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Executive Summary

This report presents the budget outlook based on current law and the June 2018 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.

General Fund Budget Outlook

EY 2017-18 The General Fund is projected to end FY 201718with a $1.2 hllion reserve, equal
to 11.7percent of General Fund operating appropriations. This amount is
$544.4million above the required 6.5 percentreserve. Revenue subject to TABOR
fell short of the Referendum C cap by $93.0 million. The year-end General Fund
reserve is $372.6million higher than expected in March 2018 reflecting higher
expectations for revenue and lower budgeted expenditures.

FY 201819 In FY 201819, The General Fund is expected to end the year with an 8.1 percent
reserve, $92.6 million above the 7.25ercent statutory reserve. Revenue subject to
TABOR is expected toexceedthe Referendum C cap by $126.2nillion resulting in
a TABOR refund in tax year 2019 projected to total $147.5 million. This amount
includes $21.3 million carried over from the FY 2014-15 refund obligation.
Pursuant to Senate Bill 17267, the TABOR refund obligation will be refunded in
FY 201920 via local government reimbursements for the senior homestead and
disabled veteran property tax exemptions.

FY 201920 The General Assembly is projected to have $1.01 hllion, or 8.1percent, more to
Unbudgeted spend or save in the General Fund than what is budgeted to be spentand saved in
FY 201819. Any changes to revenue or expenditures in FY 2018-19 will change
this amount. Revenue is expected to exceedthe Referendum C cap by
$104.1million, resulting in a FY 2020-21 TABOR refund of the same amount.

Higher than usual f orecast uncertainty. Forecast estimates are sulgcted to a higher margin of error
than usual due to recent changes in federal tax law. Unusual shifts in income taxpayer behavior
occurred as a result of the passage of the federal Tax Cuts and Jobs Act (TCJA), boosting collections in
FY 201718 as taxpayers rushed to claim deductions set to expire. State income tax revenue is expected
to be higher as a result of the TCJA. However, risks to the upside and downside exist for revenue
estimates.

Cash Fund Revenue

In FY 201718, cash fund revenuesubjectto TABOR is expected to fall 18.1 percent to $2.27 billion
The drop in revenue is attributable to the elimination of the Hospital Provider Fee and the 2.9 percent
sales tax on retail marijuana pursuant to Senate Bill 17267. These reductions more than dfset
expected increases in transportation-related and severance tax revenue. Cash fund revenue subject to
TABOR will rebound from this lower level by 6.1 percent to $2.46 billion in FY 2018 -19. Cash fund
collections will increase 1.2 percent to $2.49 bllion in FY 2019-20 as most revenue sources are projected
to rise.
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Economic Outlook

The U.S. and Colorado economies are firing on all cylinders and appear positioned to flourish in the
near term, with strong labor markets, improving housing markets, and robust consumer activity. A
portion of current economic strength is attributable to t he Tax Cuts and Jobs Act, which is accelerating
short-term growth but may be borrowing against future investment. The economic expansion is
expected to weaken late in the current forecast period as the business cycle comes to a close. As
interest rates rise, households are expected to reprioritize savings at the expense of some spending,
which will reduce growth capacity. Employers are already constrained by labor shortages, which will

be exacerbated as veteran workers age out of the labor force.

This forecast anticipates strong growth in the near term that is expected to taper off through 2020.

Discussion of the economic outlook begins on page 31, and summaries of expectations for the U.S. and
Colorado economies are respectively presented in Tables 17and 18 on pages 64 and 65.
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General Fund Budget Overview

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

revenue to the State Education Fund (Figure 1);

statutory transfers to transportation and capital construction funds (Table 3);
the availability of tax policies dependent on reven ue collections (Table 4);
General Fund rebates and expenditures (Table5); and

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

E E E EE

FY 2017-18

The General Fund is expected to end the year with an 11.7 percent reserve,$544.4 million above the
required 6.5 percent statutory reserve, as shown in Table 1(line 20). Relative to the March forecast,
expectations for General Fund revenue were increased £45.2million on stronger than expected
collections to date for corporate income taxesand a one-time $110.7 million Tobacco Master Settlement
Agreement payment. Budgeted expenditures were reduced by $105.6 million, which further
improved the budget situation. Revenue subject to TABOR is expected to fall short of the Referendum
C cap by $93.0 million.

FY 2018-19

The General Fund is expected to end the year with an 81 percent reserve, $2.6 million higher than
the budgeted 7.25 percent reserve. The entirety of this amount is the result of the FY 201718 surplus,
which increases the beginning reservefor FY 201819.

Revenue is expected to exceed the ReferendunC cap by $126.2million, resulting in a TABOR refund

for tax year 2019. The projected amount refunded will total $147.5 million, and includes $21.3 million

carried over from the FY 2014-15refund obligation for which money is already set aside in the General
Fund. Pursuant to Senate Bill 17267, the TABOR refund obligation will be refunded via local
government reimbursements for the senior homestead and disabled veteranproperty tax exempti ons
in FY 201920. Any remaining refunds will be distributed through the six -tier sales tax refund
mechanism.

Changes in the budget situation relative to the March 2018 forecast. Table 2 summarizes changes in
the FY 201718 and FY 201819 General Fund hudget situation relative to the March forecast. This
summary incorporates changes resulting from 2018 legislation and changes in forecast expectations.

FY 2019-20 (Unbudgeted)

Because a budget hasot yet been enacted for FY 201920, Table 1 (ines 22 and 23) shows the amount
of revenue available in FY 201920relative to the amount budgeted to be spent or saved in FY 201819.
Based on this forecastthe General Assembly will have $1.01 billion, or 8.1 percent, more to spend or
save in the General Fund than what is budgeted for FY 201819. This amount assumes current law,
and is largely attributable to the FY 2018-19 excess reserve, projected revenue increases, and smaller
transfers from the General Fund than those budgeted for FY 201819. This amount will change if the
General Assembly enacts changes that impact revenue or expenditures in FY 20189 or with changes
in revenue expectations for any budget year between FY 201718 and FY 201920.
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Table 1
General Fund Overview
Dollars in Millions

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

Funds Available Actual Estimate Estimate Estimate
1 Beginning Reserve $512.7 $614.6 $1,219.3 $905.9
2 General Fund Revenue $10,275.8 $11,593.1 $12,192.5 $12,789.4
3 Transfers from Other Funds (Table 6) $44.8 $107.7 $41.9 $18.4
4 Total Funds Available $10,833.3 $12,315.4 $13,453.7 $13,713.7
5 Percent Change 1.4% 13.7% 9.2% 1.9%

Expenditures Actual Budgeted Budgeted Estimate
6 General Fund Appropriations Subject to Limit! $9,786.0 $10,430.9 $11,217.7 *
7 Adjustments to Appropriations? $1.5 * * *
8 TABOR Refund Obligation Under Art. X, 8§20, (7)(d)3 $0.0 $0.0 $147.5 $104.1
9 Rebates and Expenditures (Table 5) $285.1 $275.5 $274.4 $131.3

10 Transfers to Other Funds (Table 6)* $164.8 $173.3 $230.4 $174.7

11 Transfers to the State Education Fund Pursuant to SB 13-234 $25.3 $25.3 $25.0 NA

12 Transfers to Transportation Fund (Table 3) $79.0 $79.0 $495.0 $200.0

13 Transfers to Capital Construction Funds (Table 3) $84.5 $112.1 $179.2 $60.0

14 Total Expenditures $10,426.2 $11,096.1 $12,569.2 *

15 Percent Change 2.3% 6.4% * *

16 Accounting Adjustments® $207.4 * $21.3 *

Reserve Actual Budgeted Budgeted Estimate

17 Year-End General Fund Reserve $614.6 $1,219.3 $905.9 *

18 Year-End Reserve as a Percent of Appropriations 6.3% 11.7% 8.1% *

19 Statutorily Required Reserve® $584.4 $674.9 $813.3 *

20 Amount in Excess or (Deficit) of Statutory Reserve $30.2 $544.4 $92.6 *

21 Excess Reserve as a Percent of Expenditures 0.3% 4.9% 0.7% *

Perspective on FY 2019-20 (Unbudgeted Year) Estimate

Amount Available in FY 2019-20 Relative to FY 2018-19 Expenditures’

22 Amount in Excess of (Deficit) of 7.25% Statutory Reserve 1,012.6

23 As a Percent of Prior-Year Expenditures 8.1%

Addendum Actual Estimate Estimate Estimate

24 Percent Change in General Fund Appropriations 4.8% 6.6% 7.5% *

25 5% of Colorado Personal Income Appropriations Limit $13,361.3 $14,133.3 $14,405.2 $15,000

26 Transfers to State Education Fund Per Amendment 23 $540.0 $617.0 $655.3 $686.3

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

lincludes the FY 2017-18 supplemental budget package and FY 2018-19 budget package adopted during the 2018 legislative
session. FY 2018-19 includes $215 million in PERA disbursements pursuant to SB 18-200.

2Includes $1.5 million in over-expenditures pursuant to HB 18-1161 and HB 18-1162 for FY 2016-17.

3Pursuant to Section 24-75-201(2), C.R.S., the TABOR refund obligation is required to be set aside during the year it is collected to
be refunded in the following fiscal year.

“4Includes diversions from the General Fund to cover severance tax refunds pursuant to SB 16-218, which totaled $56.8 million in
FY 2015-16 and $53.8 million for FY 2016-17.

5The $21.3 million adjustment in FY 2018-19 represents the FY 2018-19 TABOR refund obligation that is carried forward from the
FY 2014-15 refund obligation; this amount is already restricted in the fund balance.

5The required reserve is calculated as a percent of operating appropriations, and is required to equal to 6.0 percent in FY 2016-17,
6.5 percent in FY 2017-18, and 7.25 percent in FY 2018-19 and each year thereafter. Pursuant to SB 18-276, certificates of
participation are included in the statutory reserve requirement calculation beginning in FY 2018-19.

"This scenario holds appropriations in FY 2019-20 equal to appropriations in FY 2018-19 (line 6) to determine the total amount of
money available relative to FY 2018-19 expenditures, net of the obligations in lines 8 through 13.
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Revenue is expected to exceed the ReferenduntC cap by $104.1million, resulting in a TABOR refund

obligation for tax year 2020 of an equal amount. The TABOR surplus will be refunded in FY 202021
via local government reimbursements for the senior homestead and disabled veteran property tax
exemptions.

Table 2
Changes in the General Fund Budget Situation Relative to the March Forecast

Components of Change 2017-18 2018-19 Description of Changes
1 Funds Available +$262.9 +$418.6
2 Beginning Reserve +$0.1 +$365.7 Carries the FY 2017-18 surplus into FY 2018-19.
3 General Fund Revenue +$245.2 +$29.2  Stronger revenue in FY 2017-18 primarily reflects

increased expectations for corporate income tax
revenue and the $110.7 million in revenue from
the Tobacco Master Settlement Agreement.

FY 2018-19 expectations are largely unchanged.

4 Transfers from Other Funds +$17.6 +$23.7 See Table 6.
5 Expenditures -109.7 +%$1,617.2
6  Operating Appropriations -$105.6 +$681.2 Reflects supplementals adopted for FY 2017-18.

The FY 2018-19 amount reflects the difference
between FY 2017-18 and FY 2018-19

appropriations.
7 TABOR Refund Set Aside $0 +$117.3 Reflects stronger cash fund and General Fund
revenue expectations (see page 13).
8 Rebates and Expenditures -$0.7 -$12.8 Primarily reflects reduced expectations for the
senior homestead exemption.
9 Transportation Transfers $0 +$495.0 SB 18-001 transfers to the State Highway Fund.
10 Capital Construction Transfers $0 +$119.2 HB 18-1340 capital construction transfers.
11  Other Cash Funds Transfers +$2.1 +$85.0 See Table 6.
12 Required Reserve -$6.9 +$132.3 SB 18-276 increases the required reserve from

6.5 percent to 7.25 percent of General Fund
appropriations beginning in FY 2018-19.

Surplus Relative to the Required Reserve The FY 2017-18 increase reflects higher revenue
13 Increase in Surplus +$372.6 » expectations and lower budgeted expenditures.
*FY 2018-19 cannot be estimated because a
budget had not yet been set when the March
forecast was released.

Higher than Usual Forecast Uncertainty

Significant shifts in taxpayer behavior occurred in anticipation of and following the passage of the Tax
Cuts and Jobs Act, resulting in unusual income tax collection patterns at the end of calendar year 2017
and start of 2018 that cannot easily be isolated from underlying economic conditions. Revenue impact
estimates of the federal tax bil published in December 2017 remain preliminary and subject to change

The federal tax bill enacts changes that affect the 2018 tax year, data for which will not be available
until at least a year from now. Even with collections data, the revenue impact of the federal tax

changes cannot be isolated from economic processes ounderlying taxpayer behavior. Considering

these factors, revenue estimates in this forecast are subject to a higher than usual margin of error.
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State Education Fund

The Colorado Constitution requires the State Education Fund to receive one-third of one percent of
taxable income (see Table 1line 26). In addition, the General Assembly has at different times
authorized the transfer of additional moneys from the General Fund to the S tate Education Fund.
Money in the State Education Fund is required to be used to fund kindergarten through twelfth grade
public education.

Figure 1 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 201314, are scheduled to end after FY201819. In

FY 201819, the State Education Fund is expected to receive $680.3illion , with higher amounts in the

following year resulting from growth in taxable income among Colorado taxpayers.

Figure 1
Revenue to the State Education Fund
Dollars in Millions
$1,800

Transfer totals in bold
$1,600 ! $1.598

Other Transfers*
$1,400 | msenate Bill 13-234
$1,200 Constitutionally Required**

$1,000
638 $642 T -
$600 %038 g545 584 548 $565

$461 $231 $59  —
$400 121 $329 %371

$200
$0

$1,073

08-09 09-10 10-11 11-12 12-13 13-14 14-15 15-16 16-17 17-18f 18-19f 19-20f

Source:Col orado State Controllerds Office and Legislative C
* Includes transfers under SB 09-260 for FY 2008-09, SB 11-183 and SB 11-156 for FY 2011-12,

HB 12-1338 for FY 2012-13 and FY 2013-14, and HB 14-1342 for FY 2014-15.
**QOne-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.

General Fund Transfers to Transportation and Capital Construction

Table 3 shows statutory transfers from the General Fund to transportation and capital
construction funds. Transfers in Table 3 are also shown in lines 12 and 13 of Tale 1. Other
non-infrastructure -related transfers to and from the General Fund are summarized in Table 6.

Transportation transfers . Senate Bill 17267, which authorized up to $1.88 billion in certificates of
participation for transportation projects, repealed transfers from the General Fund to the H ighway

UsersTax Fund in FY 201819 and FY 201920 previously specified by SenateBill 17-262 and requires
General Fund appropriations for certificate of participation -related lease payments beginning in
FY 201819. Under current law, these General Fund appropriations are exp ected to total $100million

annually by FY 202122.

June 2018 General Fund Budget Overview Page 8



Senate Bill 18-001 created onetime General Fund transfers for transportation of $495 million in
FY 201819 and $150million in FY 2019-20. These amounts are apportioned to the State Highway
Fund, a new Multimodal Transportation Options Fund, and county and municipal governments.
Beginning in FY 201819, Senate Bill 18001 authorizes 20 years of additional transfers to the State
Highway Fund. Unless voters approve one or more transportation funding ballot measures, the
amount of the transfers is set at $50million per year. Table 3 assumes a transportation transfer amount
of $200million for FY 201920, including the $150million one -time transfer and a $50million ongoing
annual transfer. Depending on ballot outcomes, the amounts annually transferred under SB 18-001
could be $122.6million or fall to $0. In these scenarios, the last three years of leasepurchase
agreements under SB17-267 would also be repealed and the state would instead issue transportation
revenue bonds.

Table 3
Infrastructure Transfers from the General Fund
Dollars in Millions

Capital Construction Funds 2016-17 2017-18 2018-19 2019-20
HB 16-1416 $52.7
HB 16-1417 $31.8
SB 17-263 $109.2
SB 17-262 $60.0 $60.0
HB 18-1173 $2.9
HB 18-1340 $119.2
Total $84.5 $112.1 $179.2 $60.0
Transportation Funds 2016-17 2017-18 2018-19 2019-20
SB 17-262 $79.0 $79.0
SB 18-001* $495.0 $200.0
Total $79.0 $79.0 $495.0 $200.0

*Pursuant to SB 18-001, transfers for FY 2019-20 and subsequent years depend on ballot measure
outcomes during the 2018 and/or 2019 elections. The amounts shown assume current law
and exclude provisions under the adoption of ballot measures.

Tax Policies Dependent on Revenue Conditions
21 YI UEOQwUERwWI Rx1 OEPUUUI UwEUI w?20UBTTITUI E2 wEaAawWEI UUED
historic preservation income tax credit, the low -income child care expenses tax credit, and partial

refundability of the conservation easement income tax credit. Table 4 summarizes the availability of
these tax policies, each of which is described in greater detail below.

i Historic preservation income tax credit available in tax year 2018. The historic preservation
income tax credit will be triggered on for tax year 2018 based orthe December 2017 forecast, which
expected sufficient revenue to grow appropriations by more than 6.0 percentin FY 201718. Based
on the June 2018 forecast, the credit is also expected to be available in xayear 2019.

1 Low-income child care expenses tax credit unavailable in tax year 2017. The low-income child
care expenses income tax credit was extended for three yearsinder House Bill 17-1002. Based on
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the June 201 7orecast, this credit was unavailable in 2017 and will be available for tax years 2018
through 2020.

i Partial refundability of the conservation easement tax credit expected to be available in tax years
2019 and 2020.The conservation easement income tax credit is available as a nonrefundable credit
in most years. In tax years when the state refunds a TABOR surplus, taxpayers may claim an
amount up to $50,000, less their income tax liability, as a refundable credit. This forecast expects
a TABOR surplus in FY 201819 and FY 201920. If a surplus occurs in these fiscal years, partial
refundablility of the credit will be available in tax years 2019 and 2020.

Table 4
Availability of Tax Policies Dependent on Revenue Conditions

Tax Policy Availability Criteria Availability

Historic Property Preservation December forecast immediately before  Available in tax years 2013 through

Income Tax Credit the tax year when the credit becomes 2015. Not available in tax years

(Section 39-22-514, C.R.S.) available. Forecast that projects 2016 and 2017. Available in tax
sufficient General Fund to grow year 2018 and expected to be

Revenue reduction of less than

- General Fund appropriations by available in tax year 2019.
*
$1.0 million per tax year 6 percent. Repealed tax year 2020.
Low-Income Child Care Expenses  June 2017 forecast. Sufficient General  Available in tax years 2014 through
Tax Credit Fund surplus to fund the tax credit. 2016. Not available in tax year
(Section 39-22-119.5, C.R.S) 2017. Available in tax years 2018

Revenue reduction of at least 10 2020. Repealed tax year 2021.

$6.0 million per tax year*

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,
C.R.S) 2017, and 2018. Expected to be

. available in tax years 2019 and
Revenue reduction of at least 2020

$5.0 million per tax year*

*Estimates may differ in future analyses.
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Table 5

General Fund Rebates and Expenditures

Dollars in Millions

Actual Percent Estimate Percent Estimate Percent Estimate Percent

Category FY 2016-17 Change FY 2017-18 Change FY 2018-19 Change FY 2019-20 Change
Senior and Veterans Property Tax Exemptions $136.4 7.3 $132.3 -3.0 $139.5 5.5 $147.0 5.3

TABOR Refund Mechanism? NA NA -$147.0

Cigarette Rebate $10.3 -2.2 $10.2 -1.0 $10.0 -1.7 $9.8 -1.9
Old-Age Pension Fund $96.5 -10.9 $85.5 -11.4 $80.3 -6.1 $75.0 -6.6
Aged Property Tax and Heating Credit $8.7 -7.3 $4.9 -43.7 $5.6 13.9 $5.4 -2.0
Older Coloradans Fund? $10.0 0.0 $16.5 64.9 $10.0 -39.4 $10.0 0.0
Interest Payments for School Loans $3.4 171.6 $5.0 47.7 $5.6 11.9 $5.9 6.0
Firefighter Pensions $4.2 14.3 $4.4 35 $4.4 0.9 $4.4 1.1
Amendment 35 Distributions $0.9 -1.0 $0.8 -3.2 $0.8 -0.6 $0.8 -0.8
Marijuana Sales Tax Transfer to Local Governments $14.7 46.0 $15.9 7.9 $18.2 14.3 $19.8 9.0
| Total Rebates and Expenditures $285.1 14 $275.5 -3.4 $274.4 -0.4 $131.3 -52.2

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

1Pursuant to SB 17-267, local government reimbursements for these property tax exemptions are the first TABOR refund mechanism used to meet the prior year's refund

obligation.

2Pursuant to HB 16-1161, 95 percent of excess General Fund allocations for local government reimbursements for property tax exemptions are transferred to the senior services

account in the Older Coloradans Fund.
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Table 6
Cash Fund Transfers
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 $0.8 $0.8 $0.8
HB 10-1325 Natural Resource Damage Recovery Fund $0.1

SB 13-133 Limited Gaming Fund $15.2 $17.4 $17.6 $17.6
SB 15-168,

SB 16-196, & Intellectual and Developmental Disability Fund $1.2

HB 16-1398

ag ﬁﬁié& Marijuana Tax Cash Fund $26.3 $0.04

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

HB 18-1338 Reduced Revenue Severance Tax Transfers $17.4 $23.5

Total Transfers to the General Fund $44.8 $107.7 $41.9 $18.4
Transfers from the General Fund 2016-17 2017-18 2018-19 2019-20
SB 11-047 Bioscience Income Tax Transfer to OEDIT $5.3 $5.9 $6.3 $6.7
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 $102.9 $117.6 $128.1
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

o 10292 state Public School Fund $7.8 $37.8 $20.6 $22.5
SB 15-245 Natural Hazard Mapping Fund $2.4 $0.7

HB 16-11612 Veterans Grant Program Fund (conditional) $0.3

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 $0.1

SB 17-255 Technology Advancement and Emergency Fund $2.0 $2.0

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

SB 17-261 2013 Flood Recovery Account $12.5

HB 18-1171 School Finance Mid-Year Adjustment $30.7

HB 18-1323 Pay For Success Contracts Pilot Program Funding $0.4 $0.5
HB 18-1338 Reduced Revenue Severance Tax Transfers $29.5 $14.2
HB 18-1363 Recommendations Of Child Support Commission $0.04 $0.0
HB 18-1357 Behavioral Health Care Ombudsperson Parity Reports $0.01

HB 18-1423 Rural Fire Protection District Equipment Grants $0.3

SB 18-016 Transitioning from Criminal & Juvenile Justice System $2.0 $2.0
SB 18-132 1332 State Waiver Catastrophic Health Plans $0.01

SB 18-191 Local Government Limited Gaming Impact Fund $0.2 $0.4 $0.4
SB 18-280 Tobacco Litigation Settlement Cash Fund $20.0

Total Transfers from the General Fund $164.8 $173.3 $230.4 $174.7
Net General Fund Impact ($120.0) ($65.6) ($188.4) ($156.2) |

1The transfer is contingent upon the receipt of at least $200,000 in gifts, grants, and donations by the relevant contractor.
2HB 16-1161 requires transfers to the Veterans Grant Program Fund equal to 5 percent of any excess General Fund moneys set aside for
reimbursements to local governments for the Senior Homestead and Disabled Veteran property tax exemptions.
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TABOR Outlook
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TABOR revenue are summarized in Table 8 on page 16nd illustrated in Figure 2, which also provides
a 12year history of the TABOR limit base and the Referendum C cap.

State revenue fell short of the Referendum C cap by $436.2million in FY 2016-17, and is expected to
fall short of the Referendum C cap by $3.0million in FY 201718. State revenue is projected toexceed
the Referendum C capby $126.2million in FY 201819 and by $104.1million in FY 2019-20. Based on
these projections, the state will issueTABOR refunds in FY 201920 and FY 202621

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

Amounts Above (Below) the Referendum C Cap: TABOR Surplus
$15 | FY 2016-17: ($436.2 million) ~
$14 FY 2017-18: ($93.0 million)

FY 2018-19: $126.2 million*
$13 | FY 2019-20: $104.1 million

$12 Referendum C Cap
Bars Represent Revenue
$11 | Subject to TABOR

$10 \
$9
$8 Referendum C
47 Five-Year Timeout Period

© QA \e) ) Q N G ) D &) © A & & S
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Source: Office of the State Controller and Legislative Council Staff.

*The refund amount for FY 2018-19 differs from the surplus amount because it includes underrefunds
and other adjustments to previous TABOR surpluses.

When revenue exceeds the cap, TABOR requires the surplus to be refunded duing the followi ng fiscal
year. The state TABOR refund requirement is estimated at $147.5million in FY 201920 and
$104.1million in FY 202021. The refund requirement for FY 201920 includes the $126.2million

TABOR surplus expected for FY 201819 anda $213 million obligation for underrefunds of prior year
TABOR surpluses. The refund requirement for FY 2020321 includes only the TABOR surplus expected
for FY 201920. For both years, the TABOR refund obligation is expected to be refunded via the
property tax exemptio n reimbursement TABOR refund mechanism. The forecasted FY201819
TABOR refund obligation exceeds the forecasted FY201920 property tax exemption reimbursement
by $0.6million. If the actual refund obligation exceeds the property tax exemption reimburse ment,
the amount of the excess will be refunded to taxpayers using the sales tax refund mechanism.

Expectations forthestaUl z Uw3 ! . 1 wO U U OO O Osinkcelihe Marck foledasuds ia ieditol E w
increased expectations for most TABOR revenue sources. Changes to the TABORoutlook are

presented in Table 7.
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Table 7
Change in TABOR Estimates, March 2018 to June 2018
Dollars in Millions

FY 2017-18 June March Change
TABOR Revenue $13,596.0 $13,424.8 $171.2
General Fund?! $11,323.3 $11,191.0 $132.3
Cash Funds! $2,272.6 $2,233.8 $38.8
Referendum C Cap $13,689.0 $13,689.0 $0
Revenue Above (Below) Ref C Cap ($93.0) ($264.2) $171.2
FY 2018-19 June March Change
TABOR Revenue $14,472.2 $14,354.5 $117.8
General Fund?! $12,010.7 $11,983.8 $26.9
Cash Funds? $2,461.6 $2,370.7 $90.9
Referendum C Cap $14,346.0 $14,346.0 $0
Revenue Above (Below) Ref C Cap $126.2 $8.4 $117.8
FY 2019-20 June March Change
TABOR Revenue $15,081.4 $15,119.3 ($37.9)
General Fund?! $12,591.2 $12,657.3 ($66.1)
Cash Funds? $2,490.2 $2,462.0 $28.2
Referendum C Cap $14,977.3 $14,962.9 $14.4
Revenue Above (Below) Ref C Cap $104.1 $156.4 ($52.3)

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

TABOR surplus. Article X, Section 20 of the Colorado Constitution (TABOR) limits state fiscal year

spending the amount of revenue the state may retain and either spend or save each year. The limit is

Il GUEOWUOWUT T wxUl YPOUUwal EUz Uwadusteddauidiiation) populatd) | Owb i DE
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.

Referendum C allowed the state to spend all revenue collected
above the limit during a five -year timeout period covering
FY 2006-06 through FY 200910. Beginning in FY 201011, | The legal term used by TABOR

Referendum C allows the state to retain revenue collected above | to denote the amount of revenue

the TABOR limit base up to a capped amount. The cap is based | TABOR allows the state to keep

on the amount of state revenue collected in FY 200708, adjusted | @nd either spend or save.

annually for i nflation and population growth. It is grown from
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$200.0million one -time downward adjustment to the Referendum C cap in FY 201718 and requires

that the cap for FY 201819 and subsequent years be grown from this reduced level.

Fiscal Year Spending
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Sate law requires adjustments to the refund amount based on over-refunds or under -refunds of
previous TABOR surpluses. Most recently, revenue exceeded the Referendum C cap in FY201415,
prompting TABOR refunds on returns for tax y ear 2015. The amount of the FY201415 refund
obligation is now estimated to have been $1591 million, adjusting for accounting errors discovered
after refunds were issued. To date, the state has refunded $13.8 million of this obligation. The
remaining $21.3 million is required to be refunded with the next TABOR surplus.

Amount encumbered for FX01415 refunds. 31T 1 w &l O1 UEOQw UUI OEGawUl UDWwEUDEI
$169.7million in the General Fund for payment of the refund obligation generated by the FY 201415

surplus. This amount is reflected in the Comprehensive Annual Financial Report for FY 201516. State

fiscal year spending for FY 201415 exceeded the ReferendunC cap by $1®.1million, less than the

amount originally projected. An estimated $10.6 million difference represents an over-encumbrance

of revenue.

TABOR refund mechanisms. This forecast anticipates that state TABOR refunds in FY201920 and

FY 2020621 will both be administered via the property tax exemption reimbursement TABOR refund

mechanism. Pursuant to Senate Bill 17267, state law requires that any TABOR surplus first be

refunded via this mechanism. The exemption disburses state funds to counties, school districts, and

Uxl EDPEOQWEDPUUUPEUUWUOOWOI T UT OwUOTT Ul wl OYT UOOI OUUZ wx UOX
and disabled veteran property tax exemptions. Amounts required to be r efunded are encumbered in

the General Fund in the year in which a surplus is collected and paid to local governments in the

following fiscal year.

As shown in Table 1 (line 8), the TABOR refund obligation expected for FY 201819 requires a setaside
of $147.5million from the General Fund; however, because $21.3 million of this amount was set aside
in previous years and remains restricted in the fund balance, Table 1 (line 16) includes a positive
accounting adjustment for this amou nt. Table 5 on page 11shows the portion of the expenditure for
property tax exemption reimbursements for FY 201920 that is administered as a TABOR refund
mechanism in FY 201819.

Other TABOR refund mechanisms, including the six -tier sales tax refund mechanism and temporary
income tax rate reduction, are triggered if and only if the amount of the TABOR refund obligation
exceeds the amount of the property tax exemption reimbursement.

TABOR forecast uncertainty. The state TABOR surplus represents the amount of state revenue
subject to TABOR collected in excess of the Referendum C cap. Relatively small fluctuations in the
amount of state revenue can have disproportionately large effects on the amount of the TABOR
surplus and refund obligation. For all three years of the current forecast period, the possibilities that
revenue could fall short of or exceed the Referendum C cap exist within the normal degree of forecast
error. Similarly, the amount of the TABOR surplus may trigger refund mechanisms beyond the
property tax exemptio n reimbursement mechanism within this same degree of forecast error.
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Table 8

TABOR Limit and Retained Revenue

Dollars in Millions

Actual Estimate Estimate Estimate
FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20
TABOR Revenue
1 General Fund? $10,156.1 $11,323.3 $12,010.7 $12,591.2
2 Cash Funds! $2,735.6 $2,272.6 $2,461.6 $2,490.2
3 Total TABOR Revenue $12,891.7 $13,596.0 $14,472.2 $15,081.4
Revenue Limit
4 Allowable TABOR Growth Rate 3.1% 4.4% 4.8% 4.4%
5 Inflation (from Prior Calendar Year) 1.2% 2.8% 3.4% 3.1%
6 Population Growth (from Prior Calendar Year) 1.9% 1.6% 1.4% 1.3%
7 TABOR Limit Base $10,761.7 $11,209.9 $11,748.0 $12,264.9
8  Voter Approved Revenue Change (Referendum C) $2,130.0 $2,386.0 $2,598.0 $2,712.4
9  Total TABOR Limit / Referendum C Cap $13,327.8 $13,689.0 $14,346.0 $14,977.3
10 TABOR Revenue Above (Below) Referendum C Cap ($436.2) ($93.0) $126.2 $104.1
Retained/Refunded Revenue
11 Revenue Retained under Referendum C?2 $2,130.0 $2,386.0 $2,598.0 $2,712.4
12 Fiscal Year Spending (revenue available to be spent or saved) $12,891.7 $13,596.0 $14,346.0 $14,977.3
13 Outstanding Underrefund Amount? $21.3
14 | Revenue Refunded to Taxpayers* $0.0 $0.0 $147.5 $104.1
15 TABOR Reserve Requirement $386.7 $407.9 $430.4 $449.3
Totals may not sum due to rounding.
These figures may differ from the revenues reported in General Fund and cash fund revenue summary tables because of accounting adjustments across
TABOR boundaries.
Revenue retained under Referendum C is referred to as fAGener al Fund Ex
3This amount is restricted in the General Fund as part of the TABOR refund obligation for FY 2014-15. It will be refunded when the state next refunds a TABOR
surplus. Under this forecast, the next surplus will be collected in FY 2018-19, and the next refund will be paid in FY 2019-20.
4Pursuant to Section 24-75-201 (2), C.R.S., revenue above the Referendum C cap is required to be set aside during the year it is collected to be refunded in
the following fiscal year. For example, excess revenue collected in FY 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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General Fund Revenue
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source of funding for oper ating appropriations. Table 10 on page 22 summarizes General Fund
revenue collections for FY 201617 and projections for FY 201718 through FY 201920.

Net of the diversion to the State Education Fund under Amendment 23, General Fund revenue is
expected to total $11.6billion in the current FY 201718, representing strong growth of 12.8 percent
over the $10.3billion collected in FY 201617. Robust revenue increases are attributable primarily to
underlying economic growth, with additional early contributions resulting from the federal Tax Cuts
and Jobs Act (TCJA). Every major source of General Fund revenue is expeed to make strong
contributions to overall revenue gains. Expectations for individual and corporate income tax, sales
tax, and use tax were all revised upward from the March forecast. In total, current year G eneral Fund
expectations were increased $245.2nillion, or 2.2 percent, from March. The revision incorporates
$110.7million from a one -time payment received in April under the Tobacco Master Settlement
Agreement, which is discussed below.

Gross General Fund revenue is expected to increase an addibnal 5.2 percent in FY 201819 to total
$12.2billion. Revenue expectations are consistent with an economic forecast of continued
employment growth and moderate to strong increases in income and consumer spending. The
General Fund revenue forecast for FY 201819 was increased $29.2nillion, or 0.2 percent, from March,
with upward revisions to the corporate income tax revenue outlook more than offsetting reduced
expectations for individual income tax.

General Fund revenue is expected to increase an additbnal 4.9 percent to total $12.8billion in
FY 201920, a downward revision of $64.1 million , or 0.5percent, relative to the March forecast.

This forecast contains both upside and downside risk due to the late stage of the economic expansion
and uncertainty surrounding the impacts of the TCJA. Significant shifts in taxpayer behavior occurred
in anticipation of and following the passage of the TCJA, resulting in unusual income tax collection
patterns at the end of calendar year 2017 and start of 2018 thatcannot easily be isolated from
underlying economic conditions. Considering these factors, revenue estimates in this forecast carry a
higher than usual margin of error.

Legislative impacts. Table 9presents the General Fund revenue impacts of laws enated during the
2018 legislative session. Legislation expected to change General Fund revenue by less than $5,000 is
omitted.

Triggered tax expenditure impacts. The Historic Preservation Income Tax Credit is triggered on for
tax year 2018 because the Deember revenue forecast projected sufficient revenue to allow 6 percent
growth in General Fund appropriations in FY 2017 -18. The Gross Conservation Easement Tax Credit
is expected to become partially refundable in tax year 2019 and tax year 2020 because thstate is
expected to collect a TABOR surplus in each of FY201819 and FY201920.
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Table 9
2018 Legislation Affecting General Fund Revenue
Dollars in Millions

Major Legislation Passed in 2018 2017-18 2018-19 2019-20
Income Tax
HB 18-1004: Continue Child Care Contribution Tax Credit -$16.2
HB 18-1060: Income Tax Deduction For Military Retirement Benefits -$1.1 -$2.9
HB 18-1185: Market Sourcing For Bus Inc. Tax Apportionment -$2.9t0 $8.6 -$6.1 to $18.3
HB 18-1190: Modify Job Creation Main Street Revitalization Act Impacts begin in FY 2020-21
HB 18-1202: Income Tax Credit Leave Of Absence Organ Donation -$0.06
HB 18-1208: Expand Child Care Expenses Income Tax Credit -$1.9 -$3.7
HB 18-1217: Income Tax Credit For Employer 529 Contributions -$0.03 -$0.05
HB 18-1267: Income Tax Credit For Retrofitting Home For Health -$0.1 -$0.3
SB 18-007: Affordable Housing Tax Credit Impacts begin in FY 2020-21
SB 18-200: Modifications to PERA to Eliminate Unfunded Liability -$2.1 -$4.3 -$3.2
Total Income Tax Impact -$2.1 -$10.3 -$32.5
Sales and Use Tax
HB 18-1218: Definition Of Veterans' Orgs For Sales & Use Tax -$0.06 -$0.06
HB 18-1315: Manufactured Home Sales Tax Exemption -$0.81
HB 18-1350: Machine Tool Sales Tax Exemption For Scrap Metal -$0.04 -$0.08
Total Sales and Use Tax Impact $0.0 -$0.10 -$0.95
Other Miscellaneous Revenue
SB 18-056: Civil Jurisdiction Of County Courts And Filing Fees $0.01 $0.03
SB 18-234: Human Remains Disposition Sale Businesses <$0.05 <$0.05
HB 18-1154: Protect Consumer Solicit Public Record Copy For Fee <$0.02 <$0.02
Other Miscellaneous Revenue Impact $0.0 <$0.08 <$0.10
Revenue Impact of 2018 Legislation -$2.1 -$10.3 -$33.4

Note: Bills with minimal impacts (less than $5,000) are excluded.
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Expiring tax expenditures. This forecast estimates state revenue under current state and federal law.
Under current state law, certain tax expenditures available now are scheduled to expire in future
years. The forecast includes upward adjustments to revenue projectionsto account for the expiration
of these tax expenditures.

Individual income tax. / Eal UUw OI witdividual nddise) faxy Gre the most significant
contributors to the General Fund. For the current FY 201718, the tax is anticipated to account for
roughly 60 percent of General Fund revenue, net of the diversion to the State Education Fund. The
tax is assessed at a rate of 4.68ercent and applied to Colorado ta xable income earned by households,
non-corporate businesses, estates, and trusts.

Individual income tax revenue surged in FY 201718, increasing 10.8percentin the first eleven months
of the fiscal year relative to the same period last year. At the close of the current fiscal year, individual
income tax revenue is expected to top $7.5 billion on an accrual accounting basis, representing an
increase of 11.3 percent from last year.

Most of the increase for the current year is attributable to a strengthening Colorado economy. Tax

withheld from wage and salary income (Figure 3, left) represents the largest component of the

individual income tax. Wage withholding is poised to increase 7.4 percent on a cash accounting basis,

with strength throughout the fisc al year. Employers withhold more tax when they employ more
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increasingly motivated to increase compensation in order to compete for skilled employees in scarce

supply .

Figure 3
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 May 2018. May
2018 data are preliminary.

The 2018 tax season provided a boost to state revenue. During the current fiscal year, projected

15.5percent growth in cash payments made with tax returns will more than offset a 2.3 percent climb
in tax refunds. The spike in cash payments suggests thattaxpayers earned more money in 2017 than
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was anticipated in their withholding forms (in the case of employees) or their quarterly estimated tax
remittances (in the case of business owners and investors).

Individual income tax revenue will increase 6.0 per cent to nearly $8.0 billion in FY 201819 and

5.8percent to over $8.4 billion in FY 201920. Much of this growth is attributable to changes to federal

law enacted in the 2017 Tax Cuts and Jobs Act. The federal policy generally lowered federal tax rates
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liability on net. However, since Colorado taxable income derives from federal taxable income, the Tax

Cuts and Jobs Act is expected to increase Colorado incomeax revenue on net.

Impacts of federal tax reform have already been felt in estimated income tax payments, which surged
at the end of 2017 as taxpayers pushed to take advantage of expiring income tax deductions In
FY 201819, they are expected to contrbute to higher spring tax bills, when taxpayers will be required
to remit tax above the amounts withheld for tax year 2018. Beginning in 2019 and continuing through
FY 201920, tax policy changes will contribute to higher monthly withholding figures. The forecast
assumes that the state Department of Revenue will publish withholding tables requiring that more
state tax be withheld beginning in 2019

Short-term risk s to the forecast are skewedto the upside as the economy continues to excel and tax
reform impacts continue to manifest. The forecast carries more downside risk toward the end of the
forecast period as the economic outlook grows less certain

Sales taxes. The 2.9 percent state sales tax is assessed on the purchase of goods, except those
spedfically exempted, and a relatively small collection of services. Sales tax receipts are expected to
increase 7.3 percent to total $2.9 billion during the current FY 201718, and will grow at the more
modest rates of 5.4 percent in FY 201819 and 4.7 perent in FY 201920, as shown in Table 10
Beginning with th e March 2018 forecast, Table 1@istinguishes between revenue attributable to the
2.9percent state sales tax and the special state sales tax on retail marijuana; these amounts were
combined in previous versions of this table.

Sales tax collections increased 6.9 percent over the first eleven months othe current fiscal year
(Figure 3, right), reflecting higher household incomes and improved consumer confidence. The TCJA
is expected to provide a small boost to consumption in FY 2017-18 and FY 201819. Strong
employment growth and moderate wage growth both have contributed to increased sales tax receipts
this year as well. Growth in sales tax collections is expected to moderate slightly but continue to
outpace changes in prices and population.

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 the current fiscal year, rising 18.7 percent over the
first eleven months of the year. Elevated collections are due in significant part to strong performance
in the energy industry. Revenue is expected to @mntinue to grow at robust rates through the forecast
period, increasing 19.5 percent in the current FY 201718 before adding 9.1percent in FY 201819 and
6.2 percent in FY 201920. The forecast represents upward revisions to March expectations primarily
as a result of current year performance. Expected collections were revised upward by $8.7 million in
FY 201718 and $11.0 million in FY 201819.
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Projections for FY 201819 incorporate an additional use tax revenue increase attributable to
House Bill 10-1193, which took effect earlier this year. Under the bill, online retailers who do not
collect sales tax on purchases made by Colorado residents are required to notify purchasers and the
Department of Revenue of the resulting use tax obligation. A boost to tax revenue is expected to
materialize as businesses become familiar with the law and improve compliance.

Corporate income taxes. Corporate income tax collections are forecast to increase 40.g¢ercent in

FY 201718 to $715.0 million. Corporate income tax collections in the first eleven months of the fiscal

year haveincreased significantly on a strong economy and high corporate profits. Corporate income

tax revenue will continue to increase in FY 201819to total $778.8 million. As the stimulus from the

federal tax law recedes, corporate income tax revenue will decline 4.3 percent in FY 20190 to

$745.0million. The three years ofthe current forecast period are expected to represent the three
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Compared with the March forecast, the estimated FY 201718 corporate income tax revenue was
increased by $100.1 million due to higher than estimated collections in the first eleven months of the
fiscal year. Revenue was extremely strong in March and April when many corporations pay their
guarterly and annual taxes. Forecasted corporate income tax revenue was increased relative to March
by $120.0 million in FY 201819 and $43.5 million in FY 201920 assuming underlying strength in the
economy will continue through the forecast period.

Tobacco Master Settlement Agreement. For the current FY 201718 only, Table 10 includes
$110.7million in General Fund revenue attributable to the Tobacco Mast er Settlement Agreement
(Tobacco MSA). Colorado receives annual TABORexempt Tobacco MSA payments that are generally
credited to the Tobacco Litigation Settlement Cash Fund. This spring after publication of the March
forecast, the Attorney General signed a supplementary agreement under the Tobacco MSA to resolve
a backlog of disputes between tobacco manufacturers and the state. The supplementary agreement
resulted in a one-time release of previously disputed payments from a privately managed escrow
account. Under a preexisting state law, the released payments were credited to the General Fund and
not to the Tobacco Litigation Settlement Cash Fund. They are exempt from TABOR as a damage
award.

No such payments are anticipated to contribute to General Fund revenue in the future.
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Table 10

General Fund Revenue Estimates

Dollars in Millions

Actual 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 $2,727.7 55 $2,927.1 7.3 $3,084.7 54 $3,229.5 4.7
2 Use $259.5 7.6 $310.2 19.5 $338.5 9.1 $359.5 6.2
3 Retail Marijuana Sales $98.3 46.0 $159.1 61.9 $181.8 14.3 $198.1 9.0
4 Cigarette $36.6 -1.7 $34.9 -4.7 $34.3 -1.7 $33.6 -1.9
5  Tobacco Products $21.2 0.6 $21.8 2.8 $23.1 6.2 $24.1 4.1
6 Liquor $45.0 3.3 $46.3 2.9 $47.4 2.5 $49.1 3.5
7 Total Excise $3,188.3 6.4 $3,499.4 9.8 $3,709.9 6.0 $3,893.9 5.0
Income Taxes
8 Net Individual Income $6,760.9 3.6 $7,524.2 11.3 $7,978.4 6.0 $8,437.3 5.8
9 Net Corporate Income $509.3 -21.9 $715.0 40.4 $778.8 8.9 $745.0 -4.3
10 Total Income Taxes $7,270.2 1.3 $8,239.1 13.3 $8,757.2 6.3 $9,182.3 4.9
11 Less: Portion Diverted to the SEF -$540.0 3.3 -$617.0 14.3 -$655.3 6.2 -$686.3 4.7
12 Income Taxes to the General Fund $6,730.2 1.1 $7,622.1 13.3 $8,101.9 6.3 $8,496.0 4.9
Other Sources
13 Estate $0.0 NA $0.0 NA $0.0 NA $0.0 NA
14 Insurance $290.5 3.6 $310.3 6.8 $322.4 3.9 $334.0 3.6
15 Pari-Mutuel $0.6 -6.6 $0.5 -9.9 $0.5 -7.9 $0.4 -6.4
16 Investment Income $14.7 18.6 $11.2 -24.1 $17.6 56.9 $23.3 32.7
17 Court Receipts $4.1 17.4 $4.2 2.6 $4.4 4.4 $4.5 35
18 Tobacco Master Settlement Agreement? NA $110.7 NA NA
19 Other Income $47.3 109.8 $34.7 -26.7 $35.9 35 $37.1 3.4
20 Total Other $357.2 11.8 $471.6 32.0 $380.8 -19.3 $399.5 4.9
21 | Gross General Fund Revenue $10,275.8 3.1 $11,593.1 12.8 $12,192.5 5.2 $12,789.4 4.9
Totals may not sum due to rounding. NA = Not applicable. SEF = State Education Fund.
1The state received $110.7 million in April 2018 as part of a supplementary legal agreement signed within the framework of the Tobacco Master Settlement Agreement.
This amount represents a release of previously disputed payments and, per statute, is credited to the General Fund. No such revenue is expected in the future. This
money is exempt from TABOR as a damage award.
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Cash Fund Revenue

Table 11 summarizes the forecast for cash fund revenue subject to TABOR. The largestrevenue
sources are motor fuel taxes and other tansportation -related revenue, gaming taxes, and severance
taxes. The end of this section also presents the forecasts for @rijuana sales and excise tax, Federal
Mineral L ease, 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 201617. This revenue is expected to
fall 18.1 percent to $2.2%illion in FY 2017-18. Thedrop in revenue is attributable to the elimination
of the Hospital Provider Fee and the 2.9 percent sales tax on retail marijuana in Senate Bill 17267.
These reductions more than offset expected increases in transportation-related and severance tax
revenue. Yearover-year changes in other cash fund categories are minimal.

Total cash fund revenue subject to TABOR will rebound from this lo wer level by 8.3 percent to
$2.46billion in FY 2018-19, and will increase 1.2percent to $249billion in FY 201920, as most revenue
sources are projected to rise.

Transportation -related revenue subject to TABOR totaled $1,220.3 million in FY 201617.
Transportation funding will increase 3.3 percentin FY 2017-18 to $1,260.7 million and grow 2.1 percent
in FY 201819. The forecast for TABOR revenue to transportation-related cash funds is shown in
Table 12 on page 25

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 taxcollections increased
3.2percent in FY 201617 to $629.4 million. In FY 201718, fuel tax collections are expected to grow
1.6 percent and reach $639.3 million. The HUTF also receses revenue from other sources, including
registration fees. In FY 201617 total registration fees equaled $369.0 million and they are expected to
increase 3.8percent to $383.0 million in FY 201718. Total HUTF revenue is expected toincrease
2.5percent to $1,092.6 million in FY 2017-18 and 1.7 percent to $1,111.fillion 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. The HUTF revenue is subject to TABOR when it is 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 into the SHF fluctuates
based on local budgeting decisions and large anrual fluctuations are common. SHF revenue subject
to TABOR is expected to increase 11.7 percent to $44.7 million in FY 20218 and increase 5.4 percent
to $47.1 million in FY 201819.

Revenue to the Statewide Bridge Enterprise is not subject to TABOR and is shown as an addendum
to Table 12 Revenue to this enterprise is expected to grow 39 percent to $110.8 million in FY 201718
and 2.0 percent to $113.0 million in FY 201819. The bridge safety surcharge fee collections typically
grow at the same rate asvehicle registrations.
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Table 11
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 $1,260.7 $1,287.0 $1,307.1
Percent Change 3.0% 3.3% 2.1% 1.6% 2.3%
Hospital Provider Fee! $654.4 NA NA NA
Percent Change -18.6%
Severance Tax $19.5 $108.2 $215.2 $172.7
Percent Change 3.0% 455.2% 99.0% -19.8% 107.0%
Gaming Revenue? $103.7 $106.7 $108.3 $108.7
Percent Change 0.9% 2.9% 1.5% 0.4% 1.6%
Insurance-Related $10.3 $16.2 $19.5 $19.6
Percent Change -9.6% 57.2% 19.9% 0.7% 23.8%
Regulatory Agencies $75.5 $79.4 $82.0 $83.9
Percent Change 9.8% 5.1% 3.2% 2.4% 3.6%
Capital Construction Related T Interest® $4.6 $5.4 $7.1 $6.5
Percent Change -12.2% 17.3% 30.8% -7.6% 12.3%
2.9% Sales Tax on Marijuana* $40.9 $18.5 $14.3 $14.5
Percent Change 28.6% -54.6% -22.8% 1.3% -29.2%
Other Cash Funds $646.5 $677.5 $728.3 $777.2
Percent Change -7.6% 4.8% 7.5% 6.7% 6.3%
Total Cash Fund Revenue $2,775.6 $2,272.6 $2,461.6 $2,490.2
Subject to the TABOR Limit -5.2% -18.1% 8.3% 1.2% -3.6%

Totals may not sum due to rounding. NA = Not applicable.
*CAAGR: Compound average annual growth rate for FY 2016-17 to FY 2019-20.

Pursuant to Senate Bill 17-267, the Hospital Provider Fee subject to TABOR has been repealed.
2Gaming revenue in this table does not include Amendment 50 revenue, 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 12
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 $639.3 $649.2 $658.2 1.5%
Percent Change 3.2% 1.6% 1.6% 1.4%

Total Registrations $369.0 $383.0 $390.8 $397.9 2.5%
Percent Change 3.6% 3.8% 2.0% 1.8%
Registrations $218.4 $226.8 $231.3 $235.4
Road Safety Surcharge $130.6 $135.6 $138.3 $140.8
Late Registration Fees $20.1 $20.6 $21.2 $21.8

Other HUTF Receipts? $67.0 $70.3 $71.2 $71.9 2.4%
Percent Change 3.9% 4.8% 1.3% 0.9%

Total HUTF $1,065.4 $1,092.6 $1,111.2 $1,128.0 1.9%
Percent Change 3.4% 2.5% 1.7% 1.5%

State Highway Fund (SHF)? $40.0 $44.7 $47.1 $49.6 7.4%
Percent Change -23.4% 11.7% 5.4% 5.3%

Other Transportation Funds $114.9 $123.4 $128.7 $129.5 4.1%
Percent Change 12.3% 7.5% 4.2% 0.6%
Aviation Fund? $23.1 $27.8 $31.1 $30.5
Law-Enforcement-Related* $8.8 $8.9 $9.2 $9.3
Registration-Related® $83.0 $86.7 $88.5 $89.7

Total Transportation Funds $1,220.3 $1,260.7 $1,287.0 $1,307.1 2.2%
Percent Change 3.0% 3.3% 2.1% 1.6%

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).

SIncludes revenue from aviation fuel excise taxes and the 2.9 percent sales tax on the retail cost of jet fuel.

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

SIncludes revenue from Emergency Medical Services registration fees, emissions registration and inspection fees, motorcycle
and motor vehicle license fees, and 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 $110.8 $113.0 $115.0 2.0%
Percent Change -0.6% 3.9% 2.0% 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 201617, the Hospital Provider Fee was repealed on July 1, 2017. Under Senat8ill

17-267, hospitals now remit a Healthcare Affordability and Sustainability Fee to a new TABOR

enterprise. Beginning in the current FY 201718, fee and interest eanings are omitted from Table 8
and Table 11because they are enterprise funds exempt from TABOR. For all three years of the current
i OUI EEUQwx1 UBOE qul WIOIE w anitkbie I Olincids $16.7 million in fee revenue that
is authorized to be spent for nonexempt programs and thus subject to TABOR.

Severance taxrevenue including interest earnings is expected to total $108.2 million in FY 201718 and
$215.2 million in FY 201819, as shown in Table 13 Relative to other revenue sources, severance tax
revenue is extremely volatile because the value of natural resources severed from the earthfluctuates
considerably with changes in commodity prices. In addition, producti on is extremely responsive to
natural resource prices where, small changes in expected prices drive investment decisions. The
forecast for severance tax revenue is $31.4nillion higher in FY 2017 -18 and $79.3 million higher in
FY 201819 than forecast in March, reflecting year-to-date collections for the current budget year and
continued economic growth through the forecast period. Table 13 summarizes the forecast for
severance tax revenue.

Table 13

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 $95.2 $203.1 $160.6 241.7%
Percent Change -22.8% 2265.0% 113.3% -20.9%
Coal $4.2 $3.8 $3.6 $3.4 -6.3%
Percent Change 15.9% -7.9% -5.2% -5.8%
Molybdenum and Metallics $2.9 $2.4 $2.4 $2.4 -6.3%
Percent Change 100.2% -18.4% 0.4% 0.4%
Total Severance Tax Revenue $11.1 $101.4 $209.1 $166.4 146.4%
Percent Change 8.2% 812.2% 106.2% -20.4%
Interest Earnings $8.4 $6.7 $6.1 $6.3 -9.0%
Percent Change -3.3% -19.6% -9.5% 3.4%
Total Revenue to the
Severance Tax Fund $19.5 $108.2 $215.2 $172.7 107.0%
Percent Change 3.0% 455.2% 99.0% -19.8%

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

Severance taxes fromoil and natural gas are forecast to total $95.2 million in FY 201718 and
$203.1million in FY 2018-19. Oil and gas severance tax collections have been strong since the March
forecast, including $40.5 million in collections in April. Given the year -to-date oil and gas severarce
taxes, ongoing oil and gas development and consistent price levels are expected to result in a
113.3percent increase in oil and gas severance taxes &ween FY 201718 and FY 201819. The value
of oil and gas production in 2018 will be recorded for property tax purposes in 2019 and will increase
the ad valorem credit in FY 2019-20, contributing to a 20.9 percent decrease in oil and gas severance
taxes.

Oil pric es in Colorado averaged $64.12per barrel in May 2018, which is expected to be the peak oil
price in the forecast period. The price of oil rose in the spring of 2018 as the global economy improved
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reducing the level of global oil stocks. In addition, geopolitical risks caused the price t o increase
following President Trump z &hnouncement of re-imposing sanctions on Iran. OPEC is scheduled to
meet on June 22, 2018 and it is expected that they will announce increased production targets, ained
in part at keeping the price of oil from increasing and discouraging oil and gas development in the
United States. Given these expectations, the price of oil received by Colorado producersis projected
to average $59.55 per barrel in 2018, $56.93 pemlrel in 2019, and $54.68 per barrel in 2020.

Natural gas prices have been much more stable than oil prices. Producers in Colorado have received
an average price of $2.47 per Mcf in May 2018 and are expected to average $2.86 per Mcf in 2018.
Natural gas producers are able to quickly place natural gas on the market due to new technologies
and existing infrastructure, which will keep natural gas prices below $3.50 throughout the forecast
period. Prices are expected to average $3.23 per Mcf in 2019 andse to $3.39 per Mcf in 2020.

Coal has historically been the second largest mineral source of severance taxes in Colorado after oil
and natural gas. Coal severance tax revenue is expected to decrease 7p&rcent over year-ago revenue
and generate $3.8 milion in severance taxes in FY201718. Coal severance taxes are expected to
decline an additional 5.2 percent in FY 201819 to $3.6million and 5.8 percent to $3.4 million in
FY 201920 as the demand for coal as a fuel for electricity production declines. Utility companies are
realigning their electricity production away from coal toward natural gas and renewable sources.

Metal and molybdenum mines will pay $2.4 million in severance taxes on the value of minerals
produced in FY 2017-18. 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 constant demand, metal and molybdenum severane taxes are expected to be
$2.4million i n each year of the forecast period.

Finally, interest earnings are expected be $6.7 million in FY 201718 and $6.1 million in FY 201819.

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 TABORexempt. The state
limited gaming tax is a graduated tax assessed on casinoadjusted gross proceetlse amount of wagers
collected less the amount paid to players in winnings, in the three state-sanctioned gaming
municipalities: Black Hawk, Central City, and C ripple 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 201617 and is expected to
grow 2.9 percent to $106.7million in FY 201718. Through April, tax revenue alone grew 6.9 percent
from the July-April period in 2017 on the strength of additional wagers and increased adjusted gross
proceeds in the highest tax bracket. By statutory formula, gaming tax revenue subject to TABOR
cannot grow faster than 3.0percent 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 1.5 percent during FY 2018-19.

Under state law, annual growth in gaming tax revenue that exceeds 3.0percent is attributed to
Amendment 50 and exempt from TABOR. Years when total gaming tax revenue grows by more than
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3.0 percent therefore result in disproportionately higher di stributions of Amendment 50 revenue. This
revenue primarily supports the state community college system. In the current FY 201718, gaming
tax revenue has grown by almost 7 percent, resulting in an approximate $4 million inc rease in
Amendment 50 revenue.

Table 14

Tax Revenue from the Marijuana Industry
Dollars in Millions

Preliminary = Forecast  Forecast Forecast
2016-17 2017-18 2018-19 2019-20 CAAGR*

Proposition AA Taxes

Special Sales Tax $98.3 $159.1 $181.8 $198.1 26.3%
State Share $83.6 $143.2 $163.6 $178.3
Local Share $14.8 $15.9 $18.2 419.8
15% Excise Tax $71.9 $76.1 $75.1 $74.3 1.1%
Total Proposition AA Taxes $170.3 $235.2 $256.9 $272.4 26.2%
2.9 Sales Tax (Subject to TABOR)
2.9% Sales Tax on Medical Marijuana $12.4 $12.7 $12.7 $12.8 1.0%
2.9% Sales Tax on Retail Marijuana $28.1 $5.7 $1.4 $1.6
Subject to TABOR Interest $0.3 $0.1 $0.1 $0.1
Total 2.9% Sales Tax $40.9 $18.5 $14.3 $14.5 -29.2%
Total Taxes on Marijuana $211.1 $253.8 $271.3 $286.9 10.8%

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

After four and a half years, the marijuana market is maturing leading to moderating growth rates for
marijuana tax revenue . Total marijuana tax revenue is expectedto reach $253.8 million in FY 201718
and $271.3 million in FY 201819. The majority of the revenue from the marijuana industry is voter
approved revenue exempt from TABOR, however the 2.9 percent state sales tax is included in the
UUEUIT z UwUI Tt révéhuesdrordraafjlaha sales is shown in Tablel4.

The largest source of marijuana revenue, the special sales tax is expecteto reach $159.1 million in
FY 201718 and $181.8 million in FY 201819. Excise tax revenue is forecast to reach $76.1 midn in
FY 201718 and $75.1 million in FY 201819. The excise tax is based on the wholesale price of
marijuana. Initially, the wholesale price was calculated by the Department of Revenue and consistent
for each type of marijuana sold. In 2017,statelaw was amendedto allow cultivators to use the contract
rate for marijuana has declined as cultivators become more efficient and more cultivators use the
contract price, which is generally lower than the wholesale price. The effect of these two trends is a
reduction in the excise taxes paid for the same amount of marijuana, which is expected to continue
through the forecast period.

The 2.9 percent statesales tax rate applies to medical marijuana and marijuana accessories purchased
at a retail marijuana store. Medical marijuana sales tax revenue is expected to remain flat through the
forecast period, generating about $12.7 million in FY 201718 and FY 2A819. Retail marijuana is
exempt from the 2.9 percent state sales tax starting July 1, 2017. Retailsrhave remitted a total of
$4.8million year -to-date in FY 201718, which is higher than tax collections from taxable marijuana
accessories. Taxpayersre either continuing to collect the 2.9 percent sales tax on marijuana sales or,
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more likely, filing sales tax returns for periods prior to FY 2017 -18. It is assumed that the 2.9 percent
sales tax remitted from retail marijuana dispensaries will decline in FY 201819 and FY 201920 as sales
tax returns from prior periods when retail marijuana was taxable are processed. 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.FML revenue is
expected to increase 1.4ercent from the previous year, to $92.2 million in FY 2017-18. FML revenue
is forecastto increase 13.3 percent in FY 20189 to $104.5 million as the state fulfills its obligations for
previous payments associated with canceled leases on the Roan Plateau. FML revenue will increase
3.6 percent in FY 201920 to $108.2 million.

Forecasts forUnemployment Insurance (Ul) Trust Fund revenue, benefit payments, and year-end
balance are shown in Table 15 Revenue to the Ul Trust Fund has notbeen subject to TABOR since
FY 200910 and is therefore excluded from Table 11. 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 fa other cash funds in Table 11

Theend® OT WEEOEOQEIT wi OU wind was$T7EOE dillion id EM2016+2 7UUp B8 pareént from

Ol T wxUI YPOUUwWI PUEEOwal EVUd ww3 T 1 wi UOEwWlI EVWET O11y BUT Ewi U
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 out the forecast period. A higher
employee chargeable wage base willsupport the fund. The chargeable wage is indexed annually to
the average weekly wage growth. The chargeable wage base is $12(®) for 2018, up $100 from 2017.
The amount of benefits paid from the fund is also expected to continue to fall , further reinforcing the

fund.
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Table 15
Unemployment Insurance Trust Fund
Revenues, Benefits Paid, and Fund Balance
Dollars in Millions

Actual Estimate Estimate Estimate
2016-17 2017-18 2018-19 2019-20 CAAGR*

Beginning Balance $679.8 $739.4 $902.0 $1,082.0

Plus Income Received
Ul Premium $633.0 $554.1 $551.8 $547.6 -4.72%
Interest $15.7 $17.8 $19.0 $20.6

Total Revenues $648.7 $571.8 $570.8 $568.1 -4.33%
Percent Change 1.7% -11.9% -0.2% -0.5%

Less Benefits Paid $466.0 $409.1 $390.8 $37.1 -6.65%
Percent Change -9.7% -12.2% -4.5% -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 $902.0 $1,082.0 $1,271.1 19.80%

Solvency Ratio
Fund Balance as a Percent of 0.66% 0.76% 0.85% 0.97%
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 are firing on all cylinders and appear positioned to flourish in the
near term. Most fundamental indicators suggest that the economy is operating at its peak, with strong
labor markets, improving housing markets, and robust consumer activity. The upswing in energy
prices is proving a boon to Colorado producers, reigniting the stati z U wpoderetl oil and gas
industry. Favorable tax treatment under the Tax Cuts and Jobs Act is strengthening business
activity beyond what would otherwise be expected at this stage of the business cycle. The policy
change isaccelerating short-term growth, but may be borrowing against futur e investment. The
expansion islong-lived and remains poised to become the longest on recod. However, structural
factors| primarily demographics | have conspired to limit the strength of economic growth.

The economic expansion is expected to weaken during the forecast period as the business cycle comes
to a close. The Federal Reserve has already begurio apply the brakes this year, raising interest rates
to rein in rising inflationary pressure s. As interest rates fise, households are expected to reprioritize
savings at the expense of some spending, which will reduce growth capacity. Employers are already
constrained by labor shortages, which will be exacerbated as veteran workers age out of the labor
force. Theseconstraints are cyclical certainties and are expected to emerge over 2019 and 2020 as the
expansion wanes.

Short-term risk to the economic outlook comes mostly from abroad. The global economy has
experienced volatility in the face of rising commodity pri ces, fluctuations in the U.S. dollar, and
uncertainty over trade agreement negotiations. Closer to home, arelatively strong dollar, retaliatory

tariffs, and drought conditions threat enUT 1 wUUEUT z UwET,everEablabop prides redd@iE U U U U &
The fiery Colorado housing market also poses challenges. The elevated cost of livings pricing out

many buyers, contributing to slower anticipated population growth and crimping consumer
expenditures elsewhere in the economy.

This forecast anticipates strong growth in the near -term that is expected to taper off through 2020.
Tables 17 and 18n pages64 and 65present histories and expectations for economic indicators for the
U.S. and Colorado, respectively.

Gross Domestic Product

The economic expansion isbroad-based and longlived. The U.S. economy is on track to record its

longest expansion ever. Real gross domestic product (GDP), an estimate of the inflation-adjusted

value of final U.S. goods and services, grew moderately in the first quarter of this year following a

strong end to 2017 Solid gains in businessinvestment EOOUDOUT wUOOWEOOUUI Uwi UbbpL(
economy continues to outpace the nation only Washington State grew more quickly during 2017 .

U.S. and Colorado GDP is expected to continue to grow in 2018 and 2019with the federal Tax Cuts

and Jobs Act providing a near-term boost to consumer spending and business activity. The change in

policy, however, poses a risk of pulling future economic activity f orward at the expense of longer-term

growth.

June 2018 Economic Outlook Page 31



Figure 4
Contributions to Real U.S. Gross Domestic Product
Seasonally Adjusted Annual Rates
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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.

Real GDP grew at annual rate of 2.2 percent in the first quarter of 2018. Contributions to growth came
from all four main components of GDP with solid gainsin investment by businesses Despite a decline
in residential inve stment, total private domestic spending grew 7.2 percent from the previous quarter.
Since mid-2017, business investment, specifically nonresidential fixed investment, has steadily picked
up pace. Consumer spending, which accounts for more than two-thirds of U.S. economic activity,
grew by 1.0 percent, following a healthy gain of 4.0 percent in the fourth quarter. Government
spending and investment contributed modestly to economic growth. U.S. exports rose at 4.2 percent,
a slower rate than the prior quarter. However, trade on net was nearly inconsequential as strong
consumer demand for imports mostly offset economic gains from exports. Figure 4 presents the
annualized change in real U.S. GDP and contributions from it s four major components.

The current expansion is weaker than prior expansions. The presentday economic expansion
surpassed the 1960s expansion to become the second longest on record in U.S. history. Only the 1990s
expansion endured longer, lasting 120 months relative to 109months for the current expansion
through the first quarter of this year. However, this expansion remains weaker than the 1990s
expansion and other prior episodes of economic growth, as shown in Figure 5.

Many factors have contributed to slower growth. The mos t significant is demographic change, which
has slowed population growth, weakened consumer activity, and modified spending patterns as a
higher share of the population enters retirement. Structural changes in the economy, including
technological change ard shifts toward automation, have slowed growth in la bor productivity and
wages, causing negative downstream impacts on consumption and shifting business spending toward
cost saving, capital intensive investments. Wage growth has sprung to life in recent months, and
business investment has accelerated, offering positive signs for business and consumer activity.
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Figure 5
U.S. Economic Growth in Recovery and Expansion
Index of Quarterly Growth since the Start of the Past Four Recoveries
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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.

"OOOUEEOzUwi EOOCOOCAaWPUWESOONWwOWT WOBHHO Qb tuw¥ UOET OUWw®
real GDP increased 3.6 percent in 2017, the second highest annual growth rate in the nation. Only

6EUI DOT UOOzZUwKGKwxT UET OUwPOEUI EUI whEUwi EVUTI UwbOuwl Yh
broad-based across most industries, with 19 of 20 sectors regstering a positive year-over-year

contribution to GDP. The exception was agriculture, where abundant supply and low prices

conspired to hurt producers. The mining industry has benefited from higher oil prices and a smaller

POUOI OUEIT Owb i bréhy cosin@CrohEderde addibldyant housing market have allowed

the state to outperform the national economy. Figure 6 shows the percent change in real GDP by state

from 2016 to 2017.

1 Real U.S.GDP is expected to increase 2.9 percent in 2018 and 2.8ercent in 2019. Nearterm
stimulus to business investment and consumer spending from the Tax Cuts and Jobs Actwill
provide a short-term boost to GDP growth.

Demographics

Population growth has slowed. Data published by the U.S. Census Bureau in December show a
slowdown in Colorado population growth attributable primarily to slower net migration. Lower
levels of net migration reflect fewer new residents to the state and more residents moving elsewhere.
Slower population growth will contribute to  a tightening state labor market. Locations outside of
Colorado are proving more affordable to many would -be residents of the stae as housing costs
continue to rise in Colorado. Several other factors are also contributing to slower net migration and
population growth. Economic growth has improved in many areas of the U.S., offering encouraging
job prospects in less expensive area. Additionally, ¢ onsistent with nationwide trends, international
migration to Colorado has also slowed due to changes in federal immigration policy and improved
economic prospects abroad. Birth rates have fallen, which has also contributed to slower pop ulation
growth.
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Figure 6
Percent Change and Ranking in Real GDP by State, 2016 to 2017
(A ranking of 1 indicates the fastest growth)
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Data source: Bureau of Economic Analysis. Map prepared by Legislative Council Staff.
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The aging population is slowing economic activity. = Demographic change actively affects economic

performance acrossthe U.S. and in Colorado, influencing the supply of labor, income, consumption,

and inflation. An increasing share of the baby boomer generation | those born between 1946 and

1964| is retiring, causing labor force participation to decline and slowing in come and consumption

TUOPUT wOYTI UwUT T wOOOT wUUOS ww! EUI EwOOwxUONT EOBDOOUWUIT OI
prime working age population, comprising persons between ages 25 and 54, is projected to fall from

a high of 47 percent d the populati on in 2001 to 41percent by 2020 (Figure?, 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 7, right). In particular, the average earning

and consumption levels of those in the U.S. peak between ages 45 and 54 and decline steadily

OTT Ul ETl Ol UBww UwlT T wWEEEAWEOOOI Uwi i 01 UEUDPOOwWUI EET 1 EwU
EPYDPEI OE 02 wO E edoromicugfoavtinid thé)1030$ and 2000s.

Figure 7
Selected Demographic Indicators
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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.

The current expansion has been less impressive than in previous business cycles in part because of the
demographic drag on the U.S. and Colorado economies, which is expectedto 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 consumpti on 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 economicdata suggest that members of the millennial generation| those born between
1980 and 1999 spend more on experiences, such as travel and dining out, and less on things, such
as apparel, books, and food consumed at home, than previous generations did at their age. Millennials
are also making different decisions than prior generations with respect to housing, which makes up
the largest share of household expenses (over 4@ercent in the Denver-Boulder-Greeley combined
statistical area). National data from the Consumer Expenditure Survey suggest that relative to prior
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generations aged25to 34, millennials are less likely to own a home, more likely to rent or share

housing, 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.

i1 With the slowdown in net migration to the state, Colorado population growth is projected to grow
1.3 percent in 2018 and 2019.

Business Income and Activity

Business activity and incomes are expected to continue to grow throughout the forecast period.
Commodity prices for metals and crops have picked up as a result of stronger global demand,
boosting industrial production, manufacturing , and export activity. However, rising wage and
inflationary pressures will increase business costs, which may constrain future business opportunities.
The federal Tax Cuts and Job Act is expected to increase aftertax profits of corporations and business
owners, which may result in additional business investments and boost productivity. The extent and
duration of the boost, however, is uncertain. Additionally, business benefits from tax reform may add
additional competition to a tight business environment.

Businesses arepropelling future growth. Figure 8 shows selected measures of business activity.
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can serve as valuable leading indicators that suggest future economic perfamance. Business

investment and x U O x UD | &h@ todtinuadt®iBcrease through the start of 2018, while corporate

profits after tax were more volatile (top left) . Investment in equipment and intellectual property

continually increased in 2017, resulting in 8.0 percent growth between the first quarter 2017 and the
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2018 and the first quarter of 2017.Corporate profits after tax were 0.1percenthigher in the first quarter

of 2018 than the first quarter of 2017; however, corporate profits increased 7.8 percent between the

fourth quarter of 2017 and the first quarter of 2018.
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business activity index indicate expanding business activity. The manufacturing index has been in
expansionary territory (with values above 50) for the past 21 months, reading 58.7 in May
(Figure 8,top right) . The broader non-manufacturin g business activity index read 59.1in April. The
non-manufacturing index has consistently over -performed the manufacturing index since the end of
the 200809 recession. However, the two indices converged in 2017 when the oil and gas sector
rebounded following an industry -specific recession in 2016 The Federal Reserve Bank of Kansas City
produces a manufacturing index similar to the ISM index for businesses within its region, which
includes Colorado as well assix other states. The Kansas City Fedndex strengthened to 79.0in May
as shown in Figure 9, the second consecutive month that the index reported all time highs. Despite
extremely robust manufacturing activity now, firms report optimism about future opportunities for
expansion.

As measured by the Federal ReserveBoard of Governors, industrial production (Figure 8, bottom left)
increased 3.4 percent in the first five months of 2018 over year-ago levels. Production accelerated at
the end of 2017 as the Gulf Coast recovered from the calamitous2017 Atlantic hurricane season.
Following this rebound, growth has moderated year -to-date. New orders (Figure 8, bottom right)
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continue to increase as the expansion matures and global markets improve. Total new orders
increased 7.8percent in the first four months of 2018 compared with the same period in 2017,and new
orders for durable goods increased 9.0percent, partially on the strength of increased orders for civilian

aircraft.

Figure 8
Selected Indicators of U.S. Business Activity
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Figure 9
Business Activity in Tenth Federal Reserve District
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Source: Institute for Supply Management (ISM) and Federal Reserve Bank
of Kansas City.

*The Tenth District composite index is adjusted to the ISM scale. The Tenth
District includes Colorado, Nebraska, Oklahoma, Kansas, Wyoming, and
portions of New Mexico and Missouri.

Tax reform shook up stock markets. Passage of the federal Tax Cuts and Jobs Act helped téuel stock
markets at the end of 2017. Thus far this year, markets have been volatile in response to trade policy
discussions, interest rate speculation, and industry-specific headlines (Figure 10, left). Many
companies chose to use their tax windfall to buy back an estimated $178billion worth of stock in the
first quarter of 2018. Volatility indicators continue to reflect heightened concern about future
fluctuations. The Chicago Board Options Exchange (CBOE) Volatility Index is based on S&P 500
option prices. When the index goes up, it indicates nearterm expectations for market volati lity. As
illustrated in Figure 1 0 (right), the index spiked at the start of February and remains elevated relative
to the period of historically low volatility in 2017.

Figure 10
Selected Indicators of Stock Market Activity
Stock Market Growth Comparisons CBOE Volatility Index (VIX)
400 Dpow Jones Industrial Average 80
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Source: S&P Dow Jones Indices LLC and NASDAQ Source: Chicago Board Options Exchange (CBOE).
OMX Group.
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Labor Markets

U.S. and Colorado labor markets continue to pick up momentum in 2018; however, historically low
unemployment rates and signs of growing worker shortages suggest the labor market is at or beyond
its optimal capacity . Colorado labor market activity continues to outpace that of the nation as a whole,
and the state unemployment rate remains among the lowest in the country. Wage gains in 2018 and
2019 will pull more workers into the labor force, sustaining employ ment growth, albeit at reduced
levels. Figure 11 compares labor market activity for the U.S. and Colorado.

Strong labor markets are counteracting structural shifts. " OOOUEE Oz UWOEEOU wI OQUET wx EL
climbing in spite of an accelerating number of annual retirements. As shown in the bottom pane | of

Figure 11, labor force participation fell during the first five years of the current expansion, a

demographic idiosyncrasy inconsistent with the early years of all other recent expansions. Growing

labor force participation since 2015 suggests that the tight labor market is now strong enough to

counteract demographic and structural shifts toward automation , which have reduced demand for

lower -skilled workers in many industries, including manufacturing and information services sectors.

Positive trends in the labor force participation rate will sustain employm ent growth through the

forecast period.

Figure 11
Selected U.S. and Colorado Labor Market Indicators
Nonfarm Employment Unemployment (U3) &
Index January 2010 = 100 Underemployment (U6) Rates
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Source: U.S. Bureau of Labor Statistics. Data are seasonally adjusted and are through May 2018.
*Underemployment rates for Colorado are shown as four-quarter averages, while data for the U.S. are monthly.
**Labor force participation is calculated as the percent of the civilian population, age 16 and older, who are
working or seeking employment.
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The job market is still growing. U.S employers continue to add employees to their payrolls at a
healthy pace. On average, employers added 194,000 new jobs each month over the past 12 months.
In May 2018, U.S. employment rose 1.6 percent over yeamago levels. Job growth has remained
broad-based across supesectors, with professional and business services and education and health
services sectorsadding the most jobs since May 2017 (Figure 2). Job gains in the construction and
manufacturing industries continue to trend upward; these sectors added 270,000 and 245,000 jobs,
respectively, since May 2017 Mining and logging employment continue s to show considerable
improvement in recent months as oil production and investment has surged with rising oil prices.
However, mining and logging employment remains well below its peak level of 900,000 jobs in early
2014.

Figure 12
U.S. Job Gains and Losses by Industry
Year-over-Year Change, May 2018 over May 2017

Thousands of Jobs Percent Change
Professional & Business Services 443.0 1 2.4%
Education & Health Services 385.0 ] 1.9%
Health Care & Social Assistance 338.5 ] 2.0%
Trade, Transportation & Utilities 327.0 ] 1.3%
Construction 270.0 4.1%
Manufacturing 245.0 1 21%
Leisure & Hospitality 227.0 1 1.6%
Accommodation & Food Services 214.8 1 1.7%
Administrative & Support Services 210.7 1 2.6%
Professional & Technical Services 186.9 1 2.3%
Transportation & Warehousing 149.1 1 3.0%
Retail Trade 121.7 1 0.8%
Financial Activities = 110.0 ] 1.5%
Other Services 83.0 ] 1.7%
Local Government 58.0 ] 0.6%
Wholesale Trade 56.8 1 1.2%
Real Estate, Rental, & Leasing 55.1 1 2.9%
Finance & Insurance 54.0 ] 1.0%
Mining & Logging M 530 1 86%
Educational Services 46.3 ] 1.3%
Management of Companies & Enterprises 30.5 ] 1.5%
Arts, Entertainment, & Recreation 11.9 1 1.1%
Government | 2.0 0.1%
Utilities -0.3 0.1%
Federal Government -19.0 0.7% [
Information Services  -21.0 1 0.7% [
State Government  -37.0 -0.7% [

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

The U.S. unemployment rate fell to an 18-year low of 3.8 percent in May 2018, continuing a yearlong
downward trend and suggesting that recent job growth has been sufficient to absorb the workers
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discouraged workers and those who work part -time but desire full -time work, was 7.6 percent in

May 2018, down from 8.4 percent in the samemonth one year ago (Figure 11, top right) .
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country. Job growth has accelerated slightly thus far this year after slowing in the last half of 2017.
Howev er, total job growth has fallen compared to earlier periods in the current economic expansion,
suggesting the presence of capacity constraints Jb growth peaked at 3.8 percentin early 2015.
Colorado employment rose 2.5 percent through May over year-ago levels, and gains occurred aaoss
nearly all sectors (Figure 13). Strong residential and nonresidential construction activity continues to
drive demand for construction workers. Relative to a year ago, the industry has added 9,700jobs to
its payrolls, a 6.0 percent increase. The leisure and hospitality supersector, which includes the arts,
entertainment, and recreation and accommodation and food servicessectors, continues to benefit from
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continues to trend upward as oil prices improve.

Figure 13

Colorado Job Gains and Losses by Industry
Year-over-Year Change, May 2018 over May 2017

Thousands of Jobs Percent Change
Leisure & Hospitality 16.1 | 153%
Professional & Business Services 13.3 1 3.7%
State Government 10.7 1 4.3%
Trade, Transportation & Utilities 10.5 :l 2.5%
Accomodation & Food Services 9.5 1 3.9%
Government 9.5 ] 1.3%
Construction 8.8 1 6.0%
Arts, Entertainment & Recreation 6.6 ] 125%
Professional, Scientific & Technical Services 6.5 1 3.6%
Administrative & Support Services 6.4 | 4.4%
Retail Trade 5.9 1 2.3%
Health Care & Social Assistance 5.1 ] 1.9%
Transportation & Utilities 4.3 1 57%
Education & Health Services 3.0 ] 1.2%
Mining & Logging 3.0 1 13.3%
Manufacturing 3.0 ] 2.5%
Information 2.6 | 41%
Real Estate 0.7 1 2.6%
Financial Activities 0.7 1 0.8%
Management of Companies & Enterprises 0.4 | 1.0%
Wholesale Trade 0.3 1 0.7%
Local Government 0.2 1 0.7%
Finance & Insurance 0.1 | 0.5%
Federal Government -1.4 2.6% [
Educational Services 2.1 -45% [
Other Services 210 2.0% [

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

"OOOUEEOz UwUOI st @aohy the IbwedtEnlHe wountry and the number of new and
continued unemployment claims remain snear historical lows. The stateunemployment rate dropped
to 2.8 percent in May after holding steady at 3.0 percent since September 2017 Many employers are
reporting that it is becoming increasingly difficult to find the talent and skilled labor needed to grow
their businesses
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9 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
increase2.0percent in 2018 and1.6percent in 200uN8 ww3 T | WUUEUI z UwUOI Ox00adil O
2.9percent in 2018 and3.1percent in 2019.

9 As the nation maintains full employment, U.S. nonfarm employment will increase 1.4percentin
2018 and1.1percent in 2019. The national unemployment rate will average 3.9 percent in 2018
and 4.1percent in 2019.

Monetary Policy and Inflation

Interest rates are on the rise. Under the leadership of new Chairman Jerome Powell, the Federal

Reserve is expectedo pursue an aggressive agenda of ongoing interest rate hikes over 2018 and 2019.

In June, the Federal Open Market Committee voted to increase the target range for the federal funds

rate to between 175 percent and 2.00 percent, continuing a pattern of g uarterly increases of 25 basis
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inflationary pressure, further tightening appears imminent. Twelve of fifteen committee members

U0UYI al E wE U wUrhektngahtigigateédwejtedvioior three additional hikes this year, which

would put the target federal funds rate between 2.00 percent and 2.50 percent by year end. While

these rates remain modest by historical standards, they represent a sea change afteyears of dovish

Fed decision makingd ww4 OUPOwUT 1| wOPEEOI wOl wOEUUwal EUOwWUOT T wwl E;
below 1.00percent.

During the latter years of the current business cycle, tighter monetary policy will act to control
inflation and sta ve off labor market overheating. Rising interest rates will encourage businesses and
consumers to migrate a portion of their expenditures toward savings; this forecast anticipates an
attendant increase in interest income. In Colorado, higher rates could pose additional challenges in a
housing market already unfriendly to buyers.

Inflationary pressure is mounting. U.S. consumer prices, as measured by the consumer price index
for all urban areas, increased 2.7percent in May relative to the same month a year prior (Figure 14).
Coreinflation, which excludesfood and energy increased at a slightly slower 2.2percent. Inflationary
pressure is expected to increase nationally with rising energy prices, which have downstream impacts
on prices for most goods and many services. A tight labor market also boosts inflation by increasing
labor input costs for producers and because businesses set prices to capture a portion of rising
household incomes. As shown in Figure 14, U.S. consumer prices are being driven ky energy price
increases, attendant transportation prices, and the quickening national housing market.
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Figure 14
Consumer Price Index Inflation for All Urban Areas in the U.S.
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.

Consumer prices in Colorado will continue to ri sefaster than national rates due in large part to rapid
growth in housing costs across most of the state and spillover effects from the higher cost of living. In
the second half of 2017, the headline DenverBoulder-Greeley consumer price index rose 3.7percent
over year-ago levels, while core prices rose 3.4ercent (Figure 15). As a result of methodological
changes, the U.S. Bureau of Labor Statistics now publishes a new DenvetAurora -Lakewood
consumer price index on a bimonthly basis instead of the semi-annual Denver-Boulder-Greeley index.
Through March, the new index measured consumer prices at alevel 2.2 percent higher than the 2017
average.
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Figure 15
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.
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1 Consumer prices for the Denver-Aurora -Lakewood area are expected to increase3.1percent in
2018 and2.9percent in 2019. By comparison, the national measure for all urban areas is expected
to rise 2.6 percent in 2018 and2.3 percent in 2019.

Households and Consumers

Over the next two years, higher wage and investment incomes are expected to bolsterhousehold
spending even as prices inflate more quickly and demographic change dampens consumption
patterns. As savings rates have fallen and household debt continues to grow, rising incomes present
an opportunity for household deleveraging in the face of rising interest rates.

Personal income is accelerating. After two disappointing years, a tight national labor market and the
promise of rising interest rates have put U.S. households on track for their best year of income growth
since 2015. While personal income growth remains modest to moderate by the standards of past
expansions, the improving outlook for both wage earnersand investors offers a boost.

As shown in the top half of Figure 1 6, U.S. personal income grew 3.7percent in the first quarter of
2018 compared with the same quarter last year. Wage and salary earnings made the largest
contribution as usual. Personal income from dividends, interest, and rent has crept up slowly over
the last two years but continues to make only a modest contribution, adding 3.3 percent in 2017 and
3.4percent in the first quarter of 2018 compared with the same period last year. As interest rates
increase, income from interest earnings is expected to dmb significantly.

Wage and salary contributions are improving despite demographic drag. The mature national labor
market is expected to contribute further to wage and salary growth in 2018 and 2019. Wage and salary
income comprises just over half of aggregate U.S. personal income, and accelerated to a modest
3.1percent in 2017. Employee compensation appears stronger after data were released for the first
guarter of this year, when workers added 4.6 percent to the income they received in the first quarter
of 2017. With nonagricultural payrolls slowing over that period ( up 1.6 percentin 2017) and consumer
price inflation still low ( at 2.1 percent), wages and salaries are once again increasing in real terms after
failing to do so over the last two years.

Wage and salary growth is weighed down by demographic factors. On an inflation -adjusted,
per-worker basis, wages and salaries fellduring both 2016 and 2017. Many economists attribute this
phenomenon to the retirement of long -tenured veteran employees, who earned relatively high wages
and salaries, and their replacement by younger, less experienced employees who earn less.
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Figure 16
Personal Income and Its Components
Contributions to Percent Change, Year-over-Year
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Source: U.S. Bureau of Economic Analysis with Legislative Council Staff calculations. Data are not adjusted for
inflation.

Colorado residents are out-earning those elsewhere. Personal income in Colorado increased
4.1percent in 2017, comfortably besting the national rate by a full percentage point as shown in the
bottom half of Figure 16. The composition of Colorado personal income growth is even more skewed
towards wage and salary income than in the nation at large, and Colorado wage and salary employees
out-earned their national counterparts, adding 5.2 percent. While outperforming the nation, the
increase in Colorado wage and salary growth fell short of the combined contr ibutions of employment
growth (2.2 percent) and headline Denver-Boulder-Greeley inflation (3.4 percent). Like the nation,
demographic factors act as a drag on wage and salary growth as older and more experienced workers
Ul UPUT ww- 000 EUO e indie@sed)ER pdréebt thtew falliBE D7Opercent in 2016, and
dividend, interest, and rent income grew 3.8 percent on a hot rental market and improving dividends
and interest earnings.
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Growth in ¢ onsumer spendingis peaking now. Low unemployment, rising wages, and spillovers from
the Tax Cuts and Jobs Act present very favorable conditions for near-term consumer spending.
Persoral consumption expenditures were up about 4.5 percent in the first quarter of the year
compared to the same period last year. Cd O U E &védagéiwagecontinuesto grow and is now nearly
6 percent higher than the average U.S. wage(Figure 17, left); however, rising housing costs currently
outpace wage increases, creating cost burdens for households and cutting intodisposable incomes.
Another downside risk to spending is high gasoline prices, which have risen more than 11 percent in
the first quarter year-over-year. Summer travel may be curbed if prices do not moderate.

Figure 17
Wage Growth is Driving Retail Sales
Real Average Hourly Earnings Real U.S. Retail and Food Service Sales

$30 2018 Dollars $500 Billions of 2018 Dollars
$29 Colorado

$28.60
$28 $450
$27 United States

$26.84 2.2% increase
$26 $400 year-to-date through
$25 Aprilover the same
24 $350 period last year

2008 2010 2012 2014 2016 2018 2008 2010 2012 2014 2016 2018

Sources: U.S. Bureau of Labor Statistics (left) and U.S. Census Bureau (right); adjusted for inflation using the consumer
price index for all urban areas (CPI-U) to the dollar value of most recent month of data. Data are seasonally adjusted.
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the economy, ticked down 0.8 percent in May. The Current Economic Conditions Index also fell

between April and May, a 2.7 percent decrease monthover-month. One reason cited for the

dampened outlook is smaller anticipated income gains coupled with rising interest rates and inflation.

Retail trade. Inflation -adjusted U.S. retail sales are up2.2 percent in the first four months of the year
compared with the same period last year (Figure 17, right). The increase in sales is largely driven by
furniture, gasoline, and e-commerce sales reflecting housing market improvement and the energy
price upswing . Sales of new and used vehicles in the U.S. are up about 0.5 percent yeasver-year in
April. Driving the growth are foreign light -weight trucks, up more than 18 percent during the same
period, while sales of domestic cars are down almost 18 percent. The only industries to experience a
decline in saleswere sporting goods, hobby, book and music stores; health and personal care stores;
and department stores.

The decline in department store sales reflects the ongoing competition between brick-and-mortar
stores and online retailers. Ecommerce sales were up 16.4 percent inthe first quarter of 2018,
compared to the same period last year (Figure 18, left). Online sales comprised 9.5 percent of total
retail sales in the first quarter, up from 8.5 percent in the first quarter of 2017 (Figure 18, right). There
is a big push by big box and department stores to garner more online sales in order to compete with
Amazon. Walmart reported a first quarter 33 percent increase in e-commerce sales yearover-year.
The company plans to roll out a grocery home-delivery service by the end of this year, a service that
Amazon already provides.
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Figure 18
U.S. E-Commerce Sales and Market Share

Sales Share of Total Sales
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Source: U.S. Census Bureau. Data are seasonally adjusted.

Household saving is down and consumer debt continues to rise. The personal savings rates continue
to fall on average across U.S. householdsreflecting stronger growth in consumption than in incomes .
As of March 2018, the U.S. saving rate reached 3.1 percent well below the historical average of
6.5 percent (Figure 19, top). The savings rate may rise some in 2018 as the changes under the federal
Tax Cuts and Jobs Actboost after-tax incomes for many households. Consumer debt service ratios
continue to rise, surpassing historical averages that date back to the 1980s Kigure 19, bottom).
Mortgage debt service ratios have stabilized at historical lows on low interest rates and mortgage
refinancing, which pulled down the cost of borrowing to purchase a home.

Figure 19
U.S. Household Savings Rate and Debt Ratios

Personal Savings Rate*
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5% 6.5%

3.1%
0%
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Source: U.S. Bureau of Economic Analysis.
*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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Source: Federal Reserve Board of Governors.
**Debt service ratios are calculated as the ratio of household mortgage and consumer credit (e.g. credit card) debt
payments to disposable household income. Historical averages are calculated from 1980 to the most recent quarter of
data (2017Q4). Data are seasonally adjusted.
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Mortgages make up the largest share of household debt currently accounting for more than two thirds
of household debt balances (Figure 20, top). Home price appreciation, rising homeownership rates,
and rising interest rates are causing growth in debt balances to accelerate. These trends arexpected
to continue throughout 2018 as monetary policy tightens and the national housing market st rengthens.
Credit card and auto loan debt remain ed the strongest components of growth in household debt in
the first quarter of 2018, growing 6.7 percent and 5.3 percent, respectively, over the prior year. By
comparison, student loan balances rose 4.7 pecent, mortgage debt rose 3.6 percent, and total
household debt balances rose 3.8 percent.Rising interest rates will put upward pressure on each of
these components.

Figure 20
U.S. Household Debt Composition and Delinquency Rates

Household Debt Composition
$14 2.9%

S Other
$12 wAm- - Home Equity
. Credit Card
$10 10.79%~_ Auto Loan
Student Loan
$8
$6 Other
Home Equity Revolving 67.7%\ Mortgages
$4 m Credit Card
Auto Loan
$2 Student Loan
Mortgages
$0 ——
2003 2005 2007 2009 2011 2013 2015 2017 2018Q1
Balance by Delinquency Status Percent of Balance 90+ Days Delinquent
Percent of Total Percent of Total
100%  e——— 0%
14%
95% —__V—- 12% Credit Card Student Loan
90% = Severely Derogatory 10%
m 120+ days late 8%
85% 90 days late 6%
60 days late o
80% 30 days late 4%
Current 2% N
75% 0% -----< - - ortgage
S K A& ©O N v v A
) L O L NN NN H O QA O N O v oA
S R QP (190‘790{190(190‘19\{19\(19\‘]9\

Source: Federal Reserve Bank of New York/Equifax.

While household debt continues to rise, the share of debt that is delinquent continues to fall
(Figure 20, bottom left). As of the first quarter of the year, 4.6 percent of debt was 30 or more days
delinquent, and 3.1 percent was severely delinquent (more than 90 days past due). Delinquency rates
for total household debt have been falling since 2010, led primarily by improvements in mortgage
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debt payments. By contrast, delinquency rates for auto loans and credit card loans have been rising
in recent years, and student loan debt delinquencies remain elevated (Figure 20, bottom right).

Consumer and mortgage debt in Colorado. Average consumer debt for Coloradans held steady in the
third quarter of 2017 over the same period a year prior, according to the biannual Consumer Credit
Report published by the Federal Reserve Bank of Kansas City. The Kansas City Fed estimate of
consumer credit excludes first mortgages and student loans, which typically are not used to fund
consumer spending, but includes all other sources of household debt. Colorado consumer credit
balances averaged $19,135 in the third quarter of 2017, relative to $18,171 nationally.

In the third quarter of 2017, the average mortgage balance of Colorado homeowners rose 4.7 percent
to $238,950, according to Kansas City Fed estimates. Nainally, mortgage balances averaged
$198,024, up 3.1 percent from yeadago levels.

1 U.S. personal income is projected to grow 4.8 percent in 2018 and5.1 percent in 2019. Wage and
salary income will continue to dominate personal income, growing 5.3percent in 2018 and
4.7 percent in 2019.

i Colorado personal income is expected to continue to outpace the nation, growing 5.8 percent in
2018 and 6.3percent in 2019. Wage and salary income will advance 6.0percent in 2018 and
6.1 percent in 2019,contributing to broader growth in personal income.

1 Supported by rising wages, Colorado retail sales are expected to increases.2 percent in 2018 and
5.2percent in 2019.

Residential Real Estate

A robust labor market and strong consumer confidence continu e to spur housing demand both
nationally and in Colorado. However, supply constraints and rising mortgage rates are pushing up
prices and sidelining some first-UD O1 wi OO1 EUVUal UUG ww" OO Q pdriEutagy@lang |
the Front Range,remains one of the hottest in the country.

The national housing market is heating up. Through April 2018, total U.S. building permits pulled by
homebuilders increased 8.0percent compared to the same period one year prior, and construction
began on 8percent more units than year-ago levels (Figure 21, left). The national median home price
for homes sold in April 2018 was $31240Q about $1,300, or 0.4ercent, higher than in the same
month last year. The CaseShiller 20-city composite home index increased 6.6 percat through March
2018 relative to the same period last year representing acceleration from the 5.9percent increase
posted in 2017 (Figure 2, left). As shown in Figure 22 (right), rental vacancy rates remain low by
historical standards, signaling upward pressure on the cost of home and apartment rents.

EQwl UU

A lack of buildable lots, rising construction materials costs, and labor shortages hinderOT 1 wbOEUUUU A 7

ability to meet demand in many major metropolitan areas, pushing up home prices and outpricing
many first time buyers. In addition, recent mortgage rate increases and expectations for higher rates
may slow activity in the near term.
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Figure 21
Building Permits Issued for New Residential Construction

United States Colorado
250.0 Thousands of Units Thousands of Units 50
200.0 m Multi-Family 4.0
150.0 Single Family 30
100.0 2.0
50.0 M 1.0
0.0 0.0
2008 2010 2012 2014 2016 2008 2010 2012 2014 2016

Source: U.S. Census Bureau. Seasonally adjusted three-month moving averages through April 2018.

Many Colorado markets are becoming untenable. * OOOUEE Oz UwUIl EOQwi UUEUT wOEUOI U
along the Front Range, remains one of the hottest in thecounty; however, record high price gains and

historically low inventories are pushing home prices to levels that may disqualify future potential

buyers. The number of residential permits issued in Colorado continues to out pace the national

market: homebuilders demanded 10.7 percent more housing permits in 2017 than during the previous

year, and through April 2018, permits are up 26.2 percent year-to-date over year-ago levels.

Single-family construction exhibits consistent growth, well outpacing national t rends, and has

accelerated over the last eighteen months(Figure 21, right). Multifamily construction remains a much

more significant contributor to housing supply than during previous business cycles, particularly in

central Denver and a handful of subur ban areas where developable land is limited.

Figure 22
U.S. and Colorado Shelter Price Indicators
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
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Figure 23
Percentage Change in Home Prices from 2016 to 2017

Data source: Federal Housing Finance Agency (FHFA). Map prepared by Legislative Council Staff.
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