
This forecast assumes a $6.6 million increase in use tax compliance during FY 2017-18, which
will boost the use tax collections base modestly for subsequent fiscal years.
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Corporate income taxes. A tight labor market and competition for other business inputs will
dampen corporate profits throughout the forecast period. Collections are expected to reach
$532.3 million in FY 2017-18, a 4.5 percent increase attributable to business growth and energy
industry stabilization. Growth will accelerate to 13.2 percent in FY 2018-19 with anticipated
strengthening in corporate performance in the energy industry among others, but is expected to
be moderated by policy changes (Table 12) taking effect in 2018 and beyond. This forecast
includes a $33.6 million reduction in expected corporate income tax revenue in FY 2017-18 and
a $5.7 million reduction in FY 2018-19.

The Tax Cuts and Jobs Act increases the federal corporate income tax base, the amount from
which Colorado taxable income is computed. The most significant change to corporate taxable
income allows businesses to depreciate the full cost of their equipment investments in the first
year the equipment is in service. Because businesses will fully depreciate the equipment for tax
purposes in the first year, there will be no depreciation deductions in future years. By comparison,
under current law, corporations depreciate the value of business equipment over a set schedule,
which allows them to have smaller deductions over a longer period of time. Accelerating the
depreciation schedule effectively reduces taxes in the first year the equipment is put in place and
increases taxes in future years. If enacted, the provisions of the bill impacting corporate taxable
income, on net, are expected to decrease corporate income tax revenue by $26.7 million in
FY 2017-18 and $22.2 million in FY 2018-19 largely as a result of the accelerated depreciation
schedule, before increasing corporate income tax revenue by $17.6 million in FY 2019-20.
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Table 12

General Fund Revenue Estimates
Dollars in Millions

Preliminary Percent Estimate Percent Estimate Percent Estimate Percent
Category FY 2016-17 Change FY 2017-18 Change FY 2018-19 Change FY 2019-20 Change
Excise Taxes
1 Sales $2,825.7 6.5 $3,063.9 8.4 $3,232.2 5.5 $3,399.1 5.2
2 Use 259.5 7.6 299.1 15.3 317.4 6.1 336.8 6.1
3 Cigarette 36.6 -1.7 36.3 -0.7 36.0 -1.1 35.5 -1.2
4 Tobacco Products 21.2 0.6 22.3 5.2 23.3 4.2 24.3 4.6
5 Liquor 45.0 3.3 46.4 3.1 48.0 3.4 49.8 3.9
6 Total Excise 3,188.0 6.4 3,468.1 8.8 3,656.7 5.4 3,845.6 5.2
Income Taxes
7 Net Individual Income 6,760.9 3.6 7,277.0 7.6 7,651.4 5.1 7,965.9 4.1
8 Net Corporate Income 509.3 -21.9 532.3 4.5 602.4 13.2 598.3 -0.7
9 Total Income Taxes 7,270.2 1.3 7,809.4 7.4 8,253.7 5.7 8,564.2 3.8
10 Less: Portion Diverted to the SEF -540.0 3.3 -574.2 6.3 -606.2 5.6 -628.5 3.7
11 Income Taxes to the General Fund 6,730.2 1.1 7,235.1 7.5 7,647.5 5.7 7,935.6 3.8
Other Sources
12 Insurance 290.5 3.6 310.5 6.9 315.9 1.8 320.8 15
13 Pari-Mutuel 0.6 -6.6 0.6 -3.8 0.5 -3.0 0.5 -2.4
14 Investment Income 14.7 18.6 18.2 23.5 22.5 23.3 24.9 11.0
15 Court Receipts 4.1 17.5 4.4 8.3 4.7 7.0 5.0 5.6
16 Other Income 47.3 109.8 35.3 -25.4 36.1 2.1 36.7 1.7
17 Total Other 357.2 11.8 369.0 3.3 379.7 2.9 387.9 2.2
18 | Gross General Fund Revenue $10,275.5 3.0 $11,072.2 7.8 $11,684.0 55 $12,169.1 4.2
Addendum: Preliminary Impact Estimates of the Federal Tax Cuts and Jobs Act
19 Change in Revenue! $35.2 $196.5 329.8
20 Less: Portion Diverted to the SEF -2.5 -14.1 -23.7
21 | Gross GF Revenue with TCJA $10,275.5 3.0 $11,104.9 8.1 $11,866.4 6.9 $12,475.2 5.1

Totals may not sum due to rounding. SEF = State Education Fund.
1Changes resulting from the Federal Tax Cuts and Jobs Act. Amounts indicate prelimary estimates of net impacts on individual and corporate income tax

revenue.
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CASH FUND REVENUE

Table 13 summarizes the forecast for cash fund revenue subject to TABOR. The largest
sources are motor fuel taxes and other transportation-related revenue, the Hospital Provider Fee,
gaming taxes, and severance taxes. The end of this section also presents the forecasts for
marijuana sales and excise tax, Federal Mineral Lease, and unemployment insurance revenue.
These forecasts are presented separately because they are not subject to TABOR limitations.

Cash fund revenue subject to TABOR totaled $2.78 billion in FY 2016-17. This revenue is
expected to fall 20.8 percent to $2.20 billion in FY 2017-18. The drop in revenue from the
elimination of the Hospital Provider Fee and the 2.9 percent sales tax on retail marijuana in Senate
Bill 17-267 more than offsets expected increases in transportation-related and severance tax
revenue. Year-over-year changes in other cash fund categories are minimal.

Total cash fund revenue subject to TABOR will rebound from this lower level by 4.2 percent
to $2.29 billion in FY 2018-19, and 3.3 percent to $2.36 billion in FY 2019-20, as most revenue
sources are projected to continue to rise.

Transportation-related revenue subject to TABOR totaled $1,220.3 million in FY 2016-17.
Transportation funding will increase 1.8 percent in FY 2017-18 to $1,242.8 million and grow
1.8 percent in FY 2018-19. The forecast for TABOR revenue to transportation-related cash funds
is shown in Table 14 on page 29.

The largest source of revenue into the Highway Users Tax Fund (HUTF) is motor fuel excise
tax (22¢ per gallon of gasoline and 20.5¢ per gallon of diesel fuel). Fuel excise tax increased
3.2 percent in FY 2016-17 to $629.4 million. In FY 2017-18, fuel tax collections are expected to
grow 1.8 percent and reach $640.9 million. The HUTF also receives revenue from other sources,
including registration fees. In FY 2016-17 total registration fees equaled $369.0 million and they
are expected to increase 1.7 percent to $375.4 million in FY 2017-18. Expectations for registration
fee revenue were reduced slightly on lower expectations for state population growth. Total HUTF
revenue is expected to increase 1.9 percent to $1,082.7 million in FY 2017-18 and 1.6 percent to
$1,099.7 million in FY 2018-19.

The State Highway Fund (SHF) is the primary fund for the state Department of Transportation
to meet state transportation needs. The SHF receives money from HUTF transfers, local
government grants, and interest earnings. HUTF revenue is subject to TABOR when itis originally
collected by the state but the transfers are not. The two largest sources of TABOR revenue into
the fund are local government grants and interest earnings. Local government revenue fluctuates
based on local budgeting decisions and large annual fluctuations are common. SHF revenue
subject to TABOR is expected to increase 15.1 percent to $46.0 million in FY 2017-18 and
increase 6.3 percent to $48.9 million in FY 2018-19. Other transportation cash fund revenue
subject to TABOR is expected to be $114.0 million in FY 2017-18, a 0.7 percent decrease from
the previous year, and grow slowly through the forecast period. Other transportation revenue is
from the sale of aviation and jet fuel, certain registration fees, and driving fines.

Revenue to the Statewide Bridge Enterprise is not subject to TABOR and is shown as an
addendum to Table 14. Revenue to this enterprise is expected to grow 1.7 percent to
$108.4 million in FY 2017-18 and 1.7 percent to $110.2 million in FY 2018-19. The bridge safety
surcharge fee collections typically grow at the same rate as vehicle registrations.
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Table 13
Cash Fund Revenue Subject to TABOR
Dollars in Millions

Preliminary Estimate Estimate Estimate
FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 CAAGR*
Transportation-Related $1,220.3 $1,242.8 $1,265.5 $1,286.8
Percent Change 3.0% 1.8% 1.8% 1.7% 1.8%
Hospital Provider Fee! $654.4 NA NA NA
Percent Change -18.6%
Severance Tax $19.5 $61.3 $76.2 $80.6
Percent Change 3.0% 214.7% 24.3% 5.8% 60.6%
Gaming Revenue? $103.7 $106.9 $108.7 $110.8
Percent Change 0.9% 3.2% 1.7% 1.9% 2.3%
Insurance-Related $10.3 $16.0 $19.5 $19.6
Percent Change -9.6% 54.6% 21.8% 0.7% 23.8%
Regulatory Agencies $75.5 $78.0 $80.0 $81.9
Percent Change 9.8% 3.3% 2.5% 2.4% 2.7%
Capital Construction Related T Interest? $4.6 $5.1 $4.6 $3.8
Percent Change -12.2% 9.8% -9.8% -16.8% -6.3%
2.9% Sales Tax on Marijuana?* $40.9 $13.3 $13.3 $13.3
Percent Change 28.6% -67.6% 0.5% 0.2% -31.1%
Other Cash Funds $646.5 $673.7 $720.6 $767.5
Percent Change -7.6% 4.2% 7.0% 6.5% 5.9%
Total Cash Fund Revenue $2,775.6 $2,197.0 $2,288.3 $2,364.4
Subject to the TABOR Limit -5.2% -20.8% 4.2% 3.3% -5.2%

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

* CAAGR: Compound average annual growth rate for FY 2016-17 to FY 2019-20.

1Pursuant to Senate Bill 17-267, the Hospital Provider Fee subject to TABOR has been repealed.

2Gaming revenue in this table does not include revenue from Amendment 50, because it is not subject to TABOR.

3Includes interest earnings to the Capital Construction Fund, the Controlled Maintenance Trust Fund, and transfers from certain
enterprises.

4Includes revenue from the 2.9 percent sales tax collected from the sale of medical and retail marijuana. This revenue is
subject to TABOR.
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Table 14
Transportation Revenue by Source
Dollars in Millions

Preliminary Estimate Estimate Estimate
FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 CAAGR*
Highway Users Tax Fund (HUTF)
Motor and Special Fuel Taxes $629.4 $640.9 $651.6 $660.9 1.6%
Percent Change 3.2% 1.8% 1.7% 1.4%
Total Registrations $369.0 $375.4 $381.9 $388.8 1.8%
Percent Change 3.6% 1.7% 1.7% 1.8%
Registrations $218.4 $222.0 $225.7 $229.7
Road Safety Surcharge $130.6 $132.8 $135.0 $137.3
Late Registration Fees $20.1 $20.6 $21.2 $21.8
Other HUTF Receipts? $67.0 $66.4 $66.2 $66.0 -0.5%
Percent Change 3.9% -0.9% -0.3% -0.3%
Total HUTF $1,065.4 $1,082.7 $1,099.7 $1,115.7 1.5%
Percent Change 3.4% 1.6% 1.6% 1.5%
State Highway Fund (SHF)2 $40.0 $46.0 $48.9 $52.0 9.1%
Percent Change -23.4% 15.1% 6.3% 6.3%
Other Transportation Funds $114.9 $114.0 $116.9 $119.1 1.2%
Percent Change 12.3% -0.7% 2.5% 1.9%
Law Enforcement-Related* $8.8 $8.7 $8.9 $8.9
Registration-Related® $83.0 $84.4 $86.1 $87.8
Total Transportation Funds $1,220.3 $1,242.8 $1,265.5 $1,286.8 1.8%
Percent Change 3.0% 1.8% 1.8% 1.7%

Totals may not sum due to rounding.

*CAAGR: Compound average annual growth rate for FY 2016-17 to FY 2019-20.

lincludes daily rental fee, oversized overweight vehicle surcharge, interest receipts, judicial receipts, drivers' license fees, and

other miscellaneous receipts in the HUTF.

2Includes only SHF revenue subject to Article X, Section 20, of the Colorado Constitution (TABOR).

3Includes revenue from aviation fuel excise taxes and the 2.9 percent sales tax on the retail cost of jet fuel.
4Includes revenue from driving under the influence (DUI) and driving while ability impaired (DWAI) fines.

SIncludes revenue from Emergency Medical Services registration fees, emissions registration and inspection fees, motorcycle
and motor vehicle license fees, and P.O.S.T. Board registration fees.

Addendum: TABOR-Exempt FASTER Revenue

Preliminary Estimate Estimate Estimate

FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 CAAGR*

Bridge Safety Surcharge $106.7 $108.4 $110.2 $112.2 1.1%
Percent Change -0.6% 1.7% 1.7% 1.8%

Note: Revenue to the Statewide Bridge Enterprise from the bridge safety surcharge is TABOR-exempt and therefore not included
in the table above. Itis included as an addendum for informational purposes.
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After accounting for $654.4 million in fee collections and associated interest earnings subject
to TABOR in FY 2016-17, the Hospital Provider Fee was repealed on July 1, 2017. Under
Senate Bill 17-267, hospitals now remit a Healthcare Affordability and Sustainability Fee to a new
enterprise. Beginning in the current FY 2017-18, fee and interest earnings are omitted from
Table 13 because they are enterprise funds exempt from TABOR. For all three years of the
current forecastaorlerfilodikts th Table 18 mdludes $15.¢ million in fee
revenue that is authorized to be spent for nonexempt programs and thus subject to TABOR.

Severance tax revenue, including interest earnings, was $19.5 million in FY 2016-17.
Starting in FY 2015-16, oil and gas producers began to deduct additional costs from revenue
when calculating their severance tax liability due to a Colorado Supreme Court ruling. The
magnitude of these deductions is not clear. However, monthly severance tax collections have
slowed since this ruling. This forecast assumes that oil and gas producers will continue to remit
lower severance tax payments through the end of the forecast period, FY 2019-20. Total
severance tax collections will equal $61.3 million in FY 2017-18 and $76.2 million in FY 2018-19.

In FY 2016-17, oil and gas severance tax collections totaled $4.0 million, which includes
severance tax refunds paid out of the General Fund pursuant to Senate Bill 16-218 and a negative
$37.0 million accrual. Oil and gas severance taxes are expected to increase to $48.3 million in
FY 2017-18 and $64.1 million in FY 2018-19. This is lower than estimated in September, and
less revenue than would have been collected prior to 2016 given the expectations for oil and gas
production and prices in the forecast period. Net oil and gas severance taxes have been low
compared with historical collections since August 2016, when the Colorado Department of
Revenue began to process amended returns filed following the court case. Overall, monthly net
collections have remained low for a variety of reasons, including elevated ad valorum credits,
lower oil and gas prices nationally, less oil and gas production, and the effects of the supreme
court case. Many of these factors have improved. However, through the first five months of
FY 2017-18, oil and gas severance taxes have not recovered. The forecast assumes that oil and
gas severance taxes will not recover despite more production and higher prices due to changes
in taxpayer behavior following the Colorado Supreme ruling. Table 15 on page 31 presents the
forecast for severance tax revenue by mineral source.

Oil prices have maintained a range of $45 to $55 a barrel in 2017.  Prices are expected to
increase slowly throughout the forecast period to $51 per barrel in 2019. Oil production in
Colorado declined 8.2 percent in 2016 and is expected to decline 0.4 percent in 2017. Recent
drilling activity in Northern Colorado will contribute to a 5.4 percent increase in oil production in
2018 and modest oil production increases through 2020.

Natural gas producers in Colorado have received an average price of $2.93 per Mcf through
the first eleven months of 2017. Natural gas producers are able to quickly place natural gas on
the market due to new technologies and existing infrastructure, which will keep prices below $4.00
throughout the forecast period. Prices are expected to average $3.06 per Mcf in 2018 and rise to
$3.51 per Mcf by the end of 2020.

Coal, which has historically been the second largest mineral source of severance taxes in
Colorado after oil and natural gas, generated $4.2 million in severance taxes in FY 2016-17. Coal
severance taxes are expected to decrease 11.3 percent to $3.7 million in 2017-18, reflecting
long-run trends in the coal industry. Coal production has declined as electric utilities have been
shifting production to natural gas. For the first time ever, the U.S. Energy Information
Administration expects electricity from natural gas fired power plants to exceed electricity from
coal fired power plants in the summer of 2017. The latest sign of the realignment in the energy
sector is the announcement by Xcel Energy that the company will close two coal fired power
plants in the Comanche Generating Station in Pueblo.
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Table 15
Legislative Council Staff
Severance Tax Revenue Forecast by Source
Dollars in Millions

Preliminary Estimate Estimate Estimate
FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 CAAGR*
Oil and Gas $4.0 $48.3 $64.1 $69.0 157.8%
Percent Change -22.8% 1098.9% 32.8% 7.6%
Coal $4.2 $3.7 $3.3 $2.9 -11.8%
Percent Change 15.9% -11.3% -11.7% -10.3%
Molybdenum and Metallics $2.9 $2.9 $3.0 $3.0 0.4%
Percent Change 100.2% 0.4% 0.4% 0.4%
Total Severance Tax Revenue $11.1 $54.9 $70.3 $74.9 88.8%
Percent Change 8.2% 393.7% 28.1% 6.5%
Interest Earnings $8.4 $6.4 $5.9 $5.8 -11.7%
Percent Change -3.3% -23.5% -8.2% -2.0%
Total Severance Tax Fund Revenue $19.5 $61.3 $76.2 $80.6 60.6%
Percent Change 3.0% 214.7% 24.3% 5.8%
* CAAGR: Compound average annual growth rate for FY 2016-17 to FY 2019-20.
Table 16
Tax Revenue from the Marijuana Industry
Dollars in Millions
Preliminary Forecast Forecast Forecast
FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 CAAGR*
Proposition AA Taxes
Special Sales Tax $98.3 $158.7 $181.6 $197.9 26.2%
State Share of Sales Tax 83.6 142.8 163.4 178.1
Local Share of Sales Tax 14.8 15.9 18.2 19.8
15% Excise Tax 71.9 81.6 88.2 92.7 8.8%
Total Proposition AA Taxes 170.3 240.2 269.7 290.6 26.2%
2.9 Sales Tax (Subject to TABOR)
2.9% Sales Tax on Medical Marijuana 12.4 12.4 12.3 12.3 -0.3%
2.9% Sales Tax on Retail Marijuana 28.1 0.8 0.9 0.9
Subject to TABOR Interest 0.3 0.1 0.1 0.1
Total 2.9% Sales Tax 40.9 13.3 13.3 13.3 -31.1%
Total Taxes on Marijuana $211.1 $253.5 $283.1 $303.9 12.9%

*CAAGR: Compound average annual growth rate for FY 2016-17 to FY 2019-20.
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Metal and molybdenum mines paid $2.9 million in severance taxes on the value of minerals
produced in FY 2016-17. International demand for steel has increased mining activity at the two
molybdenum mines in Colorado: the Climax Mine, outside Leadville, and the Henderson Mine,
outside Empire. Based on continued demand, metal and molybdenum severance taxes are
expected to be $2.9 million in FY 2017-18 and $3.0 million in FY 2018-19.

Finally, interest earnings are expected be $6.4 million in FY 2017-18 and $5.9 million in
FY 2018-19.

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

Limited gaming revenue subject to TABOR totaled $103.7 million in FY 2016-17 and is
expected to grow 3.2 percent to $106.9 million in FY 2017-18. Through October, tax revenue
alone grew 6.3 percent from the July to October period in 2016 on the strength of additional
wagers and higher fAhol dod percentages, the percent
paid to players in winnings. By statutory formula, gaming tax revenue subject to TABOR cannot
grow faster than 3.0 percent annually, but growth in tax revenue is expected to be supplemented
by higher fee and interest earnings. Gaming revenue is expected to grow at slower rates through
the remainder of the forecast period, including by 1.7 percent during FY 2018-19.

Under state law, annual growth in gaming tax revenue that exceeds 3.0 percent is attributed
to Amendment 50 and exempt from TABOR. Years when total gaming tax revenue grows by
more than 3.0 percent therefore result in disproportionately higher distributions of Amendment 50
revenue. This revenue primarily supports the state community college system. In the current
FY 2017-18, fast growth in gaming tax revenue is expected to increase community college
distributions to $11.4 million, representing growth of 9.2 percent.

The marijuana market is beginning to mature, resulting in increasing tax collections but
moderating annual growth rates. Total marijuana tax revenue is expected to reach $253.5 million
in FY 2017-18 and $283.1 million in FY 2018-19 (Table 16).

Special sales tax revenue on retail marijuana is expected to reach $158.7 million in
FY 2017-18 and $181.6 million in FY 2018-19. Senate Bill 17-267 increased the special sales tax
rate on retail marijuana from 10 percent in FY 2016-17 to 15 percent in FY 2017-18, which is the
largest factor in the $60.4 million increase between the two years.

Excise tax revenue is forecast to reach $81.6 million in FY 2017-18 and $88.2 million in
FY 2018-19. The average market rate for marijuana products has been declining as the
marijuana market matures. The Department of Revenue calculates an average market rate for
marijuana products, which is then paid for each unit of marijuana when it is transferred from the
grow facility to a retail store or marijuana processor. Because the average market rate is forecast
to fall through the forecast period, marijuana excise tax collections are not expected to grow as
quickly as special sales tax revenue. The first $40 million in excise tax revenue is deposited in
the BEST fund for school capital construction projects. This threshold was first met in FY 2015-16
and growth in the industry will cause excise tax revenue to easily exceed this threshold throughout
the forecast period.
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The 2.9 percent state sales tax rate applies to medical marijuana and marijuana accessories
purchased at a retail marijuana store. Medical marijuana sales tax revenue is expected to decline
through the forecast period, generating about $12.3 million each fiscal year. Sales taxes on
marijuana accessories and other non-marijuana products sold in a retail marijuana store are
expected to generate about $800,000 in FY 2017-18 and $900,000 in FY 2018-19. Revenue from
the 2.9 percent sales tax is deposited in the Marijuana Tax Cash Fund and is subject to TABOR.

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

For FY 2016-17, FML revenue fell 2.1 percent from the previous year to $91.0 million as the
coal industry continues to adjust to electricity generation shifting from coal to other energy
sources, including natural gas, wind, and solar power. FML revenue is expected to increase
1.6 percent in FY 2017-18 because the owners of the two largest coal mines in the state recently
exited bankruptcy and coal production is expected to increase. FML payments will increase
10.0 percent in FY 2018-19 to $101.6 million as the state fulfills its obligations for previous
payments associated with canceled leases on the Roan Plateau.

The FML forecast does not include any impact from the pending federal tax legislation.
According to the Congressional Budget of fice, A Tr
deficit by $1.5 trillion over the next ten years. The increase in the deficit will trigger pay-as-you-go
procedures automatically reducing some federal expenditures including FML distributions to the
states.

Forecasts for Unemployment Insurance (Ul) Trust Fund revenue, benefit payments, and
year-end balance are shown in Table 17. Revenue to the Ul Trust Fund has not been subject to
TABOR since FY 2009-10 and is therefore excluded from Table 13 on page 28. Revenue to the
Employment Support Fund, which receives a portion of the Ul premium surcharge, is still subject
to TABOR and is included in the revenue estimates for other cash funds in Table 13.

Theendi ng balance for t Imé was $78%.4endllon iJFY 2016-U7s up F
88percent from the previous fiscal year . The fun
market and historically low unemployment rates. In FY 2016-17, the total amount of benefits paid
from the fund dropped to $466.0 million, the lowest amount in almost ten years. Premium
contributions ticked up in FY 2016-17, despite employers shifting to a lower premium rate
schedule, which reduces the amount of Ul contributions they are required to pay for each
employee.

The Ul Trust Fund is expected to continue to improve through the forecast period. Employer
contributions will gradually increase as employers add more employees to their payrolls. A higher
employee chargeable wage base will also support the trust fund. The chargeable wage is indexed
annually to the average weekly wage growth. The chargeable wage base is $12,500 for 2017,
up $300 from 2016. The amount of benefits paid from the fund is also expected to continue to
fall, further reinforcing the fund.
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Table 17
Unemployment Insurance Trust Fund
Revenues, Benefits Paid, and Fund Balance
Dollars in Millions

Preliminary Estimate Estimate Estimate
FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 CAAGR*
Beginning Balance $679.8 $739.4 $910.1 $1,054.9
Plus Income Received
Ul Premium $633.0 $583.9 $538.7 $594.7 -2.06%
Interest $15.7 $15.9 $16.0 $16.5
Total Revenues $648.7 $599.8 $554.7 $611.2 -1.97%
Percent Change 1.7% -7.6% -7.5% 10.2%
Less Benefits Paid $466.0 $429.0 $409.9 $397.6 -5.15%
Percent Change -9.7% -7.9% -4.4% -3.0%
Ul Bonds Principal Repayment ($125.0) $0.0 $0.0 $0.0
Accounting Adjustment $1.8 $0.0 $0.0 $0.0
Ending Balance $739.4 $910.1 $1,054.9 $1,268.5 19.71%

Solvency Ratio
Fund Balance as a Percent of 0.66% 0.78% 0.85% 0.96%
Total Annual Private Wages

Totals may not sum due to rounding.
*CAAGR: Compound average annual growth rate for FY 2016-17 to FY 2019-20.
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EcoNomic OUTLOOK

The U.S. and Colorado economies will grow at a moderate pace through 2019. The national
expansion continues to approach the longest on record, supported by moderate growth in
consumer activity, improved business investment, and increasing global economic activity. In
2017, business activity has been bolstered by improvements in the global economy, rising
commodity prices, and optimism for future profitability across most industries. These trends will
continue into 2018. Consumer activity will continue to drive economic growth in spite of
demographic headwinds, which are contributing to low wage growth. Should the federal Tax Cuts
and Jobs Act become law, economic activity will grow at a slightly faster pace due to stronger
business investment and a modest boost to consumer spending.

The economic expansion in Colorado will remain among the strongest in the country.
However, rapid appreciation in Colorado housing costs continues to shape the economic
landscape of the state. Housing affordability has already slowed net migration, which will further
limit the already tight supply of labor in Colorado. Unless wages rise, high housing costs will
dampen household spending as Colorado residents pay an increasing share of their income on
the cost of living. Areas of the state that are more reliant on energy, steel refining, and agriculture
will continue to expand at weaker rates than the mountain and northern Front Range regions.
However, areas where growth is slower remain more affordable. Diversification or improved
industry activity will spur strong growth in these areas.

Risks to the forecast remain skewed to the downside as the economy loses steam in the
mature stages of expansion. Additionally, geopolitical risk remains elevated, posing possible
unexpected shocks to the economy. Upside risks include stronger than expected wage gains,
which could produce stronger consumer activity. Additionally, business investment could be
stronger than expected if optimism materializes into action beyond the risk tolerance assumed in
this forecast.

Tables 18 and 19 on pages 60 and 61 present histories and expectations for economic
indicators for the U.S. and Colorado, respectively.

Gross Domestic Product

The U.S. economy continues to expand into the late stages of the business cycle, with
business activity and consumer spending driving growth. Real gross domestic product (GDP),
the broadest measure of economic activity, increased at an annualized rate of 3.3 percent on an
inflation-adjusted basis in the third quarter of 2017, the strongest rate since mid-2014. The
nationds economy has gr owrperceitin thafirsathrae guarteis af ¢hd
year relative to the same period last year. Figure 3 presents the annualized change in real U.S.
GDP and contributions from its four major components since 2008.

Growth is expected to slow some in the fourth quarter of the year but sustain the expansion
to 103 consecutive months (nearly nine years) of growth, the third longest expansion in the
naton 6s recorded history. Only the r &tand1®9041
recessions were longer in duration, lasting 106 months and 120 months, respectively. Relative
to prior business cycles, the strength of growth in the current expansion continues to underwhelm,
even with the recent acceleration in GDP growth to above 3 percent (Figure 4).
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Figure 3
Contributions to Real U.S. Gross Domestic Product
Annual Percent Change and Contributions
8% -
6% Real GDP
4%
2%
0%

) :

-2%
4% - Contributions to GDP
. Gov't Consumption & Investment
-6% - # Net Exports
-89% - Gross Private Investment
-10% - m Personal Consumption Expenditures
L AN O L A O L AV O L A B T LA O T LAV O TR LT AVAR B T LRV B T L RV B TR 1

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Source: U.S. Bureau of Economic Analysis. Real GDP is inflation-adjusted. Percent change and contributions
to percent change in GDP reflect annualized quarter-over-quarter growth.

Many factors have contributed to slower growth, including demographic change, which has
slowed population growth and consumer activity as a higher share of the population moves into
retirement and spending patterns shift. Additionally, structural changes in the economy, including
technological change and shifts toward automation, have slowed growth in labor productivity and
wage growth, which too have slowed consumption and shifted business spending increasingly
toward cost-saving, capital-intensive investments.

Figure 4
U.S. Economic Growth in Recovery and Expansion
Index of Quarterly Growth since the Start of the Past Four Recoveries

Real GDP Growth Productivity Growth*
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Source: U.S. Bureau of Economic Analysis.
*Productivity growth is calculated as real GDP divided by the number of labor hours worked by all U.S. workers.
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While subdued by these factors, consumer spending continues to drive economic growth.
Spending on both goods and services continued at a healthy pace through the third quarter of the
year. Business spending and investment, as measured by gross private investment, also
bolstered growth, particularly in the third quarter of the year, as businesses invested more in
equipment and intellectual property products. Investment in nonresidential structures
(construction) waned in the third quarter, partially offsetting gains in the other components.
Residential investment (home improvements) has also weakened over the past two quarters.

Net exports contributed to growth in the second and third quarter with modest positive
contributions from both imports and exports. Coupled with stronger global economic activity, the
recent decline in the U.S. dollar relative to foreign currencies has boosted U.S. exports.
Government spending and investment also added modestly to economic growth, as growth in
federal defense spending more than offset slight declines in non-defense and state and local
government spending.

Hurricanes Harvey and Irma weakened national consumer and business activity in the third
guarter. However, these impacts were largely temporary, and future quarters will see stronger
growth as businesses resume operations and communities rebuild. The impacts of federal tax
policy changes may spur additional business activity, modestly contributing to economic activity.
Similarly, consumer spending may increase modestly to the extent that households receiving
federal tax savings spend more.

Outpacing nationale conomi ¢ activity, Coloradobds real GDP
guarters of 2017 (Figure 5). Economic growth for the state has been broad-based across
industries, with 18 of 20 sectors registering growth. While other industries showed faster growth,
real estate and retail sectors contributed most to economic activity. Agriculture and transportation
and warehousing both posed a modest drag.

Figure 5
Colorado Real Gross Domestic Product in the First Half of 2017
Percent Change, Year-over-Year

All Industry Total Hl 35%
Management of Companies & Enterprises 10.0%
Wholesale Trade 7.7%
Real Estate, Rental, & Leasing 6.6%
Mining 6.1%
Construction 5.5%
Retail Trade 5.5%
Educational Services 4.9%
Utilities 4.4%
Manufacturing 4.4%
Health Care & Social Assistance 4.4%
Accommodation & Food Services 3.7%
Arts, Entertainment, & Recreation 3.6%
Administrative & Waste Management Services 3.4%
Government 3.3%
Finance & Insurance 2.7%
Other Services 2.4%
Professional, Scientific, & Technical Services 1.4%
Information 1.3%
Transportation & Warehousing -1.4% [
Agriculture -7.7% [

Source: U.S. Bureau of Economic Analysis. Real GDP is inflation-adjusted.
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1 Real U.S. GDP is expected to increase 2.2 percent in 2017 and 2.4 percent in 2018.
Consumer spending will remain the most significant driver of growth, followed by business
investment.

Demographics

Net migration has slowed. Data from the U.S. Census Bureau American Community Survey
suggest a slowdown in the number of new residents moving to Colorado and a rising number of
those leaving the state. Resulting lower levels of net migration will dampen total population growth
and contribute to an even tighter labor market. Housing affordability is a primary driver of the
slowdown in net migration as suggested by data and anecdotal information. County population
estimates demonstrate that families with school-aged children have migrated from high housing
cost areas in the metro Denver region to more affordable areas elsewhere in the state. Consistent
with nationwide trends, international migration to Colorado has also slowed due to changes in
federal immigration policy and improved economic prospects abroad.

The aging population is slowing economic activity. Demographic change actively affects
economic performance across the U.S. and in Colorado, impacting the supply of labor, income,
consumption, and inflation. An increasing share of the baby boomer generation 8 those born
between 1946 and 1964 & s retiring, causing labor force participation to decline and slowing
income and consumption growth. Based on projections recently released by the State
Demography Office, Col oradobés prime working age popul ation
25 and 54, is projected to fall from a high of 47 percent of the population in 2001 to 41.1 percent
by 2020 (Figure 6, left). The share of those aged 65 and older is expected to rise from a historical
average of about 10 percent to nearly 15 percent by 2020.

Income and consumption rise and fall with age (Figure 6, right). In particular, the average
earning and consumption levels of those in the U.S. peak between ages 45 and 54 and decline
steadily thereafter. As the baby boomer generation reached their 40s and 50s, the U.S. enjoyed
a fAdemogr ap hmakedby strond econdmicigrowth in the 1990s and 2000s.

Figure 6
Selected Demographic Indicators

Selected Populations

Average U.S. Income and Spending by Age
as a Share of the Total Population g b g by A9

Thousands of Dollars

50% - () $100
___\ [ J
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20% - 4
° Ages 65+ L4 $40

10% Spending $20

0% T T T T T T $
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Source: Colorado State Demography Office. Source: U.S. Bureau of Labor Statistics, 2016
*Ages 25 to 54 as a share of the total population. Consumer Expenditure Survey.
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The current expansion has been less impressive than in previous business cycles in part
because of the demographic drag on U.S. and Colorado economies, which is expected to
continue well into the future. The oldest baby boomers reached age 65 in 2010. The youngest
will reach retirement age in 2029. The number of baby boomers leaving the labor force is
expected to peak in Colorado in the early 2020s.

Evolving consumption patterns. In addition to the rise and fall of income and spending,
consumption patterns tend to evolve over time with changes in technology and economic activity.
Anecdotal evidence and economic data suggest that members of the Millennial generation &
those born between 1980 and 19996 spend more on Oexperiences,
out , and |l ess on O6things, 6 such as apparel,
generations did at their age. Millennials are also exhibiting different patterns than prior
generations with respect to housing, which makes up the largest share of household expenses
(over 40 percent in the Denver-Boulder-Greeley combined statistical area). National data from
the Consumer Expenditure Survey suggest that relative to prior generations aged 25 to 34,
millennials are less likely to own a home, more likely to rent or live with their parents, and less
likely to move. These consumption trends have subdued national demand for housing
construction and sales in recent years. However, these trends are abating as a rising share of
Millennials are reaching their 30s.

T O
(@]

o w
~ c

1 With the slowdown in net migration to the state, Colorado population growth is projected
to slow from 1.7 percent in 2016 to 1.4 percent in 2017 and 2018.

Business Income and Activity

Rising business income and manufacturing activity evidence the expanding economy.
Following sagging performance in the wake of the December 2014 oil price plunge, U.S.
businesses now demonstrate renewed vigor that portends sustained growth through the forecast
period as stronger global economic activity supports rising commodity prices. A healthy private
sector will support improvements in economic output both through direct investment and through
spending by wage earners. Rising business income and activity will continue at a moderate pace
through the forecast period on further improvements in these trends.

Figure 7 shows selected measures of business activity. The rebound in business investment,
proprietorsd income, and corporate profits after
through the fall of 2017. Investment in equipment and intellectual property added 4.0 percent
the third quarter of 2017 compared with the same period in 2016. Business income also showed
strength: corporate profits after tax were up 9.7 percent through the third quarter of 2017, while
proprietorsd income increased 3.2 percent.

Both t he l nstitute for S manpfaciuringM inder cprdmigssnt 6 s (
non-manufacturing business activity index indicate expanding business activity.  The
manufacturing index has shown expanding activity (values above 50) for the past twelve months,
rising to 58.7 in October. The non-manufacturing index, which had consistently shown stronger
activity than the manufacturing index through most of the expansion, slowed to 62.2 in October.

The Federal Reserve Bank of Kansas City produces a manufacturing index similar to the ISM

index for businesses within its region, which includes Colorado in addition to six other states. The
Kansas City Fed index strengthened to 73.0 in October. Regional manufacturers were swamped
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with new orders in January and February and have still been working to fill those back orders.
Manufacturing output has increased and expectations for future activity remain positive.

Figure 7
Selected Indicators of U.S. Business Activity
Business Investment, Income and Profits Institute for Supply Management Indices
Trillions of Dollars iffusi
$2.2 - _ 70 - Diffusion Index
Equipment & Intellectual Business Activity Index
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$1.8 - /\/\—/ 60
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Source: U.S. Bureau of Economic Analysis. Data are Source: Institute for Supply Management.
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Source: Federal Reserve Board of Governors. Source: U.S. Census Bureau. Data are not

adjusted for inflation.

As measured by the Federal Reserve, industrial production (Figure 7, bottom left),
increased 1.8 percent through the first eleven months of 2017 after declining 1.2 percent in 2016.
Industrial production ticked down in August, primarily because of lost oil and gas output in Texas
as a result of Hurricane Harvey, but has since recovered. Manufacturing and industrial
production orders (Figure 7, bottom right) continue to increase as the expansion matures and
global markets improve. Total new manufacturing orders increased 5.8 percent in the first ten
months of 2017 compared with the same period in 2016. New orders for durable goods increased
5.1 percent, partially on the strength of increased orders for airplanes.
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Gains in the stock market remain robust and accelerated in the third and fourth quarters of
2017. Investor confidence has driven increases across all indices since the start of the year. The
Dow Jones Industrial Average reached 24,230 points in early December, up 4,390 points
(22.1 percent) from the end of 2016, while the broader S&P 500 index is up 17.1 percent over the
same period. As shown in Figure 8, stock market performance has grown fastest among tech
firms traded on the Nasdagq, particularly those in the tech sector.

Figure 8
Stock Market Growth Comparisons
350 5 ——Dow Jones Industrial Average
300 - —3S&P 500
Nasdaqg Composite

250 - Nasdaq 100
200 -
150 -
100 N \)L‘

50 -

0 . Index 100 = 12/21/2007

2008 2010 2012 2014 2016

Source: S&P Dow Jones Indices LLC and NASDAQ
OMX Group.

Labor Market

U.S. and Colorado labor markets continued to improve into the fourth quarter of 2017. U.S.
labor market strength quickly rebounded from weak September numbers attributable to
hurricane-related disruptions. Job opportunities continue to rise at a pace faster than growth in
the labor force, pushing both unemployment and underemployment rates lower across the nation
and in Colorado (Figure 9, top right). Colorado6 s unempl oyment rate r
in the country at 2.7 percent as of October, and the number of people looking for work remains
near historical lows. The pace of job gains, however, is slowing as the labor market tightens
further and employers struggle to find the talent and skilled labor they need to grow business
(Figure 9, top left). Labor market growth is expected to continue to slow throughout the forecast
period.

In Colorado, labor force participation rates stabilized at the end of 2015 and since the start
of 2017 have ticked up, offsetting long-term demographic trends and reflecting the lure of
attractive job opportunities in the state. Nationally, the upward trend has been much less
pronounced. Data revisions are expected for Colorado, however, which may result in lower
participation rates than those currently published. Over the longer term, the aging of the U.S. and
Colorado populations are expected to maintain a drag on labor force participation, ultimately
resulting in further declines in the participation rate for the nation. On averag
population remains younger than the nation as a whole, but it is aging faster.
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Figure 9
Selected U.S. and Colorado Labor Market Indicators

Nonfarm Employment* Unemployment (U3) &
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Source: U.S. Bureau of Labor Statistics. Data are seasonally adjusted and are through November for the U.S. and
October for Colorado.

*Nonfarm employment estimates include revisions expected by Legislative Council Staff from the Bureau of Labor
Statistics6annual re-benchmarking process.

**Underemployment rates for Colorado are shown as four-quarter averages, while data for the U.S. are monthly.

In the current expansion, U.S. employment growth peaked in March of 2015 at 2.1 percent.
The growth rate has since moderated, reaching 1.4 percent in November 2017. Through
November, U.S. employers have added 174,200 new jobs on average per month. The greatest
number of job gains have been in the professional and business services supersector, followed
by the education and health services supersector (Figure 10). Mining and logging employment
has improved considerably in recent months on increased oil production and investment spurred
by rising crude oil prices. However, total employment in the sector is still well below its peak
employment of almost 900,000 jobs in early 2014. Employment in the retail trade sector continues
todecline aslargedepartment st or es, s uc hPemmeay, clise thgirbrick amchmbrtad C
stores and shed their workforce to adjust to changing consumer buying habits in the industry.
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Figure 10
U.S. Job Gains and Losses by Industry
Year-over-Year Change, November 2017 over November 2016

Thousands of Jobs Percent Change
Professional & Business Services 512.0 1 2.7%
Education & Health Services 421.0 | 2.1%
Health Care & Social Assistance 349.1 ] 2.0%
Leisure & Hospitality ] 1.8%
Administrative & Support Services 1 3.1%
Accommodation & Food Services 1 2.0%
Professional & Technical Services ] 2.7%
Construction ] 2.7%
Manufacturing ] 1.5%
Financial Activities ] 1.8%
Other Services 1 1.4%
Trade, Transportation & Utilities | 0.5%
Transportation & Warehousing 75.8 ] 1.8%
Local Government 75.0 | 0.5%
Finance & Insurance 72.3 1 1.5%
Educational Services 72.0 1 2.3%
Mining & Logging B 620 | 9.6%
Wholesale Trade 59.7 ] 1.0%
Real Estate, Rental, & Leasing 55.6 1 2.7%
Government i 40 0.2%
Arts, Entertainment, & Recreation 26.5 1 0.7%
Management of Companies & Enterprises 25.1 1 1.4%
Utilities -3.4 -0.6% |
Federal Government -11.0 -0.1%
State Government -22.0 -0.5% |
Retail Trade -36.0 -0.1%
Information Services 59.0 N 2.3% [

Source: U.S. Bureau of Labor Statistics. Data are seasonally adjusted. Blue shading indicates a supersector, while
grey shading indicates a subsector.

Colorado job growth rose an estimated 1.9 percent in October over year-ago levels. While
stronger than national esti mat es, the state
relative to peak expansionary growth of 3.8 percent at the start of 2015. Colorado employment
estimates shown here include upward revisions expected by Legislative Council Staff from the
Bureau of Labor Statisticsbannual re-benchmarking process and therefore differ from current
estimates published by the Bureau of Labor Statistics. Accounting for these expected revisions,
the state averaged 3,900 new jobs per month in the first ten months of 2017. Like the nation as
a whole, the professional and business services supersector has contributed most to job gains in
the current year (Figure 11). Additionally, strong residential and nonresidential construction
activity continues to support growth in construction jobs, though scarce labor has slowed the
number of jobs added. Job growth in the energy industry remains subdued in Colorado relative
to national trends.
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Figure 11
Colorado Job Gains and Losses by Industry
Year-over-Year Change, October 2017 over October 2016

Thousands of Jobs Percent Change
Professional & Business Services 16.6 ] 4%
Construction 1 7.0%
Administrative & Support Services 1 61%
State Government 7.0%
Education & Health Services ] 2.5%
Health Care & Social Assistance 1 2.6%
Professional, Scientific & Technical Services ] 2.3%
Information 5.6%
Arts, Entertainment & Recreation 7.6%
Government ] 0.8%
Leisure & Hospitality 1 1.0%
Management of Companies & Enterprises 5.0%
Financial Activities ] 1.1%
Real Estate 1 1.8%
Finance & Insurance 1 0.7%
Educational Services . ] 1.7%
Manufacturing | 0.4 | 0.3%
Other Services | 04 | 0.3%
Mining & Logging 0.3 ] 1.3%
Transportation & Utilities 0.3 | 0.3%
Trade, Transportation & Utilities 0.0 0.0%
Wholesale Trade 0.0 0.0%
Retail Trade -0.2 -0.1%
Federal Government -0.5 -0.9% ||
Accomodation & Food Services -0.8 -0.3% |
Local Government  -4.0 -1.6% [

Source: U.S. Bureau of Labor Statistics. Data are seasonally adjusted. Blue shading indicates a supersector, while
grey shading indicates a subsector. Nonfarm employment estimates include revisions expected by Legislative Council
Staff from the Bur eau obenchnamtkiogrproceésat i sti cds annual re

1 Colorado will continue to add jobs through the forecast period, although at a slower pace
than in recent years as labor market shortages constrain growth. Nonfarm employment
in the state will increase 2.2 percent in 2017 and 1.7per cent in 2018. TF
unemployment rate will average 2.7 percent in 2017 and 2.6 percent in 2018.

1 As the nation maintains full employment, U.S. nonfarm employment will increase

1.5 percentin 2017 and 1.2 percentin 2018. The national unemployment rate will average
4.4 percent in 2017 and 4.1 percent in 2018.
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Monetary Policy and Inflation

At the December Federal Open Market Committee meeting, the Committee voted to raise the
target range for the federal funds rate a quarter point to between 1.25 percent and 1.5 percent,
continuing the move toward monetary tightening. In addition to raising target rates, the Federal
Reserve has begun to slowly and steadily reduce its balance sheet, which is expected to put
gradual upward pressure on longer-term interest rates. The normalization of unprecedented
monetary policy comes at a time when inflation remains unusually low given the low U.S.
unemployment rate.

U.S. consumer prices, as measured by the consumer price index for all urban areas (CPI-U),
increased 2.2 percent through November relative to the same month a year prior (Figure 12).
Core consumer prices, which exclude the volatile components of food and energy, increased at
a more modest rate of 1.7 percent. Energy price inflation is attributable in part to the ongoing
recovery of oil prices from their late-2014 plunge and more recently to the effects of Hurricane
Harvey, which devastated refining capacity along the Gulf Coast. Aside from apparel, all major
price components rose year-over-year in October, with the housing component contributing most
to headline inflation.

Figure 12
Consumer Price Index Inflation for All Urban Areas in the U.S.
Percent Change in Prices, Year-over-Year

7% -

6% Selected Components, November 2017
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Source: U.S. Bureau of Labor Statistics. Inflation is calculated as the percent change in prices.
*Headline inflation includes all products and services. **Core inflation excludes food and energy prices.

Consumer prices in Colorado will continue to rise at a rate faster than the U.S. as a whole, due
in large part to rapid growth in housing costs across most of the state. In the first half of 2017,
the headline Denver-Boulder-Greeley consumer price index rose 3.1 percent over year-ago
levels, while core prices rose 2.7 percent (Figure 13). Due to methodological changes, beginning
in February 2018 a new inflation series will replace the Denver-Boulder-Greeley series. The new
series, which will be produced on a bi-monthly basis, includes the Denver-Aurora-Lakewood
core-based statistical area, a geographically more concentrated area than the existing index.
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Figure 13
Denver-Boulder-Greeley Consumer Price Index (CPI-U) Inflation
Percent Change in Prices, Year-over-Year
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Source: U.S. Bureau of Labor Statistics. Inflation is calculated as the percent change in prices.
*Headline inflation includes all products and services. **Core inflation excludes food and energy prices.

1 Consumer prices for the Denver-Boulder-Greeley area are expected to increase
3.1 percent in 2017 and 2.6 percent in 2018. By comparison, the national measure for all
urban areas is expected to rise 2.0 percent in 2017 and 2018.

Households and Consumers

Consumer spending continues to be the primary driver of economic activity for the nation. In
a low inflation environment, discretionary household incomes can reach further. Yet, wages are
rising slowly and disproportionately across regions of the nation and state as well as across skilled
and unskilled labor. The personal savings rate continues to fall and households are increasingly
turning to debt to support consumption. Consumer spending is expected to continue to bolster
economic activity throughout the forecast period. However, the pace of consumer contributions
will be constrained by the demographic drag on rising real wage growth and high housing costs.

Personal income. U.S. personal income, an aggregate indicator of income from households
and non-corporate businesses, continues to grow at a rate roughly consistent with inflation and
population growth. In the third quarter of the year, U.S. personal income rose 2.9 percent over
year-ago levels. Colorado data, which are only available through the second quarter of 2017,
rose 3.9 percent over the same period last year. This is a rate slightly below projected population
plus inflation growth. Colorado has outpaced the nation in personal income growth since 2012,
largely due to stronger growth in wages and salaries, which have been bolstered by stronger state
population growth than the nation as a whole. The relative contributions of the major components
of personal income are shown in Figure 14.
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Figure 14
Personal Income and Its Components
Contributions to Percent Change, Year-over-Year
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Consumer spending. Consumer spending remains the most reliable contributor to growth
in the national economy. Inflation-adjusted U.S. personal consumption expenditures increased
2.7 percent in the first three quarters of 2017 relative to the same period in 2016, representing
growth at essentially the same rate as that experienced last year. The composition of consumer
spending continues to shift over time, with durable goods (goods that may be kept for a longer
period of time, such as vehicles and appliances) consumption outpacing that of nondurable goods
(such as perishable food items), and consumption of services outpacing that of goods.
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Confident consumers continue to make larger investments in durable goods.
consumption expenditures in the durable goods category increased 4.1 percent through the third
compared
3.2 percent growth rate.

quarter

wi t h

the first t hree

temporarily boost consumption during the final quarter of 2017.

Figure 15
Selected Indicators of Consumer Spending

U.S. Vehicle Sales
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and are shown as seasonally adjusted annual rates.

U.S. retail sales increased 4.5 percent through November, representing acceleration from
y @parcedtgrov@h rate (Figure 15, right). The strongest performance was among
nonstore retailers, including online sellers without a physical retail presence, and gasoline
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The September forecast expected U.S. consumer spending to be
adversely affected by Hurricane Harvey in Texas and Louisiana and Hurricane Irma in Florida
during the final four months of 2017. However, initial indicators, particularly for vehicle sales,
suggest that consumers responded to the hurricanes more quickly than anticipated, purchasing

new items to replace damaged or destroyed ones (Figure 15, left). These distortions may
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stations, which have seen strong gains consistent with a rebound from lastye ar 6 s |

(Figure 16).

electronics, and sporting goods and hobby stores.

December 2017
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Motor vehicle and parts retailers, the largest subsector of retail establishments,
reported healthy 4.9 percent growth in sales even as the volume of vehicle purchases slumped
to begin the year. Retailers, against whom online sellers are best equipped to compete, continue
to report the worst sales performance. These include general merchandisers, clothing stores,
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Figure 16
Change in U.S. Retail Sales
Year-over-Year Change, January through November 2017

Total U.S. Retail Sales - 4.5% Share of Sales
Nonstore Retailers 10.2% 10.9%
Gasoline Stations 9.5% 8.2%
Building, Garden & Supplies Dealers 8.2% 6.7%
Motor Vehicle & Parts Dealers 4.9% 20.8%
Furniture & Home Furnishings Stores 4.9% 2.0%
Miscellaneous Store Retailers 3.4% 2.2%
Food Services & Drinking Places 3.1% 11.6%
Food & Beverage Stores 2.7% 12.3%
General Merchandise Stores 2.3% 11.8%
Clothing & Clothing Accessory Stores 1.3% 4.5%
Health & Personal Care Stores 0.9% 5.7%
Electronics & Appliance Stores -0.2% 1.7%
Sporting Goods & Hobby -3.3% 1.5%

Source: U.S. Census Bureau, Advanced Monthly Retail Trade Report.

Household savings are falling and consumer debt is rising. As wage growth has failed
to keep pace with consumer spending, personal savings rates continue to fall on average across
U.S. households. As of September 2017, the saving rate reached 3.2 percent, a rate nearing the
lows experienced prior to the Great Recession (Figure 17, top). Consumer debt service ratios
continue to rise, creeping closer to historical averages, while mortgage debt service ratios have
stabilized at historical lows (Figure 17, middle). In the latter case, low interest rates, refinancing,
and a constrained number of nhew homeowners have pushed down the cost of borrowing to
purchase a home, despite strong price appreciation in many areas of the country.

While the composition of household debt is driven primarily by mortgages, the fastest growth
has been among auto loans and credit cards (Figure 17, bottom). In the first three quarters of the
year, auto loan balances rose 7.9 percent over the same period last year, while credit card
balances rose 7.7 percent. Student loan balances rose 6.5 percent, compared to total debt, which
rose 4.4 percent on slow growth in mortgage loan balances and a decline in home equity loan
balances.

1 Consistent with a mature expansion, U.S. personal income will increase 3.2 percent in
2017 and 4.2 percent in 2018. Wages and salaries will increase 3.5 percent and
5.0 percent in the two years, respectively.

91 Bolstered by a tight labor market, Colorado personal income will increase 4.5 percent in
2017 and 4.9 percent in 2018. Wage and salary income in particular will increase
5.3 percent in 2017 and 5.7 percent in 2018.

1 Improved household incomes and healthy consumer confidence will drive additional
increases in Colorado retail trade, which is expected to increase 5.0 percent in 2017 and
4.9 percent in 2018.
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Figure 17
Selected Indicators of U.S. Household Savings and Debt
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*The personal savings rate is calculated as the ratio of personal saving as a percentage of disposable personal
income. Data are shown as seasonally adjusted annual rates.
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quarter of data (2017Q2). Data are seasonally adjusted.
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Residential Real Estate

U.S. housing market indicators remain solid, with rising prices and new construction boosting
construction and real estate industry employment. New multi-family construction activity has
slowed and rental vacancy rates have stabilized and begun to trend upward nationally, signaling
moderation in demand in some areas of the market. Red-hot demand for the Colorado housing
market has cooled, though only slightly and unevenly across the state. Rapid home price
appreciation across the metro Denver and northern Front Range regions of the state has proven
unsustainable at the double-digit pace experienced over the past three years, pushing many
residents to more affordable developments further and further away from central business districts
or out of the state altogether.

National housing permits increased 2.4 percent through October compared with the same
period last year, representing ongoing deceleration from 6.1 percent growth during 2016. Single
family construction continued to rise throughout the year, while multi-family construction has
slowed considerably in recent months (Figure 18, left). Homeownership rates continue to rise,
supporting demand for new homes. After falling since 2004, the percentage of Americans owning
their homes bottomed out at 63.9 percent in early 2016 and has since begun to increase again
for the first time in over a decade.

Figure 18
Building Permits Issued for New Residential Construction
United States Colorado
Thousands of Units Thousands of Units
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Source: U.S. Census Bureau. Seasonally adjusted three-month moving averages through October 2017.

Permitted residential construction in Colorado continues to outpace national housing starts to
a significant extent. Total permits grew 15.0 percent through October relative to the same period
last year. Single family construction has grown steadily in the state, well outpacing national trends
(Figure 18, right). Multi-family construction continues to have a much more significant market
presence than during earlier expansions, reflecting development in urban areas (particularly the
metro Denver region) of the state with limited developable land.

Rising incomes and consumer confidence, and record low mortgage interest rates have
enabled a buyer-friendly market nationally, spurring housing demand and quickening home price
appreciation in many of the nat i-8hildr20-cityaampgositet housi
home price index increased 6.2 percent in September over year-ago levels, representing
acceleration from the measured 2016 rate (Figure 19, left). Though home prices in markets like
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New York, Los Angeles, and Chicago remain below pre-recession peak levels, a sustained
economic expansion is expected to drive continued appreciation even as buyers are faced with
rising interest rates.

As shown in Figure 20, U.S. rental vacancy rates stabilized near 7 percent in 2016 and since
have begun to rise again, consistent with the shift in demand for single family housing and rising
homeownership rates.

Figure 19 Figure 20
Case-Shiller Home Price Indices Rental Vacancy Rate
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Source: S&P Dow Jones Indices LLC. Source: U.S. Census Bureau.

Seasonally adjusted. Data through September 2017. Data through the third quarter of 2017.

In Colorado, increases in Front Range home prices have begun to slow and are expected to
moderate further over the forecast period. As measured by the Case-Shiller home price index,
Denver home prices were up 7.2 percent in September over year-ago levels, down from average
annual growth in of 9.2 percent in 2016 and 10.4 percent in 2015. Home price appreciation is
expected to slow further as new supply comes online, interest rates rise, and an increasing
number of buyers turn away from neighborhoods they find less affordable than other options
within and outside of the state.

1 With demand for housing still very high, the number of permitted residential construction
projects in Colorado is expected to increase 13.9 percent in 2017 and 3.5 percent in 2018.

Nonresidential Construction

Nationwide, nonresidential construction spending decreased 0.1 percent through October
compared with year-ago levels. Spending lost some momentum from a decrease in outlays for
public projects (Figure 21). In addition, several national and local nonresidential construction
market surveys continue to report that recruiting and retaining qualified staff is a growing issue,
perhaps even preventing some developers from beginning projects. These trends are reflected
in the slowdown in new private construction activity over the past several months.

The value of permits filed in Colorado for nonresidential construction decreased 0.3 percent
year-to-date through September compared with the first three quarters of 2016. Demand for
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warehouses and office space continue to drive

nonresidential activity across the metro Denver US. N I_:Ollgu[_e |2(1: tructi
region. In Denver, the office market continues = onresgpeennéei\ngons ruction
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planned outside the central business district.
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Energy Markets

Most of the natural gas and oil infrastructure along the Gulf Coast has recovered from the
hurricanes that hit in August. Prices increased following the hurricanes and have remain slightly
above where they were this summer. The oil industry began to adjust to the new price level and
has increased investment in new oil wells. After increasing in the second half of 2016, coal
production fell in the first half of 2017 as the long-run shift in electricity production from coal to
natural gas and renewable sources continues.

Hurricane Harvey flooded much of the Figure 22
Texas Gulf Coast, home to about half of the U.S. Regular Gasoline Price
nationos r e f iamdedisyibuticna Dollars per Gallon

infrastructure. The storm caused a temporary $4.50 -
shutdown of this equipment as working $4.00 -
conditions were unsafe until the flood waters $3.50
receded. The storm caused gas prices to

jump from $2.40 per gallon to $2.68 after the ~ $3:00 7 $2.50
storm made landfall (Figure 22). Prices $2.50 -
averaged $2.50 in the third week of $2.00 -
November, a decline compared with the first $1.50 -
week of September but higher than average '

prices ($2.35) in 2017 before the hurricanes ~ $1.00 ' ' ' ' '
hit. 2007 2009 2011 2013 2015 2017

Source: U.S. Energy Information Administration. Weekly
The top two panels of Figure 23 show oil average prices. Data are not seasonally adjusted.

and natural gas prices. After bottoming out at

$29.20 per barrel in January 2016, the price of oil averaged $49.08 per barrel in the first eleven
months of 2017 and was $57.05 during the third week of November. Oil prices are expected to
increase modestly through the forecast period to $53 per barrel in 2020 as new technologies allow
oil producers to quickly increase production in response to price conditions. Natural gas prices
are expected to follow a similar pattern. Prices will increase from a low of $2.54 per thousand
cubic feet (Mcf) in 2016 to approximately $3.51 in 2020. Prices for natural gas averaged $3.12 per
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Mcf during the third week of November 2017, a slight uptick in anticipation of the winter heating
season.

Figure 23
Selected Indicators of Oil and Gas Industry Activity
Crude Oil Price, West Texas Intermediate Henry Hub Natural Gas Spot Price
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Source: U.S. Energy Information Administration. Weekly average prices. Data are not seasonally adjusted.
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Oil production bottomed out in September 2016 at 265.0 million barrels and has increased
slightly year-to-date in 2017 reaching 281.5 million barrels in August 2017 (Figure 23, middle left).
Oil and gas producers responded to the stabilization of oil prices by increasing production and
developing new oil and gas wells for future exploration. Crude oil stocks began a sharp decline
in March, which has continued through the second week of November 2017 (Figure 23, middle
right). The decline in crude oil stocks is due to moderating production from oil producers in
response to lower crude oil prices.

New drilling activity, as measured by active drilling rigs (Figure 23, left), began to increase in
the second half of 2016 and increased through the first eight months of 2017 before plateauing.
The average number of active oil rigs in the third week of November was 748, a 56.7 percent
increase from the same period last year.

In Colorado, energy industry investment has also picked up modestly and is expected to rise
further with the recent increase in oil prices. Colorado oil and gas investment will remain
concentrated in the Denver-Julesburg Basin, located primarily in Weld County, due to lower
production costs relative to other basins in the region.

According to the Energy Information Administration, coal production averaged 192.0 million
short tons per quarter in the first half of this year, a slight decline from the second half of 2016.
The decline in coal production is the result of weaker demand for steam coal used in electricity
generation. According to the Colorado Department of Natural Resources, coal production in
Colorado increased 30.4 percent in the first nine months of 2017 compared with the same period
in 2016 due to increases at the two largest coal mines in the state. The Foidel Creek Mine
increased production by 51.3 percent in the first nine months of the year, after its owner, Peabody
Energy, emerged from bankruptcy in April 2017. The owner of the West Elk Mine, Arch Coal,
emerged from bankruptcy in October 2016, and production at the mine increased 48.9 percent in
the first nine months of 2017.

Global Economy

Global economic activity continues to improve from the 2016 slowdown. Rising global
demand has put modest upward pressure on commodity prices. Additionally, the cheaper U.S.
dollar is boosting demand for both U.S. goods and services. Global economic activity is expected
to strengthen further in 2018 and 2019, supporting U.S. economic activity. However, elevated
political risk continues to pose a threat to the global economic outlook.

Since December of last year, the value of the U.S. dollar has trended downward relative to
the currencies of most major foreign trade partners (Figure 24, left). The slide in the dollar means
that U.S. goods and services are becoming more affordable to foreign buyers, contributing to
higher demand for exports and support for domestic manufacturing industries.

The value of exports continues to improve on stronger demand with the recovery in global
economic activity (Figure 24, right). U.S. exports rose 6.2 percent through September 2017 over
the same period last year, according to data published by WiserTrade. Improvements were
broad-based across a majority of trade partners and commaodity types. Exports to the largest U.S.
trade partners 8 Canada, Mexico, China (including Hong Kong), and South Korea & led gains
year-to-date. More than half of the gains to date are attributable to growth in the value of exports
of mineral fuel and related products, reflecting higher crude oil prices than the past two years and
rising global economic demand.
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Colorado exports rose 5.3 through September. Exports to Mexico accounted for a majority of
the increase on strong gains in the value of exports of meat and edible meat offal, glass and
glassware, and aluminum products. Exports increased across most other commodity types and
declined across a majority of other trade partners.

Figure 24
Selected Global Economic Indicators
Trade Weighted U.S. Dollar Total U.S. Monthly Exports
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The October update of the I nternational Monet ar
forecast for global economic activity steady. World output is expected to grow at a pace of
3.5 percent in 2017 and 3.6 percent in 2018, consistent with the April outlook. Among advanced
economies, higher expectations for several countries in the Eurozone and Japan were more than
offset by downward revisions for U.S. and the United Kingdom (UK) economies. The outlook for
Saudi Arabia was downgraded on lower oil price expectations, and Latin America and the
Caribbean were also downgraded on continued political risk in Brazil and Argentina. Other
emerging and developing economies are projected to see the same or stronger growth than
expected in April on stronger economic activity than expected to date in 2017.

While global growth continued to rebound from the 2016 slowdown, output remains below
pre-global financial crisis averages. Aging populations and slower investment and productivity
growth continue to pose headwinds to advanced economies and dampen global demand. Risks
to the recovery remain skewed toward the downside. Geopolitical risk has eased in some areas,
namely the Eurozone, but remains elevated in others. Additionally, ongoing trade negotiations
could either improve or diminish foreign export activity for the U.S.

Agriculture
Although U.S. agricultural producers continue to struggle, conditions in the sector have begun

to show signs of stabilization. For the last several years elevated U.S. crop yields have flooded
the market, pushing down prices (Figure 25). A strong dollar compounded the challenges faced
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by U.S. farmers as international consumers turned
to cheaper food supplies from other countries.
However, a stabilizing global economy has begun
to abate the downturn in the agriculture sector.
The U.S. Department of Agriculture reports that
major field crop prices began to rise for the first
time in years during the summer of 2017.
Respectively, prices for wheat, corn, and alfalfa
hay were 24.8 percent, 1.8 percent, and 13.8
percent higher in September 2017 than a year
earlier.

Declining income, low commaodity prices, and
low profit margins have hurt farm cash flow. As
shown in the upper right panel of Figure 26, farm
income in the Federal
which includes Colorado, Kansas, Nebraska,

Figure 25

Prices Received for Colorado Crops
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Data are through September 2017.

Oklahoma, Wyoming, eastern Missouri and northern New Mexico, continued to fall in 2017 but at

a slower rate than in 2015 and 2016.

Figure 26
Selected Indicators of Tenth District Agricultural Credit Conditions
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The Federal Reserve Bank of Kansas Cityd Quarterly Survey of Agricultural Credit Conditions
reported that slightly less than half of Tenth District bankers expected farm incomes to continue
to fall in the third and fourth quarters of 2017, down from 57 percent in the second quarter and
70 percent in the first quarter. Low cash flow among farmers has resulted in lower levels of
household and capital spending (Figure 26, lower right), which has in turn prompted many farmers
to take on short-term loans. Concerns over debt solvency have been rising, and banks have
tightened credit to the farming sector.

Summary

The U.S. and Colorado economies are poised to continue to expand throughout the forecast
period. Moderate consumer spending, strong business optimism, and an expanding global
economy will support economic growth in the U.S. and Colorado. As the national and state labor
markets tighten further, wage pressures are expected to rise but will be partially offset by
demographics. Consumer activity, similarly, will continue to be subdued by shifting consumption
patterns across a growing share of retirees. Additionally, rising interest rates and rising household
debt services payments will moderate spending. Business optimism remains high on stable and
rising commaodity prices, stronger global economic activity, and the possibility of income tax cuts
for businesses, which could boost profits.

In Colorado, rapid home price appreciation over the past several years is changing the
economic landscape of the state. In-migration has slowed as families have sought residency in
more affordable areas of the U.S. With one of the tightest labor markets in the country, wage
pressures will rise in Colorado at a pace faster than the nation as a whole, though consumer
spending may be more constrained by the high cost of living.

Risks to the Forecast

Several factors could alter the trajectory of the state and national economies in a way that
improves or worsens the outlook presented here. These risks remain skewed to the downside.

Downside. The economy is at or near capacity in most markets, as labor markets continue to
tighten further. Structural changes, including an aging population and automation, make it difficult
to discern both where the economyds productive ca
relative to it. If the economy is operating further beyond capacity than assumed in this forecast,
a recession is more likely within the forecast period.

The Federal Reserve continued to signal monetary policy tightening and the normalization of
unprecedented monetary policy. Tighter monetary policy is generally pursued as a means of
controlling inflation, yet infl ati e Demendogonr ent | vy
the pace of monetary tightening, spending and investment could be suppressed more than
expected.

Finally, global political events could produce downside economic shocks. Tensions between
the U.S. and North Korea could upset trade relationships in East Asia, while the renegotiation of
NAFTA could destabilize exchangegparinéerdyCanaddeeancc ount r y
Mexico. Additionally, significant fiscal policy changes made by Congress could impact the course
of government spending.
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Upside. This forecast assumes that employment growth and other economic inputs will be
constrained with the economy at or near capacity. The economy could perform better than
expected if capacity is greater than estimatedd for example, if the labor force participation rate
were to increase further. Faced with a tight labor market, employers could act to raise wages
more than expected, providing a boost to consumer spending. Additionally, the same fiscal policy
guestions that pose a potential downside risk also pose a potential upside risk. If the proposed
tax cuts and Jobs Act is signed into law, business investment and consumer spending could
increase more than expected in this forecast.
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Table 18
National Economic Indicators

Legislative Council Staff Forecast
Calendar Years 2012 2013 2014 2015 2016 2017 2018 2019
Real GDP (Billions)* $15,355 $15,612 $16,013 $16,472 $16,716 $17,084 $17,494 $17,861
Percent Change 2.2% 1.7% 2.6% 2.9% 1.5% 2.2% 2.4% 2.1%
Nonfarm Employment (Millions)? 134.2 136.4 138.9 141.8 144.3 146.5 148.2 149.6
Percent Change 1.7% 1.6% 1.9% 2.1% 1.8% 1.5% 1.2% 0.9%
Unemployment Rate 8.1% 7.4% 6.2% 5.3% 4.9% 4.4% 4.1% 4.3%
Personal Income (Billions)! $13,915.1 $14,073.7 $14,818.2 $15,553.0 $15,928.7 $16,438 $17,129 $17,814
Percent Change 5.0% 1.1% 5.3% 5.0% 2.4% 3.2% 4.2% 4.0%
Wage and Salary Income (Billions)* $6,930.3 $7,116.7 $7,476.8 $7,858.9 $8,085.2 $8,368 $8,787 $9,164
Percent Change 4.5% 2.7% 5.1% 5.1% 2.9% 3.5% 5.0% 4.3%
Inflation? 2.1% 1.5% 1.6% 0.1% 1.3% 2.0% 2.0% 2.1%
Sources

1U.S. Bureau of Economic Analysis. Real gross domestic product (GDP) is inflation-adjusted. Personal income and wages and salaries not adjusted for inflation.
2 U.S. Bureau of Labor Statistics. Inflation shown as the year-over-year change in the consumer price index for all urban areas (CPI-U).
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Table 19
Colorado Economic Indicators

Legislative Council Staff Forecast
Calendar Years 2012 2013 2014 2015 2016 2017 2018 2019
Population (Thousands, as of July 1)* 5,189.9 5,267.6 5,349.6 5,448.8 5,540.5 5,618.1 5,696.8 5,776.5
Percent Change 1.4% 1.5% 1.6% 1.9% 1.7% 1.4% 1.4% 1.4%
Nonfarm Employment (Thousands)? 2,313.1 2,382.0 2,464.8 2,541.8 2,600.6 2,657.8 2,703.0 2,743.5
Percent Change 2.4% 3.0% 3.5% 3.1% 2.3% 2.2% 1.7% 1.5%
Unemployment Rate? 7.8 6.7 4.9 3.8 3.3 2.7 2.6 2.7
Personal Income (Millions)3 $234,006 $246,648 $267,225 $282,665 $288,103 | $301,068 $315,820 $331,927
Percent Change 6.4% 5.4% 8.3% 5.8% 1.9% 4.5% 4.9% 5.1%
Wage and Salary Income (Millions)3 $125,014 $129,597 $138,678 $146,635 $151,322 | $159,342 $168,425 $177,352
Percent Change 5.4% 3.7% 7.0% 5.7% 3.2% 5.3% 5.7% 5.3%
Retail Trade Sales* (Millions)* $80,073 $83,569 $90,653 $94,920 $98,812 | $103,753 $108,837 $113,517
Percent Change 6.0% 4.4% 8.5% 4.7% 4.1% 5.0% 4.9% 4.3%
Housing Permits (Thousands)* 23.3 27.5 28.7 31.9 39.0 44.4 45.9 47.3
Percent Change 72.6% 18.1% 4.3% 11.1% 22.3% 13.9% 3.5% 2.9%
Nonresidential Building (Millions)® $3,695 $3,624 $4,351 $4,972 $5,900 $5,351 $5,314 $5,478
Percent Change -5.8% -1.9% 20.1% 14.3% 18.7% -9.3% -0.7% 3.1%
Denver-Boulder-Greeley Inflation® 1.9% 2.8% 2.8% 1.2% 2.8% 3.1% 2.6% 2.5%
Sources

1U.S. Census Bureau. Residential housing permits are the number of new single and multi-family housing units permitted for building.

2U.S. Bureau of Labor Statistics. Nonfarm employment estimates include revisions to 2016 data expected by Legislative Council Staff from the Bureau of
Labor St at i anhual aedbenchmarking process. Inflation shown as the year-over-year change in the consumer price index for Denver-Boulder-Greeley
metro areas.

3U.S. Bureau of Economic Analysis. Personal income and wages and salaries not adjusted for inflation.

4Colorado Department of Revenue.

SF.W. Dodge.

6U.S. Bureau of Labor Statistics. Beginning in February, the Denver-Boulder-Greeley consumer price index will be replaced with the Denver-Aurora-Lakewood
consumer price index.
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ScHooL FINANCE OUTLOOK

This section presents information on the outlook for school finance from a state budgetary
perspective, both in the current (FY 2017-18) and subsequent (FY 2018-19) fiscal years. This
outlook incorporates information from the K-12 enrollment and assessed value projections,
located on page 75 and page 67, respectively, of the forecast document. Enroliment changes are
a major determinant of overall required formula funding (total program), since funding is allocated

on a per pupil basis. Similarly, assessed v al ues on real property deter
property tax base, which, along with a school di s
di strictdés available property tax revenue. Thi s

revenue from vehicle registrations, constitutes the local share of school district funding. Subject
to available budgetary resources, the difference between total program funding requirements and
the local share is the amount the state must cover through state equalization payments, or state
aid.

Rel ative to | ast yREY&R018-58 regupregmertd forrstata didihasmecredasdde
by $110 million. This is because:

1 total program requirements have decreased by $13 million; and
1 revenue available for the local share increased by $97 million.

For FY 2018-19, the state aid requirement is expected to increase by $243 million on a
year-over-year basis because:

9 total program requirements will increase by $278 million; and
1 revenue available for the local share will increase by $35 million.

The available contribution for school finance from that fund for FY 2018-19 will increase by
$354 million and the General Fund requirement will fall by $128 million on a year-over-year basis
under the following assumptions:

1 a$100 million ending balance for the State Education Fund in FY 2018-19;

1 the budget stabilization factor is maintained at its current level, and

1 the $110 million from the FY 2017-18 state aid reduction is deposited in the State
Education Fund.

If the federal Tax Cuts and Jobs Act becomes law, and making the same assumptions, money
available for school finance from State Education Fund for FY 2018-19 will increase by
$371 million and the General Fund requirement will fall by $145 million. These numbers are
preliminary, and are subject to change as information is updated throughout the budget process.

Funding Status for the Current Fiscal Year (FY 2017-18)

Lower than expected enrollment and increased expectations for property tax revenue
collections are expected to provide $110 million in increased budgetary flexibility for the current
fiscal year relative to | asndedpuiacountsandfpndedatpiski at i on.
pupil counts are lower than were expected last year. Specifically, the funded pupil count dropped
by nearly 1,000 students, while funded at-risk totals dropped by over 7,000 students. This
decreases the overall total programc ost by about $13 million relati v
At the same time, the preliminary estimate for the local share is $97 million, or 4.0 percent, higher
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than expected during the 2017 legislative session.

This includes an increase of just over

$91 million in property taxes and about $5 million in specific ownership taxes. As shown in
Figure27 b el ow,
finance is $110 million lower than the appropriation for state aid made in the 2017 legislative
session. The General Assembly could choose to reduce either the General Fund or the State
Education Fund appropriation by $110 million, use the savings to reduce the budget stabilization
factor by $110 million, or anything in between.
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Figure 27

Change in Expectations for School Finance Funding, FY 2017-18
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Funding Outlook for Current Budget Year (FY 2018-19)

Total program funding requirements are expected to increase by $278 million between
FY 2017-18 and FY 2018-19. The estimated funded pupil count is expected to increase by about
5,500 pupils on a year-over-year basis. In addition, inflation expectations for 2017 have increased

since the September forecast from 2.9 percent to 3.1 percent.

As shown in Figure 28, the

combination of these two factors increases the overall required cost of total program by about
$278 million on a year-over-year basis. This total includes an increase of $243 million in required
state aid, and an increase of $35 million in the local share, as assessed values are projected to
grow by 1.2 percent in FY 2018-19 on a year-over-year basis.
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Figure 28
Change in Expectations for School Finance Funding, FY 2017-18 to FY 2018-19
Millions of Dollars
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Assuming maintenance of a $100 million ending balance, the budget stabilization factor is
held constant, and the $110 million from the FY 2017-18 appropriation reduction is deposited in
the State Education Fund, the available contribution from that fund for FY 2018-19 is projected to
increase by $354 million on a year-over-year basis. This implies that the corresponding General
Fund requirement for school finance will decrease by $128 million relative to FY 2017-18.

If the Tax Cuts and Jobs Act becomes law, the available contribution from the State Education
Fund for FY 2018-19 is projected to increase by about $371 million, and the corresponding
General Fund requirement for school finance will decrease by about $145 million relative to
FY 2017-18.

Summary of Updated Information Incorporated into the School Finance Model

Each fall, school districts collect enrollment information from all 178 school districts and the
Charter School Institute (CSI). Districts report preliminary totals to the Colorado Department of
Education (CDE), which in turn provides this information to Legislative Council Staff to assist in
the development of its K-12 enrollment projections. Preliminary pupil counts are also incorporated
into the Legislative Council Staff school finance model. All district-level pupil counts are provided
on a full-time equivalent (FTE) basis. Enrollment components include the overall pupil count for
grades 1-12 as well as total kindergarten, online, ASCENT, and CSI students. This information
is used to determine a school districtds fu
number of funded at-risk students and the K-12 membership, which is used to determine a school
di strict 6s -riskipupitsj whigh fdr many districts can be a significant component of
district total program. When preliminary counts are finalized in January, the school finance model
will be updated accordingly.
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In addition, CDE also obtains district-level information on assessed values and specific
ownership tax revenue. This information is combined with certified mill levies for each district, to
obtain estimates for the amount of funding school districts will receive from local revenue sources.
Updated enrollment and local share estimates thus combine to provide the best estimate for the
statebs obligation f or s thiht arremt@ndaubsequentfiscalyearp.ay me nt ¢
Final true-up for the FY 2017-18 appropriation for state aid will occur through passage of a
mid-year supplemental bill for CDE. The appropriation for state aid in FY 2018-19 will be made
through passage of the 2018 Long Bill and the 2018 School Finance Act.
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ASSESSED VALUE PROJECTIONS

This section provides projections of assessed values for residential and nonresidential
property in Colorado and the residential assessment rate through 2020. Assessed values are an
important factor in determining property taxes, which are the largest source of local government
tax revenue in Colorado. Counties, cities, and special districts all receive property tax revenue.
Local property tax revenue is also the first source of funding for local public school districts.
Assessed property values within a school district are thus an important determinant of the amount
of state aid provided to each school district. Most districts then receive state equalization
payments in an amount equal to the difference between required formula funding and their local
share. More information on school finance can be found starting on page 63.

Summary

Statewide assessed (taxable) values increased 9.3 percent between 2016 and 2017. This
change reflects new market values assigned by county assessors because 2017 was a
reassessment year in addition to new construction that occurred. Every two years, county
assessors determine new values for residential, commercial, industrial, and vacant properties,
based on the previous 18 months of sales as part of the reassessment process. Statewide
assessed values are expected to increase 1.8 percent between 2017 and 2018 due to new
construction and an increase in the value of state assessed property. During the next
reassessment year, 2019, statewide assessed values are expected to increase 3.8 percent due
mainly to increases in nonresidential value. While the actual value of residential property is also
expected to increase, a reduction in the residential assessment rate will largely offset the growth
in market values. Assessed values in each region of the state are determined by the unique mix
of properties and economic forces specific that region.

During the 2017 legislative session, the General Assembly passed House Bill 17-1349, setting
the Residential Assessment Rate (RAR) at 7.20 percent for 2017 and 2018. In order to maintain
the statutorily required Gallagher Amendment ratio, the RAR is expected to decrease from 7.20
percent to 6.11 percent for 2019 and 2020.

Residential Assessment Rate

The Gallagher Amendment in the Colorado Constitution requires an adjustment to the RAR
in order to maintain a consistent relationship between the statewide share of residential taxable
value and the statewide share of nonresidential taxable value. The amendment prevents the
share of residential property from increasing relative to the share from other classes of property
due to an increase in home values.

Target percentage. The first step in determining the RAR is updating the existing target
percentages of residential property and nonresidential property for the prior assessment cycle.

The new target percentage is based on economic activity that occurred between the last
reassessment cycle and the current assessment cycle. For the 2017 assessment cycle, the
Division of Property Taxation, within the Department of Local Affairs, estimated the target
percentage for residential property was 45.76. Based on growth in residential and nonresidential
property in this forecast, the target percentage for residential property is expected to decrease
from 45.76 percent in 2017 to 45.01 percent in 2019.
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Residential assessment rate. Once the target percentage has been determined, the RAR is
adjusted so that 2019 residential taxable values meet the target percentage. Based on the
projected market values of 2019 residential and nonresidential properties, the RAR for 2019 and
2020 is expected to be 6.11 percent. This rate is based on the Legislative Council Staff forecast
for market values. In the spring of 2019, the Division of Property Taxation will estimate the RAR
for 2019 and 2020 with data provided by each county assessor.

Statewide Assessed Values

Statewide assessed (taxable) values reached $110.9 billion in 2017 and are expected to
increase 1.8 percent in 2018. In 2019, assessed values are expected to increase 3.8 percent due
to new construction and more production from oil and natural gas producers. The projected
increase in residential market values will largely be offset by the projected decline in the RAR.
Residential and nonresidential assessed values are shown in Table 20 on page 68 and Figure 29
on page 69. Maps with assessed values by region and school districts are shown in Figures 31
and 32 on pages 73 and 74.

Table 20
Residential and Nonresidential Assessed Values
Billions of Dollars

Residential Nonresidential Total

Tax Assessed Percent Assessed Percent Assessed Percent
Year Value Change Value Change Value Change
2007 $39,331 14.5% $45,816 14.0% $85,147 14.2%
2008 $40,410 2.7% $47,140 2.9% $87,550 2.8%
2009 $42,298 4.7% $55,487 17.7% $97,785 11.7%
2010 $42,727 1.0% $49,917 -10.0% $92,644 -5.3%
2011 $38,908 -8.9% $48,986 -1.9% $87,894 -5.1%
2012 $39,198 0.7% $50,211 2.5% $89,409 1.7%
2013 $38,495 -1.8% $50,153 -0.1% $88,648 -0.9%
2014 $39,003 1.3% $52,579 4.8% $91,582 3.3%
2015 $46,378 18.9% $58,899 12.0%  $105,277 15.0%
2016 $47,261 1.9% $54,157 -8.1%  $101,419 -3.7%
2017 $52,199 10.4% $58,698 8.4%  $110,897 9.3%
2018* $53,126 1.8% $59,799 1.9% $112,925 1.8%
2019~ $52,748 -0.7% $64,449 7.8%  $117,197 3.8%
2020* $53,662 1.7% $65,921 2.3%  $119,583 2.0%

Source: Colorado Department of Local Affairs, Division of Property Taxation.
*Legislative Council Staff forecast.

Residential assessed values. New construction activity is expected to increase residential
assessed values by 1.8 percent in 2018, a non-reassessment year. This level of construction is
consistent with new residential construction activity that occurred in 2016, the last
non-reassessment year.

In 2019, statewide residential market values are expected to increase 17 percent as county

assessors revalue property for the reassessment year. Home sales that occurred in 2017 and
the first half of 2018 will determine the 2019 market values. The housing market is expected to
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remain strong along the northern Front Range, with double-digit price increases forecast in the
Denver metro area, northern Colorado, Colorado Springs, mountain resort areas, and rural areas
within commuting range of the Denver metro area. Other rural parts of the state are expected to
see slower home price appreciation.

The growth in residential market values will be offset by the reduction in the RAR. The
reduction in the RAR is required to maintain the shares of residential and nonresidential property
between reassessment cycles as required by the state constitution. Assessed values for
residential property will decrease by 0.7 percent in 2019 compared with 2018 values after
accounting for the drop in the RAR from 7.20 percent to 6.11 percent.

Nonresidential assessed values. In contrast, the assessment rate for nonresidential
property is fixed in the constitution and in law, so changes in actual value are reflected in the
assessed (taxable) value. Total statewide assessed nonresidential property values are expected
to increase 1.9 percent in 2018. New construction of commercial buildings and increased value
for state assessed property will be largely responsible for this growth. The value of oil and gas
property is expected to essentially remain constant statewide despite regional differences.
Production from older fields will yield modest declines in value, while producers have begun
adding new oil wells in several areas of the northern region.

Nonresidential assessed values are expected to increase moderately throughout the forecast
period as oil and gas prices are expected to increase modestly and a growing economy will
continue to increase rents and maintain low vacancy rates for office buildings and retail spaces.
Figure 29 depicts residential and nonresidential assessed values from 2004 through the end of
the forecast period ending in 2020.

Figure 29
Residential and Nonresidential Assessed Values
Billions of Dollars
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Source: Colorado Department of Local Affairs, Division of Property Taxation.
*Legislative Council Staff forecast.
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Regional Impacts

Assessed values in each region of the state are determined by the unique mix of properties
and economic forces specific to that region. Table 21 shows the 2017 assessed value by region
and the expected change throughout the forecast period.

Table 21
2017 Assessed Value and Forecast Changes
Billions of Dollars

Preliminary 3-Year Annual
Region 2017* 2018 2019 2020 Average
Colorado Springs $7,449 1.7% 3.1% 1.6% 2.1%
Eastern Plains $2,883 2.4% 2.6% 2.5% 2.5%
Metro Denver $60,545 2.3% 6.3% 2.3% 3.5%
Mountain $12,021 0.8% -2.0% 0.8% -0.2%
Northern $13,668 3.0% 3.9% 2.8% 3.2%
Pueblo $2,745 1.4% -1.7% 1.4% 0.4%
San Luis Valley $661 2.7% -0.6% 2.8% 1.6%
Southwest Mountain $2,849 1.2% -1.4% 1.6% 0.4%
Western $8,075 -1.6% -1.9% 1.2% -0.8%
| Statewide Total $110,897 1.8% 3.8% 2.0% 25% |

Source: Colorado Department of Local Affairs, Division of Property Taxation.
*Legislative Council Staff forecast.

All regions of the state are expected to increase in total assessed value between 2017 and
2018, with the exception of the western region. The decline in the western region during the non-
reassessment year is the result of annually assessed natural resource classes of property. The
western region contains aging natural gas wells that are approaching the end of their productive
life. New drilling activity has been concentrated on the oil fields of northern Colorado. In addition,
several school districts have coal mines which are expected to decrease in value throughout the
forecast period.

The other regions are expected to experience increases in total assessed values ranging
between 0.8 percent and 3.0 percent between 2017 and 2018. Value for state assessed property
is forecast to increase each year through the forecast period. Each region of the state will have
some new construction and increased values in state assessed property. The northern region
will have additional value added from new oil wells developed in 2017.

In the next reassessment year, 2019, values for vacant land, agricultural land, and commercial
and industrial property will each increase. These increases in market value will translate into a
proportional increase in nonresidential assessed values. Each region of the state will have
increases in residential market values. However, the reduction in the RAR will decrease
residential assessed values in five of the nine regions in the state. The RAR is expected to
decrease by 15.1 percent in 2019 based on the statewide growth in the tax base.

Any region with less than a 15.1 percent increase in residential market values will experience
a reduction in residential assessed values.
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Regional trends for residential and nonresidential assessed (taxable) values are shown in
Figure 30 on pages 71 and 72.

Figure 30
Assessed Values by Region
Billions of Dollars
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Source: Department of Local Affairs, Division of Property Taxation.
*Legislative Council Staff forecast.
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Figure 30
Assessed Values by Region (Continued)
Billions of Dollars
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Figure 31
Forecast Percent Change in Total Assessed Valuation by Economic Region
2018-19 Assessment Year
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