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EXECUTIVE SUMMARY

General Fund Revenue

The estimate for General Fund revenue in FY 2001-02 was reduced by $248.3 million. Mogt
of the reduction comes from ongoing weakness in individual income tax receipts. Grossre-
ceipts from individual income taxes were reduced by $231.6 million. The reduced estimate
will also mean that less money will be diverted to the State Education Fund.

The recovery of the Colorado economy will be weaker than previously anticipated and will
trangdlate into lower revenues as well. The estimate for General Fund revenue in FY 2002-03
was reduced by $421.4 million. The reduction comes from the prime sources of General
Fund revenue — individual and corporate income taxes and sales taxes. Over the six-year
forecast period, the total reduction of the revenue estimate is $2.75 hillion.

Cash Fund Revenue

After growing 5.8% in FY 2000-01, cash fund revenue subject to the TABOR spending limit
will decrease 1.2% in FY 2001-02. After increasing 2.6% in FY 2002-03, growth in these
funds will be at rates well above the historical average for two years, but then slow again for
the last two years of the forecast period.

The Constitutional Revenue Limit — TABOR

After exceeding the constitutional revenue limit for the past five years, Colorado will not
have surplus revenuesin FY 2001-02 and FY 2002-03. Thelack of surplusin the latter year
results from another reduction in the revenue estimates that pushes TABOR revenue below
the TABOR limit.

The Genera Assembly passed |legidation to implement the unused amount of the growth
dividend that resulted from the 2000 Census indicating an underestimate of population dur-
ing the 1990s. Thisimplementation will eliminate an expected TABOR surplusin FY 2003-
04 and reduce anticipated surpluses thereafter.

General Fund Overview

The weak economy required many budget actions by the General Assembly and the Gover-
nor to avoid a budget deficit for FY 2001-02. Two bills allow the Governor to borrow
money from three cash funds if the June 20 revenue estimate indicates additional revenue
shortfallsin FY 2001-02. Our forecast indicates that $199.1 million will need to be bor-
rowed. An additional $42.3 million can be borrowed in FY 2002-03.
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Our forecast indicates ongoing revenue shortfalls that will dictate further budget actions to
avoid deficits. Thisforecast indicates that the budget shortfall would be $303.9 million in
FY 2002-03, assuming a 2% reserve. The shortfall would reach over $1.3 billion by FY
2006-07 without additional budget reductions or enhancements.

The forecast overview does not incorporate the Governor’s freeze for FY 2002-03. If these
savings are realized, the budget shortfall in FY 2002-03 is reduced to $133.4 million.

The National Economy

Inflation-adjusted GDP will increase 2.4% in 2002, following a 1.2% increase in 2001.
GDP growth will be amore robust 3.4% in 2003 and 3.8% in 2004.

Nonfarm employment will decline 0.6% this year. The economic recovery will be in place
by year end, leading to a healthy 1.6% gain in 2003.

The Colorado Economy

The Colorado employment picture began to turn around in the second quarter. Seasonally-
adjusted employment in April posted its first gain in 16 months and followed with another
ganin May. However, it will be agradual recovery in 2002. The number of Colorado jobs
will decline by 1.3% in 2001 before climbing 1.9% in 2003.

The weak economic recovery leads to a grim outlook for overall per sonal income and wage
gainsin 2002. Persona income will rise only 2.7%, while wages and salaries will increase a
scant 1.2%. The outlook beyond 2002 is more positive. Gainsin persona income will aver-
age 6.3%, while wages and salaries will increase at a compound average annual growth rate
of 6.6%.

We expect the Denver-Boulder-Greeley inflation rate to be 2.3% in 2002. The inflation rate
in 2003 will remain below recent increases, posting a 2.8% gain.

Population increases will be less than 2.0% in the upcoming years.
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General Fund Revenue

The estimate for General Fund revenue
in FY 2001-02 was reduced by $248.3
million. Most of the reduction comes
from ongoing weakness in individual
income tax receipts. Gross receipts
from individual income taxes were
reduced by $231.6 million.  The
reduced estimate will aso mean that
less money will be diverted to the State
Education Fund.

The recovery of the Colorado economy
will  be weaker than previously
anticipated and will translate into lower
revenues as well. The estimate for
General Fund revenue in FY 2002-03
was reduced by $421.4 million. The
reduction comes from the prime sources
of Genera Fund revenue — individual
and corporate income taxes and sales
taxes. Over the six-year forecast period,
the total reduction of the revenue
estimate is $2.75 hillion.
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This section presents the L egidative Council
Staff outlook for General Fund revenues. Ta
ble 1 shows the forecast for FY 2001-02
through FY 2006-07.

While arecovery in the Colorado economy is
now underway, the pace of the recovery will
be weaker than previously anticipated. Sea
sonally-adjusted employment started to in-
crease in April 2002 and was followed by an-
other gainin May. However, wage and salary
income for 2001 was lower than previously
estimated and remained very weak during the
first part of 2002 based on evidence from the
state’ s wage withholding tax.

“...the estimates for General Fund
receipts are significantly lower than in
the March forecast.”

Accordingly, the estimates for General Fund
receipts are significantly lower than in the
March forecast. We reduced the current year
forecast by $248.3 million. Thisis somewhat
better than a speculated reduction of $300 mil-
lion based on the initial receipts from April’s
income taxes. However, the anticipated
slower recovery in Colorado’s economy leads
to a $421.4 million reduction in the revenue
estimate for FY 2002-03. While revenues
were previoudy estimated to increase by 8.7%
in FY 2002-03, we are now estimating a 6.0%
gain. The estimate for the six-year forecast
period was reduced by $2.75 billion.

General Fund revenue is estimated to decline
by 14.5% in FY 2001-02. The magnitude of
the decline is somewhat overstated because of
the impact of Amendment 23. This amend-
ment diverts a portion of the state’'sincome
tax receipts to the State Education Fund. A
full year of diversion occursin FY 2001-02,
while approximately only a half-year diver-
sion occurred in FY 2000-01 because the
amendment was implemented in late Decem-

ber 2000. Without the diversion, General
Fund receipts would decline by 12.6%. Dur-
ing the previous 26 years, revenue declined
only once. The previous declinein FY 1980-
81 was attributed to tax reductions.

I ndividual income taxes will decline by an es-
timated 14.7% in FY 2001-02. Thisison par
with arecent report by the National Confer-
ence of State Legidatures that indicated that
individual income tax receipts nationwide
dropped by 14% from January through April.

Several factors are contributing to the decline
in Colorado and across the country. Taxes
from nonwage income sources are substan-
tially lower. Capital gains realizations fell sig-
nificantly over the last year. While fina data
will not be available for some time, informa-
tion from Colorado’ s capital gains TABOR re-
fund mechanism sheds some light on the mag-
nitude of the decline. Through May, the
amount of thisrefund is 33% lower than last
year. The Federa Reserve Board reduced in-
terest rates 11 timesin 2001 leading to sub-
stantially reduced interest earnings. Personal
interest earnings declined 0.7% in 2001 and
are estimated to fall by 2.8% in 2002. The
dack rental market, caused by higher vacancy
rates, isleading to lower rental rates for apart-
ments. While thisis amore recent factor, itis
also likely contributing to lower income tax
receipts.

“ Taxes from nonwage income sources
are substantially lower.”

Wage and salary growth is much lower than in
recent years. Thisincome source increased
only 3.8% in 2001, a significant decline from
the average 10.2% gain of the previous five
years. Moreover, we are forecasting only a
1.2% increase in 2002. Wage and salary in-
come has been substantially reduced by lower
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bonuses given by businesses as well asthe
evaporation of earnings from stock options.
Workers were able to bid up their wages dur-
ing the economic boom period of the late
1990s because of the shortage of available
workers. The state’s unemployment rate fell
to ahistoric low of 2.7% in 2000. After the
state entered a recession and the unemploy-
ment rate doubled, workers no longer have
thelr previous bargaining power, thus helping
to reduce wage and salary gains. Addition-
aly, the dack labor market is preventing many
workers from shifting to higher paying jobs
such as occurred in the late 1990s.

Finally, the accrual estimates for individual
income taxes will reduce the current year’s es-
timate for income tax receipts. When the esti-
mates were done a year ago, the state showed
little evidence of entering a recession and the
estimates for cash settlements on income tax
returns filed in April wererelatively rosy. Be-
cause the cash settlements were much less
than anticipated, the state will have a substan-
tial negative accrual this year.

“Receipts from individual income taxes
will resume a growth path after FY 2001-02,
but the path will not be as steep as estimated

in the last forecast.”

Receipts from individual income taxes will re-
sume a growth path after FY 2001-02, but the
path will not be as steep as estimated in the
last forecast. Individual income taxes will in-
crease 6.2% in FY 2002-03. By comparison,
our last estimate called for 8.5% growth. Af-
ter the current fiscal year, individual income
tax receipts will increase at an annualized pace
of 7.0%. The previous forecast contained a
7.9% estimate.

Corporate income taxes are typically volatile,
largely because relatively few companies pay
alarge share of the tax. The national reces-

sion and accompanying weakness in corporate
profits will lead to an estimated 46.4% decline
in corporate taxes in FY 2001-02. A signifi-
cant portion of the decline is attributable to the
accelerated depreciation provisions of the eco-
nomic stimulus package passed by Congress
and approved by President Bush in March.
The depreciation provisions were retroactive
to last September and will be effective for
three years. Taxpayers are reacting to the pro-
vision by reducing their estimated payments
and/or receiving larger tax refunds and making
smaller cash settlement payments.

Corporate income taxes will increase after FY
2001-02. The expected large percentage in-
creases in FY 2004-05 and 2005-06 are attrib-
utable to the end of the accelerated deprecia-
tion provision and a “recapture’ of the reduced
taxes via lower depreciation expenses in those
years.

Revenue diverted to the State Education Fund
will be substantially less because of the re-
duced estimates for income tax receipts. Dur-
ing the six-year forecast period, the estimate
was reduced by $167.1 million from the March
2002 forecast. A report on the solvency of the
State Education Fund based on the December
2001 forecast indicated a tenuous position for
the fund. A reduction of $317.8 million of
revenue to the fund from the December fore-
cast likely means insolvency, assuming that all
other factors that influence the fund balance do
not change.

“Revenue diverted to the State Education
Fund will be substantially less because of the
reduced estimates for income tax receipts.”

Sales taxes typically track economic perform-
ance relatively closely. The current year is no
exception as the expected 3.5% decline for
sales taxes mirrors the economic downturn,

Prepared by Legislative Council Staff
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though part of the decline is attributable to a
full year of alower salestax rate vis-a-visa
one-half year impact in FY 2000-01.

Weak wage and salary growth, reduced tour-
ism due to the national economic slowdown
and last September’ s terrorist attacks, and re-
duced business investment are all playing a
role in the currently weak sales tax receipts.
These factors will continue into FY 2002-03,
albeit to alesser degree, leading to a4.2% in-
crease for sales taxes. Although aturnaround
from the decline in the current fiscal year, the
estimated increase for next fiscal year is simi-
lar to the small gains after the mid-1980s re-
cession ended. Sales taxes will resume amore
typical growth rate after FY 2002-03, averag-
ing 6.7% during the rest of the forecast period.

Use taxes are largely dependent on business
spending. The slowdown in building construc-
tion and investment, combined with the ongo-
ing impact of the rate reduction in the current
fiscal year, will mean an 11.4% decline in use
tax receiptsin FY 2001-02. Use taxes will
have asimilar slow recovery pattern to sales
taxes as mentioned previoudly.

I nsurance premium taxes are one of only two
categories that the revenue estimate for the
current year was increased. Insurance taxes
will increase 8.4% this year, following a
10.5% gain in FY 2000-01. Rising property
values and the accompanying rise in premiums
are behind the recent steep climb in the tax.
The insurance premiums tax will exhibit more
modest growth of 2.8% in FY 2002-03 be-
cause of atax credit that may be claimed by
insurance companies that make an investment
of certified capital in a certified capital com-
pany. The capital companies will provide in-

vestment funds to companies that create jobs
in Colorado, with an incentive for investment
in rural and distressed urban areas.

The gaming tax and fee receipts that accrue to
the General Fund were increased for the first
two years of the forecast period. However,
thisisafunction of areduced allocation of
gaming revenue to the State Highway Fund.
The reduced allocation was done to help pre-
serve the General Fund balance.

“ Estate taxes will decline throughout the
forecast period as a result of a federal tax law
change enacted last year.”

Estate taxes will decline throughout the fore-
cast period as aresult of afedera tax law
change enacted last year. The federal govern-
ment is phasing out the credit for state estate
taxes that can be used on afedera estate tax
filing. Thiswill flow through to Colorado’s
estate tax. The Colorado estate tax will no
longer be effective for persons who die after
2004. After FY 2005-06, the estate tax should
be completely eliminated, though the state will
likely collect minimal amounts for several
years from delinquent filings and reassess-
ments of property asset values.

The estimate for interest earnings to the Gen-
eral Fund was reduced significantly beginning
in FY 2002-03. The General Fund will not
have positive fund balances and will be earn-
ing interest only for very-short term invest-
ments of incoming revenue. While this was
also indicated in previous forecasts, the current
forecast presents a more realistic picture for
the interest earnings potential.

June 2002

Prepared by Legislative Council Staff



14

Prepared by Legislative Council Staff June 2002



15

Cash Fund Revenue Forecasts

After increasing 2.0% in FY 2000-01,
revenue to the transportation-related
cash funds, which include the Highway
Users Tax Fund and the State Highway
Fund, will increase 4.9% in FY 2001-02.
While vehicle registration receipts will
respond to the slumping economy with a
1.9% decrease, motor fuel taxes will
increase at a healthy rate of 4.0% in FY
2001-02 as vacationers stay closer to
home and commuters wrestle with
increased congestion.  Despite waning
interest earnings, TABOR revenue to the
State Highway Fund will increase 32.8%
in FY 2001-02 due to increased matching
funds from local governments. A drop-
off in these local matching funds will
cause growth in TABOR revenue to the
State Highway Fund to fall 31.6% and
total transportation-related cash fund
revenue to slow to 0.9% in FY 2002-03.

Tota higher education revenue will
grow 8.8% in FY 2001-02, accompanied
by 3.7% growth in full-time-equivalent
student enrollment. Tuition revenue will
grow 10.2% in FY 2001-02.

Total unemployment insurance revenue
will decline 4.5% in FY 2001-02. Slow
employment and wage growth combined
with a low tax rate inherited from the
boom of the past five years and a tax
credit are responsible for the decline.
Meanwhile, benefit payments will
accelerate during FY 2001-02 and FY
2002-03 as a result of steadily building

layoffs and the inability of laid-off
workers to find jobs. Lower tax
revenues combined with increased
benefit payments will put enough
downward pressure on the balance of
the Unemployment Insurance Trust
Fund to trigger the solvency tax in
calendar years 2003, 2004, and 2005.
As a result of the low fund balance, a
20% tax credit created by House Bill
00-1310 and extended by House Bill
02-1401 that is only effective if the fund
balance is more than 0.9% of tota
private wages will not occur during
calendar years 2003, 2004, and 2005.
The tax credit will become effective
again in 2006 and 2007. The fund
balance will grow at an average annual
rate of 4.0% to $1.0 billion by FY 2006-
07.

Limited Gaming Cash Fund revenue
will increase 9.7% in FY 2001-02 and at
an average annual rate of 9.4% between
FY 2000-01 and FY 2006-07. A trend
toward vacationing closer to home will
offset a cool economy, allowing healthy
growth in gaming revenue this year.

Finally, al other cash fund revenue
will decrease 13.0% in FY 2001-02.
Most of the decline is due to the
exemption of $15.8 million to the
Unclaimed Property Trust Fund. All
other cash funds will increase a an
average annua rate of 2.1% between
FY 2000-01 and FY 2006-07.
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This section presents the forecast for cash fund
revenue subject to the TABOR spending limit
and describes severa of the large cash funds.
Table 2 presents a summary of al cash fund
revenue subject to the TABOR spending limit.

“...cash fund revenue subject to the
TABOR spending limit will decrease 1.2%
in FY 2001-02.

After growing 5.8% in FY 2000-01, cash fund
revenue subject to the TABOR spending limit
will decrease 1.2% in FY 2001-02. Afterin-
creasing 2.6% in FY 2002-03, these funds will
then grow at rates well above the historical av-
erage for two years, before slowing again for
the last two years of the forecast period.

The pattern of growth will be varied over the
forecast period for several reasons. First, the
cool economy will trigger the unemployment
insurance solvency tax during calendar years
2003, 2004, and 2005, causing unemployment
insurance revenues to increase by atotal of
$356.0 million over the forecast period, with
most of the revenue coming during FY 2003-
04 and FY 2004-05. Second, higher education
tuition revenues will be depressed somewhat
in FY 2002-03 as aresult of a Governmental
Accounting Standards Board decision that re-
classified $129.1 million of tuition revenue
from TABOR to TABOR exempt. Third,
taxes on workers compensation premiums will
grow strongly during the next three fiscal
years, but are expected to slow to more normal
levels by the last few years of the forecast. Fi-
nally, interest income earned in the Capital
Construction Fund and the Controlled Mainte-
nance Trust Fund will be very low during the
next few fiscal years before recovering some-
what during FY 2003-04 and FY 2004-05.

It should be emphasized that the declinein
cash funds during FY 2001-02 is attributable
to revenue not being counted as part of TA-

BOR revenues that had previously been
counted as TABOR revenues. The Colorado
Division of Wildlife became an enterprise as a
result of House Bill 01-1012. In addition, Sen-
ate Bill 00-057 exempted moneys credited to
the Unclaimed Property Trust Fund from the
TABOR revenue limit. Thus, an estimated
$50.9 million of wildlife revenues and $15.8
million in Unclaimed Property Trust Fund
revenues were no longer counted as TABOR
revenues. In the absence of the different ac-
counting procedure for these revenues, all cash
fund revenue would have increased 1.3% in
FY 2001-02.

“...the declinein cash funds during
FY 2001-02 is attributable to revenue not
being counted as part of TABOR revenues
that had previously been counted as TABOR
revenues prior to FY 2001-02.”

We reduced the forecast for FY 2001-02 by
$15.8 million relative to the March forecast.
The downward revision is due to lower-than-
expected tuition, motor fuel taxes, and unem-
ployment insurance taxes. Additionally, sev-
era cash funds will have reduced interest earn-
ings due to transfers made to the General Fund.
These cash funds include the Controlled Main-
tenance Trust Fund, the Capital Construction
Fund, the Severance Tax Trust Fund, the Petro-
leum Storage Tank Fund, and the Mg or Medi-
cal Insurance Fund.

Cash funds subject to the TABOR spending
limit will increase at a compound average an-
nual rate of 3.2% between FY 2000-01 and FY
2006-07. Over the entire forecast period, we
increased the forecast by atotal of $40.8 mil-
lion. Theincreaseis primarily due to a higher
forecast for taxes on workers compensation
premiums and three, rather than two, yearsin
which the unemployment insurance solvency
tax will be in effect.
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Transportation-Related Cash Funds

Transportation-related cash funds, which in-
clude the Highway Users Tax Fund, the State
Highway Fund, and several smaller funds, in-
creased 2.0% in FY 2000-01. Transportation-
related revenue will increase 4.9% in FY
2001-02, and at an average annual rate of 3.3%
through FY 2006-07 (Table 3).

The Highway Users Tax Fund. The Highway
Users Tax Fund (HUTF) was created by the
General Assembly as aresult of the state con-
stitutional requirement that the revenues from
highway-related taxes and fees be used only
for the construction, maintenance, and admini-
stration of public highways. Thus, revenue
sources for the HUTF include taxes on the sale
of motor fuel (75%), automobile registration
fees (21%), and revenues from the sale of
driver licenses, court fines, penalties, and in-
terest income (4%). In addition, aslong as
Genera Fund revenues are sufficient, the
HUTF receives revenue from the Senate Bill
97-1 diversion and the excess Genera Fund
reserve each year. The HUTF receives adi-
version of 10.355% of the state’s sales and use
tax revenues. The Senate Bill 97-1 diversion
isonly funded if there is enough revenue in the
General Fund to fund a six percent increasein
General Fund appropriations and the four-
percent statutory reserve each year. House
Bill 02-1310 and Senate Bill 02-179, identical
measures that address transportation funding,
direct that two-thirds of the excess General
Fund reserve be transferred to the Highway
Users Tax Fund each year. Money remainsin
the excess Genera Fund reserve each year
only after the Senate Bill 97-1 diversion and
other obligations have been fully funded.

After increasing 0.5% in FY 2000-01, we ex-
pect total HUTF revenue to grow 2.9% in FY
2001-02 and at a compound average annual
rate of 3.8% through FY 2006-07. The fore-
cast for total HUTF revenue was reduced by

$12.9 million in FY 2001-02 relative to the
March forecast. About two-thirds of the de-
crease was due to lower-than-expected motor
fuel tax revenue, with the remainder due to
lower-than-expected vehicle registration reve-
nue.

Motor fuel tax revenueincreased only 1.1%
in FY 2000-01, aresult of a cooling economy
and high gasoline prices. Thiswill improve
somewhat in FY 2001-02, with motor fuel tax
revenue increasing 4.0%. Gasoline prices have
fallen and a trend towards driving to locations
closer to home rather than flying has been
growing. In addition, people are using more
fuel on their commutes as highway construc-
tion and congestion has increased in the metro-
Denver area. Asthe economy slowly recovers
during the next few years, motor fuel tax reve-
nue will exhibit steady growth, increasing at an
average annual rate of 4.1% between FY 2000-
01 and FY 2006-07.

“ Although consumers continue to purchase
automobiles, we believe they have chosen
to purchase smaller and/or older carsasa

result of the cooling economy.”

Vehicle registration revenue, much of which
is paid on larger and newer vehicles, will de-
crease 1.9% in FY 2001-02, after a 0.2% de-
creasein FY 2000-01. Although consumers
continue to purchase automobiles, we believe
they have chosen to purchase smaller and/or
older cars as aresult of the cooling economy.
However, steady population growth, continued
concerns for persona safety, and larger in-
creases in personal income after 2002 will
cause demand for newer and larger automo-
biles and trucks to recover throughout the fore-
cast period, although growth in demand will
not rival that of recent years. Registration
revenues will grow at an average annual rate of
2.8% between FY 2000-01 and FY 2006-07.
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The pattern of growth in vehicle registration
receipts changed over the forecast period rela
tive to the March forecast. The implementa-
tion of House Bill 01-1017, which alows reg-
istration for certain vehicles for two-year or
five-year periods, was postponed from January
1, 2002, to sometime within the next two
years. Based on information from the Depart-
ment of Revenue, this forecast assumes that
the bill will not be implemented until January
1, 2004. Asaresult, registration revenue in-
creases relative to the March forecast during
FY 2003-04 and FY 2004-05, and grows at a
slower rate during FY 2006-07. While the pat-
tern of revenue growth will change after the
bill’ s implementation, the long-run trend in
revenues will not be altered.

“House Bill 02-1310 and Senate Bill
02-179 direct that two-thirds of the excess
General Fund reserve be funneled
through the HUTF to the State Highway
Fund each year.”

The State Highway Fund. Once the taxes and
fees generated for the Highway Users Tax
Fund (HUTF) are collected, they are disbursed
to the state, counties, and cities in a manner
stipulated by Colorado law. The state’s share
of money (approximately 55%) is credited to
the State Highway Fund. House Bill 02-1310
and Senate Bill 02-179 direct that two-thirds
of the excess General Fund reserve be fun-
neled through the HUTF to the State Highway
Fund each year. In addition, the Senate Bill
97-1 diversion and any capital construction
transfers from the General Fund for transporta-
tion purposes are deposited into the State
Highway Fund. Interest earningsin the fund
are subject to the TABOR spending limit. Fi-
nally, the State Highway Fund is receiving
matching funds from local governments this
year for projects accelerated with the use of
Transportation Revenue Anticipation Notes.

These local matching funds will continue to
grow substantially in FY 2001-02, and despite
dramatically reduced interest earningsto the
fund, revenues will increase 32.8% in FY
2001-02. Loca matching funds will fall off
during the next few years, however, while in-
terest earnings will continue to decline due to
the lack of transfers from the General Fund
and insufficient revenue to fund the Senate Bill
97-1 diversion. Thus, we expect State High-
way Fund revenues subject to the TABOR
spending limit to decrease at an average annual
rate of 8.1% between FY 2000-01 and FY
2006-07.

Additional Moniesfor Transportation. House
Bill 02-1310 and Senate Bill 02-179 provided
for other means of raising money from non-
state funding sources for highway and mass-
transit projects. A statewide tolling enterprise
was created within the Colorado Department
of Transportation and is authorized to finance
new toll highways and lanes. In addition, the
Regional Transportation District (RTD) was
given authorization to ask district voters for an
increase in the RTD salestax rate from 0.6%
to 1.0% and to allow RTD to increase its debt
to pay for new transit construction. The sales
tax rate would be reduced once all debt service
has been paid, either by the RTD or by district
voters.

Higher Education

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

Higher Education Cash Fund Revenue Pro-
jections. Higher education revenue will in-
crease 8.8% in FY 2001-02 and decrease 5.8%
in FY 2002-03. Table 4 illustrates the tuition
and nontuition revenue forecasts through FY
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2006-07. Between FY 2000-01 and FY
2006-07, we estimate total higher education
cash fund revenues will grow at an average an-
nual rate of 3.5%.

Tuition revenue will increase 10.2% in FY
2001-02 before declining 9.2% in FY 2002-03.
Beginning in FY 2002-03, some scholarship
revenue will no longer be reported as tuition
revenue but as a transfer, resulting in an artifi-
cial declinein revenue that year. Also, tuition
revenue in FY 2001-02 will be overstated due
to another accounting change regarding sum-
mer tuition. These new accounting standards
are primarily responsible for the 9.2% de-
crease in FY 2002-03 tuition revenue. With-
out the changes, revenue would have increased
9.3%. For amore detailed discussion of these
factors, see the Factors Affecting the Forecast
subsection.

Nontuition revenue, which includes student
fees, auxiliary operations, and interest income,
will maintain a strong growth pattern through-
out the forecast period, increasing 4.0% in FY
2001-02 and 6.6% in FY 2002-03. Through
FY 2006-07, nontuition revenue will grow at
an average annual rate of 5.9%.

Higher Education Enrollment Projections.
After increasing 0.3% in FY 2000-01, FTE en-
rollment will jump 3.7% in FY 2001-02, the
largest increase in twelve years. Enrollment
estimates for FY 2001-02 were based upon
higher education spring student registration
figures. Because most students enroll in the
fall and spring, year-end enrollment estimates
are generally the most accurate. Enrollment
surged this year as workers abandoned the
weak job market and chose to improve their
employment skills. Table 5 displays the FTE
student enrollment projections by residency
status. Total FTE student enroliment at Colo-
rado’s public higher education institutions will
increase at an average annual rate of 1.6% be-
tween FY 2000-01 and FY 2006-07.

Resident enrollment will increase at a strong
1.7% pace in FY 2002-03 as the economic
slowdown continues to drive people from the
labor force to education in order to obtain
more marketable skills. Asaresult of recover-
ing employment later this year, enrollment
growth will taper through the remainder of the
forecast period. Resident enrollment will in-
crease at an average annual rate of 1.7% be-
tween FY 2000-01 and FY 2006-07.

“Resident enrollment will increase at a
strong 1.7% pace in FY 2002-03 asthe
economic slowdown continuesto drive people
from the labor force to education in order to
obtain more marketable skills.”

Nonresident enrollment will grow 0.5% in FY
2002-03. Growth will be slower than resident
enrollment because the cost of out-of-state tui-
tion will influence potential out-of-state enrol-
lees to attend a school in their home state or
become Colorado residents. The slower
growth is aso attributable to an estimated an-
nua 40% decline in migration in 2002. Once
migration recovers in 2003, nonresident enroll-
ment growth will revive in FY 2003-04 and
beyond. Nonresident enrollment will increase
modestly at an average annual rate of 1.4% be-
tween FY 2000-01 and FY 2006-07.

Factors Affecting the Forecast. Population
growth among age groups likely to seek higher
education is a significant factor in this forecast.
These include: the number of Coloradans
completing high school or a high school
equivalent program, the level of migration into
the state, the number of Coloradans in particu-
lar age groups, and population growth in re-
gions close in proximity to colleges and uni-
versities.

During periods of an economic slowdown, we
expect that enrollment will increase as employ-
ees seek to improve their marketable skills.
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Thiswill occur in graduate fields as profes-
sionalswill return to seek advanced degrees.
Thiswill also affect undergraduate attendance
as high school graduates will have a more dif-
ficult time finding employment without a col-
lege degree.

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

Tuition revenue is driven by enrollment and
inflation. Nontuition revenue is driven by the
level of student fees, on-campus consumption,
housing, and auxiliary operations such as uni-
versity clinics. Interest income aso contrib-
utes significantly to nontuition revenue.

“...aproportion of tuition revenue will no
longer be considered revenue for the
purposes of TABOR.”

Changesin Financial Reporting: Scholar-
ship Allowances. The Governmental Ac-
counting Standards Board (GASB) recently
issued statements 34 and 35, requiring institu-
tions of public higher education to report
scholarship allowances and tuition discounts
astransfers rather than revenue. This account-
ing change becomes effective at the end of FY
2001-02 and applies primarily to financial aid
for student tuition provided by, or funneled
through, state or federal sources. This does
not necessarily mean that reported tuition reve-
nue will decrease, but rather a proportion of
tuition revenue will no longer be considered
revenue for the purposes of TABOR. This
change will be accompanied by an adjustment
to the FY 2001-02 TABOR base to calculate
an accurate revenue growth rate. At thistime,

the Colorado Higher Education Governing
Boards estimate scholarship allowances of
$105.5 million in FY 2001-02 and $111.3 mil-
lionin FY 2002-03. Without this accounting
change, tuition revenue would grow at an av-
erage annual rate of 5.9% between FY 2000-
01 and FY 2006-07.

Changesin Financial Reporting: Summer
School Tuition. GASB statements 34 and 35
also required public higher education institutes
to report summer session tuition monthly
rather than at the end of the term. Thisac-
counting change will occur in May and June
2002. Revenue collected in these summer
months that would otherwise be reported in
FY 2002-03 will be reported in FY 2001-02.
Thiswill inflate FY 2001-02 revenue because
it will include all of the 2001 summer tuition
and part of the 2002 summer tuition. The
Colorado Higher Education Governing Boards
currently estimate that FY 2001-02 tuition will
be overstated by $23.6 million representing
the portion of 2001 summer tuition that was
collected in FY 2000-01 but reported in FY
2001-02.

General Assembly Legislation Affecting the
Forecast. The June forecast reflects the tui-
tion inflation caps approved by the General
Assembly for FY 2002-03. The General As-
sembly authorized a 7.7% increase in resident
and nonresident tuition (except for community
college resident tuition that was capped at
5.7%), compared with the 2001 Denver-
Boulder-Greeley inflation rate of 4.7%. There
were also tuition allowances made for the Uni-
versity of Colorado system ($3.27 million) and
the State Board of Agriculture system
($878,000). However, the footnote in the FY
2002-03 Long Bill directing these tuition caps
was vetoed by the Governor, who directed the
Colorado Commission on Higher Education
(CCHE) to determine a smaller cap for tuition
increases. At thistime, the CCHE has not pro
vided arecommended tuition increase cap.
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Meanwhile, the legidlative appropriation of
cash funds from tuition is still in the Long Bill.
Therefore, the June 2002 forecast assumes that
higher education institutes will use the 7.7%
cap asaquideline. Future per-pupil tuition is
assumed to increase at the projected Denver-
Boulder-Greeley inflation rate. Estimates for
the local inflation rate are found in Table 11.

Senate Bill 01-229 was passed by the Generd
Assembly in the 2001 regular session. This
bill authorizes the Colorado School of Mines
(CSM) to operate under a performance con-
tract with the Colorado Commission on Higher
Education. CSM will have the ability to set
resident and nonresident tuition ratesto in-
crease at no more than twice the Denver-
Boulder-Greeley inflation rate. The June 2002
forecast estimates that the CSM resident tui-
tion increases will resemble the Denver-
Boulder-Greeley inflation rate, while the non-
resident tuition increases will be dightly
higher than the local inflation rate.

Unemployment Insurance Trust Fund

Forecasts for unemployment insurance tax
revenue, benefit payments, and the Unemploy-
ment Insurance (Ul) Trust Fund balance are
shown in Table 6. The Ul Fund collects taxes
from employers and uses the revenue for un-
employment benefits. Growth in Ul taxes de-
pends upon employment growth, the rate at
which covered employees switch employers,
wage growth, and the amount of benefits paid
to Ul claimantsin the past. The amount of
benefits paid to Ul claimants depends upon the
state unemployment rate and the average wage
level. When the amount of benefits paid in the
past falls, the average Ul tax rate paid by all
employersfals, and Ul tax revenues fall, all
elseequal. Conversely, when the amount of
benefits paid in the past rises, the average Ul
tax rate rises, and Ul tax revenuesrise, al else

equal.

For the three years between FY 1996-97 and
FY 1998-99, alow unemployment rate pro-
duced declinesin total benefit payments de-
gpite rising wages. Notwithstanding strong
employment and wage growth, a consistently
declining Ul tax rate culminated in low Ul tax
revenue growth during FY 1996-97 and FY
1997-98 and declinesin FY 1998-99 and FY
1999-00. However, the level of Ul taxesre-
mained much higher than the level of benefits
paid, resulting in robust growth in the Ul Fund
balance and increased interest earnings. Total
Ul revenue increased 1.9% in FY 1999-00 as
strong interest earnings outweighed a slight de-
cline in taxes collected.

“New claims for Ul benefitsincreased
67.9% in 2001 over 2000 and another 33.8%
year-to-date through April 2002 amid many

layoff announcements.”

New claimsfor Ul benefits increased 67.9% in
2001 over 2000 and another 33.8% year-to-
date through April 2002 amid many layoff an-
nouncements. Continuing claims increased as
well; the percent of Ul claimants exhausting
their benefits increased from an average of
37.8% in 2000 to 44.1% in 2001. The unem-
ployment rate rose fromitslow of 2.7%in
2000 to 5.6% year-to-date through April 2002.
Combined with a9.3% increase in wages dur-
ing 1999, this caused benefit payments to rise
18% in FY 2000-01. Benefits payments will
rise even more dramaticaly in FY 2001-02,
increasing an estimated 165.0%. Meanwhile,
tax revenues will decline 2.2% in FY 2001-02
asaresult of an extremely low Ul tax rate, a
slowing economy, and a 20% tax credit. Asa
result of the surge in benefit payments, tax
rateswill risein FY 2002-03 and FY 2003-04,
and then will be more steady during the re-
mainder of the forecast period.

Tax revenues will show avaried pattern of
growth over the forecast period. The solvency
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tax will be triggered in 2003, 2004, and 2005.
Because benefit payments are soaring while
tax revenues are declining in FY 2001-02, the
fund balance will decline. Thus, the solvency
of the Ul fund will fall to alevel that will trig-
ger the solvency tax for calendar year 2003.
The fund will not return to solvency until the
end of FY 2004-05, and thus the solvency tax
will remain in place for calendar years 2004
and 2005. The Colorado Department of Labor
and Employment estimates that the solvency
tax will generate $38.4 million in FY 2002-03,
$97.7 million in FY 2003-04, $162.6 million
in FY 2004-05, and $57.4 million in FY 2005-
06. Meanwhile, House Bill 02-1401 made the
20% tax credit created by House Bill 00-1310
permanent, as long as there is a certain amount
of money in the trust fund balance. The tax
credit will not be in effect for calendar years
2003, 2004, and 2005, but will be in effect in
2006 and 2007. Tax revenues will increase
54.9% in FY 2002-03, 41.8% in FY 2003-04,
and 21.9% in FY 2004-05. They will then de-
crease 27.9% in FY 2005-06 and 22.8% in FY
2006-07. Despite these dramatic swings, Ul
tax revenues will have increased at an average
annual rate of 6.5% during the forecast period.

Overview of Additional Cash Funds

This section provides brief descriptions of
other large cash funds that are subject to the
TABOR spending limitation. In FY 2000-01,
these cash funds comprised 29.1% of total
cash fund revenue. The forecast for each of
these funds is contained in Table 2.

“Larger casinos, which pay a higher tax
rate than smaller casinos, continue to gain
market share in the gambling towns, leading
to strong tax revenue growth.”

“House Bill 02-1401 made the 20% tax credit

created by House Bill 00-1310 permanent, as

long asthereisa certain amount of money in
thetrust fund balance.”

The Solvency of the Ul Trust Fund Balance.
A solvency tax istriggered in Colorado when
the Ul fund balance as a percentage of total
annual private wages falls below 0.9%. As
shown in Table 6, this ratio will be below
0.9% at the end of FY 2001-02, FY 2002-03,
and FY 2003-04, causing the solvency tax to
trigger during calendar years 2003 through
2005. Theratio will recover somewhat during
the course of the forecast period. The Ul trust
fund balance will increase at an average an-
nual rate of 4.0% during the forecast period to
$1.0 billion by the end of FY 2006-07.

The Limited Gaming Fund receives license
fees from gaming-related employees, vendors,
and casinos and taxes levied on the adjusted
gross proceeds (AGP) earned from gaming ac-
tivity in Black Hawk, Central City, and Crip-
ple Creek. Gaming revenue increased 15.0%
in FY 2000-01. This healthy growth was are-
sult of larger casinos replacing smaller casinos
and continued demand for gaming entertain-
ment. Larger casinos pay more taxes than
smaller casinos because they reach the higher
tax rates faster and more often than smaller ca-
sinos. The gaming tax currently ranges from
0.25% of the first $2 million of AGP (or the
total amount bet less winnings) to 20% of all
AGP above $15 million.

We expect overall gaming revenue to increase
9.7% in FY 2001-02. Larger casinos, which
pay ahigher tax rate than smaller casinos, con-
tinue to gain market share in the gambling
towns, leading to strong tax revenue growth.
Double digit rates seen over the last severa
years will be moderated, however, due to the
economic slowdown. The aftermath of the
September 11 tragedy has had a positive effect
on Colorado’s gaming industry as Coloradans
have chosen to stay closer to home in greater
numbers than in previous years. We expect
the gaming market in Colorado to mature
somewhat by the end of the forecast period,
with gaming revenue increasing at an average
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annual rate of 9.4% between FY 2000-01 and
FY 2006-07.

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

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

The Capital Construction Fund retains money
for construction of future capital projects such
as prisons and higher education facilities. In-
come to this fund is comprised largely of inter-
est earnings on the unspent balance. A total of
$274.5 million was transferred to the fund
from the General Fund in early FY 2000-01.
Due to state budget problems, the scheduled
transfer of $302.6 million during FY 2001-02
was eliminated and a net amount of $13.3 mil-
lion was transferred to the General Fund from
the Capital Construction Fund with another
$4.4 million in interest still expected to be
transferred. This net amount was the result of
a General Fund appropriation to the Capital
Construction Fund of $79.1 million to pay for
current year projects, offset by a $74.9 million
transfer from the Capital Construction fund to

the General Fund resulting from savings of
previously dedicated monies for projects that
were discontinued or delayed and the transfer
of all interest earnings in the Capital Construc-
tion Fund during FY 2001-02 to the General
Fund. House Bill 02-1391 required the trans-
fer of al interest earned on the Capital Con-
struction Fund during FY 2001-02 to the Gen-
eral Fund. A total of $17.5 million was trans-
ferred once the Governor signed the bill and
an estimated $4.4 million will be credited to
the General Fund during the rest of the fiscal
year. InFY 2002-03, atotal of $10.6 million,
including the $9.5 million transferred per
House Bill 02-1443, rather than the originally
scheduled $111.1 million, will be transferred
to the Capital Construction Fund. Meanwhile,
$17.8 million originally appropriated for pro-
jects during FY 2002-03 was vetoed by the
Governor. Approximately $100 millionin
transfers scheduled each year between FY
2003-04 and FY 2005-06 remains intact in
current law.

“House Bill 02-1391 required the transfer
of all interest earned on the Capital
Construction Fund during FY 2001-02 to
the General Fund.”

The large expenditures from the fund caused
interest earnings to fall 49.8% in FY 2001-02.
The fund balance will grow slowly throughout
the forecast period, but will continue to remain
substantially lower than levels seen a year ago.
Therefore, we expect income to the Capital
Construction Fund to decline at an average an-
nua rate of 19.4% from FY 2000-01 through
FY 2006-07.

The Department of Regulatory Agencies regu-
lates and enforces Colorado laws regarding
various industries in Colorado. The depart-
ment collects license and other fees from the
professions that it regulates. Feerevenueis
expected to grow 4.1% in FY 2001-02. Be-
cause most fees are related to employment lev-
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els, we expect DORA cash fund revenue to in-
crease modestly during the remainder of the
forecast period.

I nsurance-related taxes are deposited into
three cash funds administered by the Division
of Workers Compensation in the Department
of Labor and Employment. The revenue col-
lected by the funds comes from taxes on work-
ers compensation insurance premiums. Medi-
cal inflation has been increasing for several
years and is expected to continue to increase.
Premiums on workers compensation insurance
policies have grown substantially during the
past year and are expected to continue doing
so for the next few years. Thus, we expect
these revenues to increase 31.9% in FY 2001-
02, 15.0% in FY 2002-03, and at a compound
average annual rate of 13.1% between FY
2000-01 and FY 2006-07.

House Bill 02-1478 authorized the Governor
to borrow up to $75 million from the Major
Medical Insurance Fund, one of the cash funds
in this group, between June 20, 2002 and June
30, 2002, to help fill an expected General Fund
budget gap. The money borrowed will be paid
back on July 1, 2002. We assumed that $75
million again would be borrowed on July 1,
2002. Thus, approximately $250,000 in inter-
est earnings will be lost to the fund in FY
2002-03.

Severance taxes are levied on the value of ex-
tracted ail, gas, coal, and minerals. Fina ail
and gas severance taxes for a given year are
reduced by a portion of a company’s property
taxes paid during the same year, but based on
the previous year'sincome. The difference of
timing between the gross severance taxes due
and the offsetting property taxes creates a
volatile collections pattern. Total severance
tax revenues, including interest earnings, in-
creased 79.2% in FY 2000-01, primarily due
toall2.1% increase in oil and gas severance
taxes, aresult of ssimultaneous increasesin en-
ergy prices and oil and gas production. Sever-

ance tax-related revenues reached arecord
high of $74.7 million last fiscal year. Prices
for natural gas have plunged from their high
levels of 2001, while the price for oil had a
more modest decline. Thus, we expect that
severance taxes from this source will fall in
FY 2001-02. Meanwhile, House Bill 02-1391
transferred $20.2 million out of the Severance
Tax Trust Fund, causing interest earnings to
fall dightly in FY 2001-02 and substantially
during the remainder of the forecast period.
The bill directs that $7.9 million be repaid to
the fund once General Fund revenues reach a
certain level, but that is not expected to occur
during the forecast period. All severance taxes
and interest income will total $58.9 million in
FY 2001-02, a 21.1% decline. Between FY
2000-01 and FY 2006-07, we expect total sev-
erance tax revenues to decrease at an average
annual rate of 1.7%.

“ All severance taxes and interest income
will total $58.9 million in FY 2001-02,
a21.1% decline.”

The Employment Support Fund (ESF) is de-
signed to help maintain the solvency of the
Unemployment Insurance Trust Fund (Ul
Fund). The ESF receivesits revenue from the
unemployment insurance surcharge tax. The
surcharge tax is levied to cover benefits
charged against employers who have gone out
of business. After declining 2.2% in FY 2000-
01, ESF revenues are expected to grow at an
average annual rate of 4.6% over the forecast
period.

The Petroleum Storage Tank Fund collects
money to clean leaking underground gasoline
storage tanks. Most of the fees collected in the
fund are levied on tank truckloads of fuel
products shipped within the state. The fee
level is set in statute to fluctuate with the
amount of money in the fund'sreserve. The
fee was $75 during most of FY 2000-01 be-
cause of demand on the fund’ s resources. De-
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mands for the money in the fund’ s reserve
eased up in early FY 2001-02, and the fee
dropped to $50 on October 1, 2001. Thus, af-
ter increasing 52.5% in FY 2000-01, revenues
to the fund will decline 20.4% in FY 2001-02.
Interest earnings to the fund will be somewhat
lower during FY 2001-02 and the remainder of
the forecast period due to a $4.0 million trans-
fer to the General Fund per House Bill 02-
1391. The hill directs that the money be re-
paid to the fund once General Fund revenues
reach acertain level, but that is not expected to
occur during the forecast period. Asaresult of
the recent fee change, the lost interest earn-
ings, and a statutory reduction of the fee to $25
in FY 2004-05, Petroleum Storage Tank Fund
revenues are expected to decline at an average
annual rate of 12.3% between FY 2000-01 and
FY 2006-07.

The Controlled Maintenance Trust Fund
(CMTF) isadtate trust fund from which the
interest earned may be spent for maintenance
of existing state facilities. The principal bal-
ance in thisfund is typically designated to sat-
isfy the state’ s constitutional emergency re-
serve requirement. Interest earningsto the
Controlled Maintenance Trust Fund (CMTF)
will show avolatile pattern during the next
two years as aresult of House Bill 01-1267,
House Bill 02-1446, and House Bill 02-1391.
House Bill 01-1267 required the principal bal-
ance of the CMTF ($243.9 million) to be
transferred to the General Fund on July 1,
2001. While House Bill 01-1267 originally
scheduled the payback of $276.4 million to the
fund on July 1, 2002, state budgetary problems
made that difficult to achieve. Thus, House
Bill 02-1446 requires the payback of $276.4
million in two equal installments of $138.2
million on July 1, 2003, and July 1, 2004.
Meanwhile, House Bill 02-1391 transferred
$9.5 million out of the fund to the General
Fund in March, leaving less than $300,000 in

the fund. Thus, interest income to the CMTF
will fall to $515,000 in FY 2001-02, and will
only be $13,500 in FY 2002-03. Interest in-
come to the fund will recover as the principal
is paid back over the forecast period, and will
increase at a compound annual average rate of
3.7% between FY 2000-01 and FY 2006-07.

“..interest incometo the CMTF will fall to
$515,000 in FY 2001-02, and will only be
$13,500 in FY 2002-03.”

The" other cash funds' component includes
approximately 174 smaller cash funds and can
be quite volatile. These funds grew 16.0% as
agroup in FY 2000-01, a heady pace that was
likely due to the fact that most funds subject to
Senate Bill 98-194 no longer needed to reduce
feesin FY 2000-01. Thishbill required many
cash funds to lower feesin order to reduce
thelr reserves. Once their reserves were re-
duced to a certain level, they were no longer
required to reduce their fees and their revenue
increased as aresult. Revenue to this group of
cash funds will increase at an average annual
rate of 2.5% over the forecast period. Senate
Bill 00-57 exempted moneys credited to the
Unclaimed Property Trust Fund from the TA-
BOR limit. The exemption was effective July
1, 2001, and will reduce the other cash funds
estimate by $15.8 million. In addition, House
Bill 02-1391 and House Bill 02-1444 made
transfers from several cash funds to the Gen-
eral Fund to help balance the state budget.
Thetotal lossin interest earnings subject to the
TABOR spending limit in this group of cash
funds during FY 2001-02 is estimated to be
approximately $300,000. Interest earnings
will be lower during the remainder of the fore-
cast as well, since these transfers are not ex-
pected to be repaid during the forecast period.
TABOR revenue to this group of cash funds
will decline 11.8% during FY 2001-02.
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The Constitutional Revenue Limit

After exceeding the constitutional
revenue limit for the past five years,
Colorado will not have surplus revenues
in FY 2001-02 and FY 2002-03. The
lack of surplus in the latter year results
from another reduction in the revenue
estimates.

The General Assembly passed
legidlation to implement the unused
amount of the growth dividend that
resulted from the 2000 Census
indicating an underestimate of
population during the 1990s. This
implementation will eliminate an
expected TABOR surplus in FY 2003-
04 and reduce anticipated surpluses
thereafter.

~

It is very likely that the FY 2000-01
TABOR surplus of $927.2 million will
not be fully refunded to the state’s
taxpayers. The shortfall will have to be
refunded in afuture year. The shortfall
will not have an impact on the state’s
budget as the refund amount was
already recorded as a liability in FY
2001-02

During the last three years of the
forecast period, only two of the 19
refund methods will be used to refund
the TABOR surpluses for those years.
Without the growth dividend, all
refund methods would have been used
in two of the three years.

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

The state first had a TABOR surplusin FY
1996-97. Strong revenue growth in the follow-
ing four budget years also caused TABOR sur-
pluses. However, the economic recession in
Colorado, combined with lower capital gains
realizations, have caused several tax sources to
decline, particularly Colorado’s income taxes.
Thus, Colorado will not have a TABOR sur-
plusin FY 2001-02. Revenues subject to TA-
BOR will be an estimated $829.2 million be-
low the allowable TABOR limit.

for the limit to be adjusted each decade in ac-
cordance with the Census count.

“...the state refunded $483 million to
taxpayers under TABOR that would not
have been refunded if the proper population
estimates had been made.”

“Thereduction in the General Fund revenue
forecast will once again place revenues below
the allowable TABOR limit in FY 2002-03.”

The reduction in the General Fund revenue
forecast will once again place revenues below
the allowable TABOR limit in FY 2002-03.
However, the difference between TABOR
revenues and the limit will be much smaller —
$40.8 million. The TABOR limit of 6.9% for
FY 2002-03 is higher than the limit was in
years when TABOR surpluses were incurred.
Additionally, it is at least 1.4 percentage points
more than the limit was in four of the five
years that the state incurred a TABOR surplus.

The Growth Dividend. During the 1990s, the
federal government underestimated Colorado’s
population. Therefore, the state refunded $483
million to taxpayers under TABOR that would
not have been refunded if the proper popula-
tion estimates had been made. TABOR allows

The General Assembly determined that the
proper way to make that adjustment was to use
the percentage change in the state' s population
(6%) in the TABOR limit for FY 2001-02 and
then measure the amount that revenue comes in
below that adjusted limit. The percentage
points of population growth in the limit that are
not used in FY 2001-02 can be carried forward
into future years and used to increase the limit
in those years until such time as all of the
population percentage change that was carried
forward is used or a new Census is conducted.

Because of the recession, TABOR revenueis
$829.2 million below the allowable TABOR
limit in FY 2001-02. Therefore, the full six
percentage points of population allowed under
the 2001-02 limit will be carried forward into
future years. Under the current forecast, that
will result in the use of 4.1 percentage pointsin
FY 2003-04 and the remaining 1.9 percentage
pointsin FY 2004-05. The state will retain an
additional $335.3 million in FY 2003-04 that
will be available in the budget in FY 2004-05.
In FY 2004-05, the limit will increase another
$169.7 million for atotal savingsto the state
that year of $519.4 million due to the adjust-
ment. That money becomes available in the
FY 2005-06 budget. The state will continue to
benefit from the increased TABOR limits and
additional revenue in the budget every year
unless revenues are again ratcheted down by
slow growth. The legidlative change is to cap-
ture what was coined the anticipated “growth
dividend” when the release of the census re-

Prepared by Legislative Council Staff

June 2002



33

sults indicated a popul ation underestimate dur-
ing the 1990s.

Estimates of the TABOR Surplus. Table7
shows the estimated TABOR surplus given the
implementation of the growth dividend. As
mentioned previously, because revenues will
be less than the allowable TABOR limits, a
TABOR surplus will not exist for the first two
years of the forecast period. Additionally, the
surplusis eliminated in FY 2003-04 as a result
of the growth dividend. During the three re-
maining years of the forecast period, the sur-
plus will average $179.4 million. Table 8
shows the calculations of the TABOR surplus.

Table 7
Estimated TABOR Surplus Revenues
(millions of dollars)

mates for these new methods proved too opti-
mistic.

“It should be noted that it is very likely that
last year’s surplus of $927.2 million will not
be fully refunded to the state’ s taxpayers.”

Fiscal Year Amount
2001-02 $0.0
2002-03 $0.0
2003-04 $0.0
2004-05 $139.9
2005-06 $193.5
2006-07 $204.9

It should be noted that it is very likely that last
year's surplus of $927.2 million will not be
fully refunded to the state' s taxpayers. Several
refund methods are well below their estimated
amounts. Capital gains realizations were origi-
nally estimated to decline 13% in 2001. How-
ever, one of the capital gainsrefundsis 33%
below last year's pace through May. Severa
new methods were implemented to accomplish
the $927.2 million refund. The origina esti-

The shortfall in the amount refunded will not
be known until after December 2002, the last
significant month for refunds. The shortfall
could be as much as $30 million. The shortfall
will not have an impact on the state' s budget as
the refund amount was already recorded as a
liability in FY 2001-02. However, the state
will have to determine how and when to refund
the shortfall. The timing will be complicated
by the absence of a TABOR surplus from FY
2001-02 through FY 2003-04.

Based on the relatively small amounts of pro-
jected TABOR surpluses from FY 2004-05
through FY 2006-07, only two of 19 methods
will be used to accomplish the refund of the
surplus. When adopting refund methods, the
Genera Assembly considered that surpluses
would be relatively low in some years and im-
plemented threshold levels for 18 of the 19 re-
fund methods. Thus, only the earned income
tax credit and the sales tax refund will be used
during the forecast period.

In the absence of the growth dividend, seven of
the 18 refund methods with a threshold would
have been used for the FY 2003-04 surplus.

All refund methods would have been used for
the remainder of the forecast period.
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General Fund Overview

The weak economy required many budget
actions by the General Assembly and the
Governor to avoid a budget deficit for FY
2001-02. Two bills allow the Governor to
borrow money from three cash funds if the
June 20 revenue estimate indicates
additional revenue shortfalls in FY 2001-
02. Our forecast indicates that $199.1
million will need to be borrowed. An
additional $42.3 million can be borrowed
in FY 2002-03.

Our forecast indicates ongoing revenue
shortfalls that will dictate further budget

actions to avoid deficits. This forecast
indicates that the budget shortfall would
be $303.9 million in FY 2002-03,
assuming a 2% reserve. The shortfal
would reach over $1.3 billion by FY
2006-07 without additional budget
reductions or enhancements.

The forecast overview does not
incorporate the Governor’s freeze for FY
2002-03. If these savings are redlized,
the budget shortfall in FY 2002-03 is
reduced to $133.4 million.
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This section presents the General Fund overview
after incorporating the revenue forecasts, the ex-
pected TABOR surpluses, and other expendi-
tures from the General Fund. Table 9 presents
the General Fund overview.

As the economy fell into recession and revenues
declined significantly below forecasts during the
past year, the General Assembly took severa ac-
tions to guarantee a balanced budget. In special
session last fall, capital construction transfers
were reduced by $219.3 million and the Senate
Bill 97-1 diversions were eliminated for the re-
mainder of the fiscal year for a decrease of
$160.2 million.

As revenue continued to fall into the 2002 Regu-
lar Session, the General Assembly took a number
of additional actions on the budget early in the
session. Asfollows, the General Assembly:

eliminated the capital construction, S.B. 97-
1, and Older Coloradans Fund transfers and
made $121.4 million worth of appropriations
under the 6% limit for these purposes,

enacted supplemental appropriation and
other bills that reduced General Fund appro-
priations by $120.7 million, including are-
duction of the Genera Fund maintenance of
effort for K-12 education from 5.8% to 5.0%,
saving $15.8 million for the General Fund;

transferred $147.3 million from other funds
into the General Fund:;

allowed participating public hospitals to pay
$11.2 million to the state in aMedicaid refi-
nancing increasing available General Fund
revenue;

reduced an appropriation from gaming reve-
nue in the General Fund freeing up $4.1 mil-
lion;

changed the designation of the TABOR re-
Serve;

passed legidlation that would allow the Gov-
ernor to transfer money from the Tobacco
Litigation Settlement Fund and the Un-
claimed Property Trust Fund into the Gen-
eral Fund at year end to maintain a 1% re-
servein FY 2001-02; and,

dedicated the interest earnings from the
Capital Construction Fund to the General
Fund for FY 2001-02.

Near the end of the session, faced with mounting
budgetary problems, the General Assembly took
additional actions to secure the budget. Asfol-
lows, the General Assembly:

passed a second round of supplemental ap-
propriations bills totaling $16.9 million in
savings to the General Fund,;

transferred $53.5 million from the Capital
Construction Fund to the General Fund to
reflect areduction in capital construction
projects from prior years that were less than
25% complete;

transferred an additional $3.4 million from
cash funds to the General Fund:;

eliminated the remaining 1% requirement for
the General Fund reserve;

authorized the Governor to transfer monies
from the Major Medical Insurance Fund near
the end of FY 2001-02 as necessary and to
transfer up to $75 million in FY 2002-03 to
maintain a 2% reserve; and,

authorized the Governor to transfer monies
from the Employment Support Fund in FY
2002-03.

The current forecast indicates that the state will
need to borrow $199.1 million from the alow-
able funds to finish FY 2001-02 with a balanced
budget. However, the state will be faced with a
shortfall again in FY 2002-03 and thereafter.
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The state is required to pay back funds bor-
rowed from the Tobacco Litigation Settlement
Fund and the Major Medica Insurance Fund
on July 1, 2002. However, the Governor has
the authority to borrow again from these funds
in FY 2002-03. A borrowing cap of $75 mil-
lion exists for the Mgor Medical Fund. Our
Genera Fund overview does not indicate a
payback of these funds, but instead shows the
net new borrowing that can take place from the
latter two funds plus the Employment Support
Fund. Thisamount is an estimated $42.3 mil-
lion.

After borrowing $42.3 million in FY 2002-03
and incorporating a 2% reserve requirement,
there is a budget shortfall of $303.9 million.
The forecast incorporates the Governor’s ve-
toes of lineitems in the annual budget bill.
This action reduced General Fund appropria
tions for FY 2002-03 by approximately $45
million. However, it does not account for the
Governor’s restriction of $140 million in most
government agencies, adelay of an increasein
provider rates that will at least temporarily
save $12 million, and $18.5 million in capital
construction savings that can be moved to the
General Fund. The incorporation of these po-
tential savings into the General Fund overview
will still leave a shortfall of $133.4 million.
The budget shortfall increases each year and
reaches over $1.3 hillion in FY 2006-07 under
the baseline scenario that does not incorporate
the Governor’ s actions.

The General Fund appears to now have a
“structural deficit”. Given the assumed reve-
nue and expenditure growth, a potential deficit
Situation appears to persist each year. Signifi-
cant amounts of money are not available for
borrowing from other funds after this year.

The scenario for the General Fund overview
depends on how the General Assembly adopts
the budget cuts by the Governor. If the Gen-
eral Assembly incorporates the cuts as a reduc-

tion in the General Fund appropriations base
for FY 2002-03, the efforts to balance the
budget in the out years are made easier. If the
current appropriations base is not changed, the
cuts are one-time in nature and future budget-
ing decisions are more difficult.

Estimates for two General Fund expenditures
were increased dlightly, putting additional
pressure on the General Fund. Paymentsto
Old Age Pension Fund recipients are running
higher than expected, likely due to the pressure
put on their earnings by the economic slow-
down. Similarly, lower interest earnings and
capital gains realizations, as well as reduced
employment opportunities, are causing claims
for the property tax and heat credit by the low
income and disabled poor to rise. The esti-
mates for these expenditures were increased
between $1 million and $2 million.

“...weincreased the estimates of the state's
payments to local governments for
reimbursement of the homestead
exemption for senior citizens by $61.9
million over the forecast period.”

It isimportant to point out that we increased
the estimates of the state’ s payments to local
governments for reimbursement of the home-
stead exemption for senior citizens by $61.9
million over the forecast period. We used
more recent data on the tenure of senior citi-
zensin their homes. This estimate will be up-
dated again by September when additional
census data for Colorado isreleased. The revi-
sions put additional pressure on the General
Fund. The revenue shortfall had already effec-
tively eliminated the increase in the TABOR
spending limit that was to “pay” for the ex-
emption.

Current law provides for the diversion, reserve,
or transfer of funds for specific projects when
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there is sufficient revenue available. Thefol-
lowing paragraphs detail these expenditures.

Current law (Senate Bill 97-1 and others) pro-
vides for adiversion of 10.355 percent of sales
and use tax revenue to the State Highway Fund
if there are sufficient monies in the General
Fund to fund a six percent growth rate in Gen-
eral Fund appropriations and the required four
percent statutory reserve. Based on this reve-
nue and appropriations forecast, no funds will
be diverted during the forecast period.

House Bill 02-1015 provided that up to $25
million of the excess reserve after funding ap-
propriations, the sales and use tax diversion,
and other lawful expenditures should be re-
served to reverse House Bill 98-1414. Thelat-
ter bill put the state’ s accounting for the refund
of the TABOR surplus on a cash basis. Mon-
iesin the newly created reserve fund are to be
unspent until the state resumes accrual basis

accounting for the TABOR refund. Based on
this revenue and appropriations forecast, no
funds will be reserved.

House Bill 02-1310 and Senate Bill 02-179
provided that if any money is available in the
General Fund excess reserve, two-thirds will
be transferred to the Highway Users Tax Fund
and one-third will be transferred to the Capital
Construction Fund. Based on this forecast, no
money will be available for either purpose.

When sufficient revenue growth and/or expen-
diture reductions provide for positive fund bal-
ances, the order of funding for the items de-
tailed in the previous three paragraphsis as
follows: diversion of sales and use tax revenue
to the State Highway Fund; reserving up to
$25 million for undoing House Bill 98-1414;
and, the transfer of funds to the highway and
capital construction funds.
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OVERVIEW OF THE ECONOMY

National Economy

This section reviews recent economic data and
provides our outlook for the national econ-
omy.

The National Bureau of Economic Research
(NBER), the officia arbiter of when economic
recessions begin and end, determined that a
recession started in March 2001. However,
inflation-adjusted gross domestic product
(GDP) declined in only the third quarter of
2001. GDP subsequently increased by 1.7%
and 5.6% in the following quarters. While the
NBER has not officially pronounced the end
to the recession, it is very likely that the reces-
sion will eventually be determined as one of
the mildest on record.

“..itisvery likely that the recession will
eventually be determined as one of the
mildest on record.”

While the first quarter’s 5.6% growth rate is
encouraging at first glance, final demand in-
creased by only 2.0%. The differenceis attrib-
utable to an increase in the annual rate of in-
ventory buildup. The lower final demand fig-
ure underscores a weak recovery from the re-
cession.

However, there is still positive newsin the re-
cent GDP release. The nation’s consumers
continued to spend at levels higher than ex-
pected during this recovery. Total business
investment is still quite weak, largely asare-
sult of reduced spending on buildings. How-
ever, business spending on equipment and
software, while still negative, is performing
much better than in previous quarters. If con-
tinued, thiswill bode well for stronger final
demand results in upcoming quarters.

The employment gainsinitially reported for
February through April were revised to losses
in two months and a slim gain of only 6,000
jobsin the third month. Meanwhile, the pre-
liminary announcement for May employment
indicated again of 41,000 jobs. The down-
ward revisions, the small gain for May, and an
increase in the length of time that unemployed
workers are taking to find jobs underscore the
current weakness of the recovery.

Retall salesin April registered a strong 1.2%
gain from March. However, the gain was
mostly undone in May with a 0.9% decline.
The recent overall poor performance in retail
salesis another indication of aweak recovery.
Consumers are concerned about their wage and
salary increases, high debt loads, and the
floundering stock market. Given that con-
sumer spending was relatively strong during
the second half of 2001, particularly attribut-
able to the automobile dealer incentives, the
lack of pent-up demand is now restraining
higher retall sales gains.

“The manufacturing industry isin a
solid recovery phase after 18 months
of contraction.”

The manufacturing industry isin a solid recov-
ery phase after 18 months of contraction. The
Institute of Supply Management index is at its
highest level in 27 months. Given that the
manufacturing industry led the economy into a
recession, it is encouraging that it is now ex-
panding. Other sectors of the economy will
follow suit.

The Federal Reserve Board has not taken ac-
tion on interest rates in several recent meet-
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ings. It recognizes that the economy is expand-
ing, however slowly, and inflationary pressures
are still muted. Thiswill continue to bode well
for the economy in upcoming quarters. Eco-
nomic growth will be stronger in 2002 than an-
ticipated in our last forecast. More significant
gainswill follow in the remaining years of the
forecast period. The detailed national eco-
nomic forecast can be found in Table 10. The
following highlights summarize the national
forecast.

Inflation-adjusted GDP will increase 2.4%
in 2002, following a 1.2% increase in 2001.
GDP growth will be a more robust 3.4% in
2003 and 3.8% in 2004. Consumer spend-
ing will increase 3.3% in 2002 and 2003,
following a3.1% gain in 2001. Thetypical
pent-up demand by households after are-
cession does not exist, thus causing the
relatively small change in spending vis-a-
vis 2001. Nonresidential fixed investment
will decline by 6.2% in 2002, the second
consecutive annual decline. Investment
will start to show increases in the second
quarter this year, leading to a modest 6.9%
gainin 2003. Federa government spending
will increase 7.5% in 2002 on the back of
increased defense spending. State and local
government spending will tail off in 2002
and 2003 because of revenue constraints.

Nonfarm employment will decline 0.6%
thisyear. The economic recovery will bein
place by year end, leading to a heathy
1.6% gain in 2003. The unemployment
rate will average 6.0% this year, the high-
est rate since 1994. Improving economic
conditions will bring the rate down to 5.7%
in 2003.

Inflation was 2.8% in 2001 and was slow-
ing as the year unfolded. Thistrend will
continue into 2002 with the still-weak econ-
omy and overall lower energy costs playing
alargerole. Thus, we expect the national

inflation rate will be 1.8% in 2002, before
increasing to 2.8% in 2003.

The Federal Reserve Board islikely fin-
ished with interest rate reductions. The
Fed has not changed rates since December.
The expected small interest rate increases
later this year will not deter investment.

Risks to the Economy

The primary risk to the economy is the uncer-
tainty of the war on terrorism and overall
world peace. Any future terrorist attacks
against Americans, especially on United States
soil, will have additional dramatic repercus-
sions throughout the economy. Consumers
will become less willing to spend if times be-
come more uncertain and the stock market will
react negatively to any additional attacks.
Also, an outbreak of war between India and
Pakistan or continued escalation of activity in
the Middle East would have negative impacts
on the U.S. economy.

“ Another risk would be presented by the
continuing inability of corporationsto record
profits.”

Another risk would be presented by the con-
tinuing inability of corporations to record prof-
its. A catch-22 situation could occur between
consumers who pull back spending until they
feel the economy and job market are improv-
ing and corporations that cannot invest money
in the economy until they can sell their goods
and services to consumers to generate a profit.
Business currently has no pricing power in
stagnant markets and no borrowing power be-
cause of high debt levels and a decreased will-
ingness to loan on the part of lenders. If con-
sumers stop making purchases, businesses may
not have sources of revenue to make their con-
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tribution to the economy. Meanwhile, con-
sumers are faced with high debt levels of their
own and declining feelings of wealth due to a
declining stock market. If consumersdo not
feel comfortable with wages and the job mar-
ket, they also may not have sources from
which to increase spending. If both business
and consumers refrain from spending, there
would be no inputs from which the economy
could move into the upwards part of the busi-
ness cycle.

A smaller risk to the economy would be a
move on the part of the Federal Reserve Board
to push up interest rates too soon. Higher in-
terest rates could have a significant negative
impact on the construction market and would
bring mortgage refinancing activity to a halt,
taking another source of spending out of con-
sumers pockets. In addition, businesses and
consumers already have high debt levels and
increasing interest rates would make those bur-
dens more predominant.

Table 10

National Economic Indicators, June 2002 Forecast

(Dollar amounts in billions)

Forecast | Forecast | Forecast | Forecast | Forecast
1998 1999 2000 2001 2002 2003 2004 2005 2006

Gross Domestic Product (GDP) $8,781.5 | $9,268.6 | $9,872.9| $10,208.1 | $10,609.9 | $11,233.9 | $11,952.3 | $12,606.3 | $13,244.4
percent change 5.6% 5.5% 6.5% 3.4% 3.9% 5.9% 6.4% 5.5% 5.1%
Inflation-adjusted GDP $8,508.9 | $8,856.5 | $9,224.0 $9,333.8 $9,557.8| $9,882.8 | $10,258.3 | $10,576.3 | $10,861.9
percent change 4.3% 4.1% 4.1% 1.2% 2.4% 3.4% 3.8% 3.1% 2.7%
Nonagricultural Employment (millions) 125.8 128.9 131.8 132.2 131.4 133.5 136.1 138.2 139.8
percent change 2.6% 2.4% 2.2% 0.3% -0.6% 1.6% 2.0% 1.5% 1.2%
Unemployment Rate 4.5% 4.2% 4.0% 4.8% 6.0% 5.7% 51% 5.0% 5.0%
Personal Income $7,426.0 | $7,777.3 | $8,319.2 $8,723.5 $9,011.4| $9,498.0 | $10,077.4 | $10,621.5| $11,173.9
percent change 7.0% 4.7% 7.0% 4.9% 3.3% 5.4% 6.1% 5.4% 5.2%
Inflation (Consumer Price Index) 1.6% 2.2% 3.4% 2.8% 1.8% 2.8% 2.8% 2.7% 2.6%
Prime Rate 8.4% 8.0% 9.2% 7.0% 5.0% 7.0% 8.5% 8.5% 8.5%

For historical data, see Appendix A.
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Colorado Economy

The Colorado economy is showing signs that
it has reached the bottom of the economic
downturn and is beginning to improve. Sea
sonally-adjusted nonfarm employment in-
creased in April and May, the first gains since
December 2000. However, the level of jobs
remains nearly 50,000 below the peak level.
Employment in the business services sector is
aleading economic indicator and is showing
signs of aturnaround with three consecutive
monthly increases. The state’s unemployment
rate dropped for the last three months. Fi-
nally, the Front Range Purchasing Managers
Index indicates that a manufacturing expan-
sion is underway.

Despite the evidence that arecovery is at
hand, we expect that the Colorado economy
will remain weak during the remainder of
2002 and into 2003. Without arapid recovery
in jobs, other economic indicators will remain
subdued over the next four quarters. There-
cent spate of wildfires will diminish what was
expected to be aturnaround in Colorado’s
tourism sector following the national eco-
nomic recovery and a further distancing from
the September 2001 terrorist attacks. There-
mainder of this section covers our forecast for
the Colorado economy. Table 11 contains de-
tails of the Colorado economic forecast.

Employment

Employment will not attain the December
2000 peak until the second quarter of 2003.
Still, at two and one-half years, a complete re-
covery will be afull year less than the state’s
last serious recession in the mid-1980s. How-
ever, the depth of this recession, as measured
by employment losses, is dightly worse than
in the 1980s. Colorado lost 55,900 jobs, or
2.5%, from peak to trough during the current
cycle. During the mid-1980s, the state’s job
loss reached a maximum of 2.2% from the pre-
vious peak. While the current cycle’s high
point of 5.7% for the unemployment rate is
well below the mid-1980s high point of 8.6%,
it rose 3.2 percentage points compared with
3.1 percentage points during the previous re-
cession. The unemployment rate in 2000 was
ahistoric low. At only one-half of the average
unemployment rate during the previous 22
years, the 2.7% unemployment rate in 2000
was unsustainable.

Employment changes are a lagging economic
indicator and thus employment will be slow to
recover. Figure 1 shows that employment
growth took three years to recover following
the mid-1980s recession before a somewhat
normal growth rate occurred. Meanwhile, itis

Figure 1. Colorado Employment Growth

12%

10% —

8% —

6% —

4%—

Forecast

LIRS

2%/ ———————————t—t———f—t—t—f—+

1971 1973 1975 1977 1979 1981 1983 1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007

Prepared by Legislative Council Staff

June 2002




45

difficult to find a sector that will provide a
strong impetus to overal growth in the econ-
omy during the next year. Only the govern-
ment sector has thus far escaped a decline in
jobs during the current downturn. However,
state and local government employment will
experience weak growth in the upcoming year
as declines in their revenues have caused hir-
ing freezes or job reductions in many cases.

“..itisdifficult to find a sector that will
provide a strong impetus to overall growth
in the economy during the next year.”

The construction sector added nearly 100,000
jobs during the 1990s, increasing at a com-
pound average annual growth rate of 9.8%. As
the economy weakened during the last half of
2001, construction fell off aswell. We antici-
pate that this trend will continue in 2002 with
adecline of 7,600 jobs. The industry will re-
bound dightly in 2003, adding 2,700 workers.

Manufacturing lost 6,700 jobs in 2001 and will
lose an additional 12,900 jobs thisyear. The
industry will continue to capitalize on produc-
tivity gains this year leading to the additional
job losses before adding 2,000 workersin
2003.

Both components of the transportation and
public utilities industry will lose jobs in 2002.
The transportation sector was hit hard by lay-
offs after the terrorist attacks last September.
While slowly adding flights and rehiring work-
ersthis year, employment levels will remain
below last year’s average, but a continuing re-
bound in passenger traffic will boost employ-
ment by 1,900 in 2003. However, the total
number of jobs in the transportation sector will
not surpass the 2000 level until 2004. The
utilities sector will remain in aslump in 2002,
drawing down employment by 8% due to on-
going problems in the telecommunications in-

dustry. Utilitieswill recover dightly next year
with again of 2,200 jobs.

“...thetotal number of jobsin the
transportation sector will not surpass the 2000
level until 2004.”

The usually robust retail trade sector fell off
significantly last year and will experience an
even smaller gain in 2002. Weak income and
population growth this year will prevent retail-
ers from adding the typical large number of
workers. Job growth will be only 0.4% in
2002 before increasing by 2.4% in 2003. The
employment outlook in the wholesale trade
sector is even more dismal. The sector will
shrink by 3,300 jobs in 2002, following aloss
of 1,800 jobs last year. Employment will in-
crease 2.3%, or by 2,400 jobs, in 2003.

The finance, insurance, and real estate sector
will have asmall gain thisyear. The finance
industry is till plagued by a sideways stock
market and real estate will be “hurt” by inter-
est rates that have likely reached a cyclical
low. Therea estate sector has been helped by
continued mortgage refinancing as interest
rates dropped over the past year.

“The servicesindustry will have a rare decline
in employment this year, following last year’s
small gain of 1.0%.”

The services industry will have arare decline
in employment this year, following last year’s
small gain of 1.0%. The business services
subsector will bear the brunt of the job losses,
falling 9.1%. Services employment will
bounce back to near its long-term average
gains, with a4.5% increase in 2003.

The number of Colorado jobs will decline
by 1.3% in 2002 before climbing 1.9% in
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2003. Announced job layoffs have slowed
from last year. However, the state is still
at risk for further layoffsin the telecom-
munications industry. Additionally, a
trend to business mergers places the state
at risk of further job losses.

As predicted in our March forecast, the
Colorado employment picture began to
turn around in the second quarter. Season-
ally-adjusted employment in April posted
its first gain in 16 months and followed
with another gain in May. Airlines are
gradually adding flights as well as service
to new destinations. Combined with a na-
tionwide economic recovery, the travel in-
dustry will provide a boost to Colorado’s
economic prospects thisyear. While travel
will be asmall positive for the state this
year, it will be tempered by the negative
impacts of the state’s drought and wild-
fires. Defense spending will also help the
state thisyear. A bottoming out for the
construction industry will help to provide
impetus to job growth next year. The eco-
nomic slowdown in Colorado will eventu-
ally provide a positive incentive to em-
ployers and prospective employees as the
relative costs of doing businessin the state
will improve.

The unemployment rate dropped from
5.7% in February to 5.3% in April, largely
as aresult of adeclinein the labor force.
Colorado will briefly mirror the recent sec-
ond uptick in the national unemployment
rate that was caused by an increase in the
labor force. Would-be Colorado workers
will once again enter the labor force as
they become more optimistic about em-
ployment prospects. However, they will
not be immediately successful, thus caus-
ing the increased unemployment rate | ater
thisyear. Therate will average 5.3% in
2002 and 5.1% in 2003.

Personal Income and Wages

“The weak economic recovery leadsto a
grim outlook for overall income and wage
gainsin 2002. “

Personal income and wages grew at a very
healthy pace during the economy’ s boom
years. These indicators increased 9.8% and
12.6%, respectively, in 2000, the peak year of
gains during the expansion. As the economy
slowed in 2001, wages and salaries posted
only a3.6% gain. The small gain was attribut-
able to the downturn in employment levels
throughout 2001, much smaller bonuses, and a
change in the composition of new jobs.

The weak economic recovery leadsto a
grim outlook for overall income and wage
gainsin 2002. Persona income will rise
only 2.7%, while wages and salaries will
increase a scant 1.2%. Weak corporate
profits will lead to small bonuses again this
year, while low interest rates will again
keep interest income low as well. Addi-
tionally, the composition of net job forma-
tion will depress income gainsin 2002.
Layoffs continue in the high-paid manu-
facturing and telecommunication sectors.

The outlook beyond 2002 is more positive.
Gains in personal income will average
6.3%, while wages and salaries will in-
crease at a compound average annual
growth rate of 6.6%.

Consumer Spending

Consumer spending is measured by retail trade
sales. Like most other economic indicators for
last year, retail trade sales slowed signifi-
cantly. After posting an 11.1% gain in 2000,
spending increased only 1.6% last year. Tour-
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ism was already negatively impacted by the
national economic slowdown in the first part
of 2001 and the terrorist attacks in September
only exacerbated the tourism trend.

Retail trade sales remained weak through
March, posting a 2.6% decrease. Income
and tourism will remain adverse factors for
consumer spending in 2002. The eco-
nomic picture will improve as the year pro-
gresses, leading to a dlight recovery for
consumer spending. Retail trade sales will
advance 1.7% in 2002, before posting
higher increases of 5.5% and 6.5% in 2003
and 2004, respectively.

Construction

Residential construction began to weaken in
late 2001 with annualized housing permits
some 20% below the pace set earlier in the
year and in 2000. This downward trend has
continued through April, though to a smaller
extent, with a 9.3% decline. Mild weather
conditions were responsible for the relatively
promising figures. However, we expect that
the underlying economic conditions will cause
alarger decline through the remainder of the
year.

The lag of the Colorado economic recov-
ery vis-a-vis the national recovery will lead
to lower net migration levels in 2002.
Combined with an expected two-year cor-
rection in multifamily construction, hous-
ing permits will decline 22.0 percent in
2002. The number of new housing permits
will level off in 2003 with a 1.0% decline.
Despite the seeming significant drop this
year, residential construction isat a high
level.

Nonresidential construction was essentially
flat in 2001. Thisyear’s performance has been
highly volatile through April. Down nearly

50% through February and nearly 25%
through March, large contracts for garagesin
Denver and schools in Douglas County in
April boosted the heretofore dismal perform-
ance to only a7.1% decline.

We believe that nonresidential construction
will weaken further in 2002. Given the
high vacancy rate for office space, the sof-
tening in the industrial and retail sectors,
and constraints on state and local govern-
ment spending resulting from the weak
economy, nonresidential construction will
decline 16.0% thisyear. The natural
forces of the business cycle will make
|ease rates more competitive. However,
business expansion will occur in existing
vacant space before significant amounts of
new space will be added to the market.
Thus, nonresidential building will be rela-
tively flat in 2003 before a turnaround be-
ginsin 2004.

Inflation

Inflation reached an 18-year high of 4.7%in
2001. However, the relatively high level of
inflation will not persist. The weak economy
will pull down the inflation rate in 2002. Dur-
ing the Colorado downturn of the 1980s, the
local inflation rate averaged 2.1%, two full
percentage points below the average rate dur-
ing the following five years of recovery.

We expect the Denver-Boulder-Greeley
inflation rate to be 2.3% in 2002. The in-
flation rate in 2003 will remain below re-
cent increases, posting a 2.8% gain.

Population

The U.S. Census Bureau indicated that Colo-
rado’ s population increased 2.2% in 2001.
Population growth averaged 2.7% during the
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1990s. Our strong population growth during

the 1990s resulted from the relative advantages
that we had at the beginning of the decade.

We estimate that population increases will

be less than 2.0% in the upcoming years.
Colorado’ s relative economic advantages

arelessdefined. The differential between
our employment growth and the nation’s
growth will be narrower. Our cost-of-
living advantage that drove economic
growth in the early 1990s has dissipated as
well. Thus, population gains through mi-
gration will be smaller.

Table 11
Colorado Economic Indicators, June 2002 Forecast
(Calendar Years)

Forecast | Forecast | Forecast | Forecast | Forecast
1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Population (thousands), July 1 3,812.7 3,891.3 3,969.0 4,056.1 4,323.4] 4,417.7 4,479.5 4,546.7 4,624.0 4,707.3 4,792.0
percent change /A 2.0% 2.1% 2.0% 2.2% 6.0% 2.2% 1.4% 1.5% 1.7% 1.8% 1.8%
Nonagricultural Employment
(thousands) 1,900.4 1,979.5 2,057.0 2,131.9 2,212.9] 2,231.9 2,202.9 2,244.7 2,318.8 2,388.4 2,452.9
percent change 3.6% 4.2% 3.9% 3.6% 3.8% 0.9% -1.3% 1.9% 3.3% 3.0% 2.7%
Unemployment Rate 4.2% 3.3% 3.8% 2.9% 2.7% 3.7% 5.3% 5.1% 4.8% 4.4% 4.4%
Personal Income (millions) $100,012| $108,765| $118,413| $127,653| $140,224| $145,593 f $149,524| $158,645| $169,116| $179,601| $190,736
percent change 7.6% 8.8% 8.9% 7.8% 9.8% 3.8% 2.7% 6.1% 6.6% 6.2% 6.2%
Wage and Salary Income (millions) $57,205| $62,524| $69,604| $76,358| $86,002| $89,070f $90,139| $95,637| $102,332| $109,393| $116,394
percent change 8.2% 9.3% 11.3% 9.7% 12.6% 3.6% 1.2% 6.1% 7.0% 6.9% 6.4%
Retail Trade Sales (millions) $42,631| $45,146| $48,131| $52,209| $58,018| $58,947] $59,949| $63,246| $67,357| $72,207| $76,900
percent change 6.7% 5.9% 6.6% 8.5% 11.1% 1.6% 1.7% 5.5% 6.5% 7.2% 6.5%
Home Permits (thousands) 42.2 42,5 49.5 48.9 53.7 54.5 42,5 42.1 44.6 46.2 46.0
percent change 6.8% 0.7% 16.5% -1.3% 10.0% 1.5% -22.0% -1.0% 5.9% 3.7% -0.6%
Nonresidential Building (millions) $2,367 $2,986 $2,617 $3,544 $3,339 $3,325 $2,793 $2,781 $2,921 $3,125 $3,328
percent change 28.6% 26.2% -12.4% 35.4% -5.8% -0.4% -16.0% -0.4% 5.0% 7.0% 6.5%
Denver-Boulder Inflation Rate 3.5% 3.3% 2.4% 2.9% 4.0% 4.7% 2.3% 2.8% 3.2% 3.2% 3.1%

/A Colorado's population on April 1, 2000, was 4,301,261 according to the U.S. Bureau of the Census. The 6.0% change in the population reflects the change from the July 1999 esti-
mate to April 1, 2000, and is used for calculation of the state's TABOR revenue limit.

For more historical data, see Appendix A.
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Appendix A
Historical Data
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Employment Growth by Industry

NONFARM EMPLOYMENT

MINING
Metal Mining
Coal Mining
Oil & Gas Extraction

CONTRACT CONSTRUCTION
General Building Contractors
Heavy Construction Contractors
Special Trade Contractors

MANUFACTURING
Durable Goods
Nondurable Goods

Food & Kindred Prod.
Printing & Publishing

TRANSPORTATION & PUBLIC UTILITIES

Communications

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

FINANCE, INSURANCE, & REAL ESTATE

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

GOVERNMENT
Federal Government
State Government

Education
Local Government
Education

NA: Not Available.

Compound Compound Compound
Average Average Average
Annual Annual Annual Annual

Growth Rate Growth Rate Growth Rate Growth Rate

1970-1980 1980-1990 1990-2000 2000-2001
5.4% 2.0% 3.8% 0.9%

10.0 -5.8 -4.2 8.9

7.5 -115 -7.5 -12.2

11.6 -7.3 -3.3 6.7

11.4 -3.7 -5.4 14.4

6.5 -1.9 9.8 2.9

35 -4.6 8.5 -1.6

7.2 -2.5 6.1 7.7

8.3 -0.5 11.0 34

4.4 0.7 0.6%/** -3.3

5.3 0.3 0.9* -2.8

2.8 14 0.2** -4.2

14 0.7 -0.2 1.3

5.3 4.0 1.8 -8.0

4.5 1.9 4.2%* -0.9

4.6 2.0 7.1%* -1.3

5.8 2.0 3.5 11

5.9 1.0 2.7 -1.7

5.8 2.3 3.7 1.8

-1.2 1.8 3.6 13

5.7 2.4 1.9 0.6

3.3 0.8 3.6 2.6

9.0 3.0 3.9 2.8

6.8 24 3.9 15

6.9 4.7 5.4* 0.8

6.5 3.3 23 -2.9

21 2.4 2.4 3.1

7.2 6.2 9.4* -4.4

7.7 4.4 6.0 0.9

5.3 4.3 29 4.0

NA NA 0.3 4.6

3.3 1.3 2.0 2.3

1.6 0.9 -0.4 -3.1

2.9 11 1.9 1.8

4.1 0.4 1.7 1.6

4.3 15 2.8 4.0

3.6 1.2 2.6 5.3

Source: Colorado Department of Labor and Employment.

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

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