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Summary

The General Fund revenue forecast for the current budget year (A'2)2818231.0 million
or 3.2 percent, higher than the September forecast. The weakening in the econ
influenced the projections in September has reversed and there is more momentu
economy than was previously evident. Based on the higher forecast, the state will enc
year with a reserve equal to 7.0 percent of appropriations, $2b8.2oNie the required 4.
percent reserve level.

OSPB projects General Fund revenue growth of 1.1 percent next fiscal year. This fore
a cautious approach to General Fund revenue in FYL2@L2 to the slowing in the glob
economy, and egpally the heightened risk of deterioration of the European financial sitl
Further, the high amount of volatility in the stock market this fall caused investors to
assets which will reduce tax revenue from capital gains in FI320a2adition, certain tax
policy changes under current law and accrual accounting changes will slow revenue
FY 201213 compared with FY 2012. Without these accrual and tax policy changes
201213 revenue growth would be closertothecurseestb | year ds gr o wl

Based on this forecast, General Fund appropriations can grow 5.2 percent, or $366.5
FY 201213 under current law. This assumes that the excess reserve iRl2Yi0atspent
and adds to the amountrabney available for spending in FY 2D12. Under t
November 1, 2011 budget request for FY -2@12he state will end the fiscal year with
excess reserve of $331.2 million. This also assumes the excess reserve-ir2 k& iz ]
spentthis fiscal year. Thus, the amount available for the General Fund budget will de
policy decisions regarding the use of {

OSPB projects that cash fund revenue subject to TABOR in FY20dllLtotal $2.4 tiibn, a
4.3 percent increase over FY 2010 In FY 20143, OSPB forecasts cash fund reve
growth of $52.7 million, or 2.2 percent.

Since the publication of the September forecast, the economy has shown
improvement. Job growth at the sthteel has particularly shown signs of susta
momentum. The jolmarketrebound has occurred across many industries and is reduc
stateds unempl oyment rat e. Cl aims for
producing industriesof mari act uring and oi l and gas,
economy, continue to grow. However, the overall economy is still only expanding mo
it continues the difficult process of rebuilding from the credit and housing boom amtidu
state and national economies are highly connected to the rest of the world and depe
credit. Thus, the European debt crisis and slowing in the global economy poses a dow
to the forecast. Based on these factors, economic grovpcteexo slow modestly in 201
However, if European and global conditions improve, both economic and revenue
would outperform this forecast.
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General Fund Budget

GENERAL FUND OVERVIEW

Table 1 presents the General Fund Overview for the December 2011 OSiRBfoegeast under
current I aw, while Table l1la shows the overview
201213 budget request.

Funds av 3hetog pottiens df the tables summarize the amount of General Fund revenue
available for spendjn The forecast for this revenue is discussed in further detaiGentgral Fund

Revenue Foreemsion starting ogpage8. The revenue available for spending in Table 1a incorporates
theGo v e r praposd ® transfer $73.2 million in revenua ftash funds, mostly from severance

taxes, to the General Fund (Line 4). It also shows the proposal to reduce the amount of gaming revenue
credited to the General Fund by $6.1 million (Line 5) that wstddde used to fund initiatives in the
Governobs Energy Office and the Office of Film, Te

Spending subject to (tLihe5 imFaple band Line 7 indTabde 1d show' ¢ 7
General Fund appropriations that are subject to the limit of five percent of Colorado peysenakinc
specified in Secton2%2 01 . 1 (1) (a) (rn) (A), C. R. S. The:
programs, such as-K education, higher education, Medicaid, corrections, and human services.
General Fund appropriations for FY 2Q2Treflet current law. In Table 1, the appropriations amount

for fiscal years 2043 and 20134 reflects the level of spending that can be supported by forecasted
revenue while maintaining the required General Fund reserve. The-EY &8dr@priations amadun

in Table l1a shows the Governords Novemider 1, 2 (
Table laeflects the level of spending that can be supported by forecasted revenue while maintaining the
required General Fund reserve. However, the anmiowdth tables will change depending on future

budget decisions for the cutréscal year and FY 2013.

Spending not sbj ect to t he aplinesoSpthréught 16 inrTable A /sumimarize/
spending that is exempt from or is outside of the General Fund appropriations limit. These amounts are
summarized in Table 1a in lines 10 to 18. The largest portion of this spen i s ORebat €
Expenditures, 6 which includes the Cigarette Rel
Rent Credit, and Fire and Police Pensions Association (FPPA) contributions as outlined at the bottom of
Table 2. The homestead prop&ayexemption expenditure amount (Line 12 in Table 1 and Line 14 in
Table 1a) increases substantially under current law in FY32@12lose to $100 million as the
exemption for qualifying seniors returns. From FY-20Q@Brough FY 20112, the exemmtn was
available only to qualifying disabled veterans.
request suspends the senior exempatimther year in FY 2012 whichis estimated to save $96.8

million.

R e s e r ¥he §nal Bection of the GBee r a | Fund Overview tables (0Re
Gener al Fund remaining at €E£hed &edeohl|l efaohdf Bat a
the difference between total funds available (Line 4 in Table 1 and Line 6 in Tabletabdattaly$o

(Line 17 in Table 1 and Line 19 in Table 1a). Line 20 in Table 1 and Line 22 in Table 1a shows the
statutorily determined reserve requirement and the following line in each table indicates any variance

Governordés Office of State Planni3ng and
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from the target. For FY 2012, ths forecast indicates that the reserve will be $212.2 million above the
4.0 percent required reserve.

State Education Fundl For informational purposes, the last line of the tables show the amount of
money credited to the State Education Fund. Undstateeconstitutional provisions of Amendment

23, the state credits an amount equal tahinoeof one percent of State taxable income to the State
Education Fund. And, for FY 2DB12 only, the State Education Fund receives a portion ($221.4
million) of he General Fund revenue above required résmrv&Y 2016011 as a result of SB-136

In FY 201112, the fund will also receive money from the Tax Amnesty Program created-184SB 11
Based on preliminary collections, this amount is roughly $@0. nilbwever, additional revenue is
expected to be collected through the end of December. The total amount that will be credited to the
fund from the program will be known in January 2012.

BUDGET IMPLICATIONS OF THE FORECAST
FY 201112

Based on cuent law appropriations, the state will end the fiscal year with a reserve equal to 7.0 percent
of appropriations, $212.2 million above the required 4.0 percent reserve level.

FY 201213

Under current law and based on this forecast, General Fundiappngpare able to grow 5.2 percent,

or $366.5 million in FY 20413 while maintaining a 4.0 percent reserve. This assumes that the $212.2
million excess reserve in FY 2021lis not spent and adds to the amount of money available for
spending in FY 20413.

Under t he Gover noludgstreuest fernfrly 2013, tHe,stat@ Willlehd the fiscal

year with a reserve equal to 8.6 percent of appropriations, $331.2 million above the required 4.0 percent
reserve level. Again, this assumes thaxtiess reserve in FY 20Plis not spent and adds to the

amount of money available for spending in FY-2812

FY 201314

This forecast projectsraturn of stronger growth in General Fund revenue in F¥12013his will

help support General Fundograms although it is not reasonable to expect many recent budget
reductionsto be reversed. The amowavailabldor the General Funfudget will depend on the

policies enacted ftwoth the currentyear and FY 2@113 budgets The amount available f8eneral

Fund budget growth will be tempered in FY 2@13as this forecast projects required diversions to
transportation, capital construction and ahatieof a percentage point increase in the General Fund
Reserve. Under SB-P98, this occurs whenrpenal income increases by at least five percent. OSPB
forecasts this to occur in 2013 as the economy picks up in momentum after a modest slowdown in 2012.
OSPB projects a required transfer of $158.4 million for transportation, $40 million for capital
construction, and an approximate $36 million increase in the reserve level. However, the amount of
moneyalreadyexpected to be transferred to capital construction in FY1204&eeds the required
amount under SB @28 as reflected in the General Fundr@gw(Line 13 in Table 1 and Line 15 in

Table 1a)

Governoroés Office of State Plannidng and



The Colorado Outloo& Decembeg0, 2011

Risks to the Budget Outlook

Althougheconomicconditionsmay prove bettehanwhatthis forecast projectthe risksare weighted

to the downsideThe slowing in the global economy, and espe¢b@alheightened risk of deterioration

of the European financial situation, creates downside risks to the future performance of the economy
and thus tax collections. This is especially the case for FN32&lthere I&kely to be a lag between
worsenig financial conditions, the economy, and tax revenue. Developments in Europe and the rest of
the world will therefore be monitored closely for any signs of further weakening.

Alternativelya more comprehensivesolution to the European crigisthe near termthat calms

markets and loosens credit, a reversal of the slowing trends in global conditions, and increased
momentum in the stateds economy A43révenuecestimates. r ev e
It is important to note that relatiyedmall changes in projected revenue growth rates result in large
swings in the amount of money available. Forpéxaiingrowth were to increasedecrease by just

three percentage points in FY 203Zrom the projected growth rate, revenue woulddrexamately

$220 million higher dower.

If the economyperforms better than projected in 2012, SE228 could be triggered in FY 2aB1

one year prior than expected. If the trigger were met, the transfers and the increase in thaldeserve w
result in less money for other General Fund obligations. For FYL0t# diversion for
transportation could total arounds$illion, while the current amount of moregt iscurrently

projected to be transferred for capital construitiammove the amount that would be required under SB
09228. The reserve would increase by around $30 million. The exact amounts would depend on the
level of General Fund revenue if it were to come in high&fiorecast due to bettdranexpected

economic pgormance.

Governoroés Office of State Pl annibng and



Table 1

General Fund Overview under Current Law
(Dollar Amounts in Millions)

Line Preliminary December 2011 Estimate by Fscal Year
Fr201011 | Freoi12 | Fr201213 | Fr2013-14

1 || Beginning Reserve $137.4 $156.7 $491.5 $294.0
2 || Gross General Fund Revenue $7,085.8 $7,373.8 $7,456.3 $7,920.6
3 Net Transfers to/(from) the General Fund $150.1 $124.8 ($5.9) ($5.8)
4 TOTAL GENERAL FUND AVAILABLE FOR EXPENDITURE $7,373.2 $7,655.2 $7,941.9 $8,208.8

Expenditures
5 || Appropriation Subject to Limit /A $6,811.1 $6,982.3 $7,348.8 $7,401.8
6 Dollar Change (from prior year) $179.5 $171.2 $366.5 $53.0
7 Percent Change (from prior year) 2.7% 2.5% 5.2% 0.7%
8 || Exemptions to Limit /B $8.5 $0.0 $0.0 $0.0
9 || Spending Outside Limit $139.0 $181.5 $299.1 $473.9
10 TABOR Refund $0.0 $0.0 $0.0 $0.0
11 Rebates and Expenditures /C $126.0 $130.5 $136.8 $155.5
12 Homestead Exemption $1.6 $1.7 $98.5 $104.4
13 Transfers to Capital Construction /D $12.0 $49.3 $63.8 $55.5
14 Transfers to Highway Users Tax Fund /D N/A N/A $0.0 $158.4
15 Reversions and Accounting Adjustments ($30.9) $0.0 $0.0 $0.0
16 Enhanced Medicaid Match (reduces GF expenditures) ($0.5) N/A N/A N/A
17 || TOTAL GENERAL FUND OBLIGATIONS $6,927.7 $7,163.7 $7,647.9 $7,875.7

Reserves
18 || Year-End General Fund Balance $445.5 $491.5 $294.0 $333.1
19 Year-End General Fund as a % of Appropriations 6.5% 7.0% 4.0% 4.5%
20 || General Fund Statutory Reserve /E $156.7 $279.3 $294.0 $333.1
21 || Excess Monies Above (Below) Statutory Reserve /F $288.9 $212.2 $0.0 $0.0
22 ||Addendum: State Education Fund /G $591.9 $388.4 $389.0 $416.1

Totals may not sum due to rounding.

/A Per SB 09-228, this limit equals 5.0% of Colorado personal income. The appropriations amount for Fiscal Year 2011-12 reflects currentlaw. The amounts
for FY 2012-13 and FY 2013-14 represent the level of spending that can be supported by revenue w hile maintaining the required reserve amounts.

/B Spending by the Medicaid program that is above the appropriated amount
FY 2010-11, Medicaid Overexpenditures amounted to $8.5 million.

/C Includes the Cigarette Rebate, Old Age Pension Fund, Property Tax, Heat, and Rent Credit, and Fire and Police Pensions Association (FPPA) contributions as
outlined at the bottom of Table 2.

/D SB09-228 requires transfers to capital construction and the Highw ay Users Tax Fund for FY 2013-14 since personal income is projected to increase by
more than 5.0 percent in 2013.

/E  Per SB 11-156, the statutory General Fund reserve required per 24-75-201.1, C.R.S. was set at 2.3% for FY 2010-11. The required reserve level increased
to 4.0% in FY 2011-12. SB 09-228 requires the reserve to increase to 4.5 percent for FY 2013-14 since personal income is projected to increase by more
than 5 percent in 2013.

/F Per SB 11-230, of the excess amount in FY 2010-11, $67.5 milllion is credited to the Public School Fund; the remainder, or $221.4 million, is transferred to the
State Education Fund.

/G The State Education Fund annually receives one-third of 1% of Colorado taxable income. For FY 2011-12 only, it also receives an estimated $221.4 million of
the FY 2010-11 Excess Reserve. In FY 2011-12, the fund will also receive money from the tax amnesty program created by SB 11-184. Based on
preliminary collections, this amount is roughly $6.0 million. How ever, additional revenue is expected to be collected through the end of December. The total
amount that will be credited to the fund from the program will be know n in January 2012.



Table la
General Fund Overview with the Governor's November 1, 2011 FY 2012-13 Budget Request
(Dollar Amounts in Millions)

Line Preliminary December 2011 Estimate by Fiscal Year
Fr2o1011 [ Fr2o1112 | Pr201213 [ Fv2013-14 |
1 Beginning Reserve $137.4 $156.7 $491.5 $618.7
2 Gross General Fund Revenue $7,085.8 $7,373.8 $7,456.3 $7,920.6
3 Net Transfers to/(from) the General Fund $150.1 $124.8 ($5.9) ($5.8)
4 Net Transfers to/(from) the General Fund (Proposed) N/A N/A $73.2 N/A
5 Proposed General Fund Revenue Changes N/A N/A ($6.1) ($6.1)
6 TOTAL GENERAL FUND AVAILABLE FOR EXPENDITURE $7,373.2 $7,655.2 $8,009.0 $8,527.4
Expenditures
7 || Appropriation Subject to Limit /A $6,811.1 $6,982.3 $7,189.3 $7,708.2
8 Dollar Change (from prior year) $179.5 $171.2 $207.0 $518.9
9 Percent Change (from prior year) 2.7% 2.5% 3.0% 7.2%
10 || Exemptions to Limit /B $8.5 $0.0 $0.0 $0.0
11 || Spending Outside Limit $139.0 $181.5 $200.9 $472.4
12 TABOR Refund $0.0 $0.0 $0.0 $0.0
13 Rebates and Expenditures /C $126.0 $130.5 $135.3 $154.0
14 Homestead Exemption /D $1.6 $1.7 $1.8 $104.4
15 Transfers to Capital Construction /E $12.0 $49.3 $63.8 $55.5
16 Transfers to Highway Users Tax Fund /E N/A N/A $0.0 $158.4
17 Reversions and Accounting Adjustments ($30.9) $0.0 $0.0 $0.0
18 Enhanced Medicaid Match (reduces GF expenditures) ($0.5) N/A| N/A| N/A
19 TOTAL GENERAL FUND OBLIGATIONS $6,927.7 $7,163.7 $7,390.3 $8,180.6
Reserves
20 || Year-End General Fund Balance $445.5 $491.5 $618.7 $346.9
21 Year-End General Fund as a % of Appropriations 6.5% 7.0% 8.6% 4.5%
22 || General Fund Statutory Reserve /F $156.7 $279.3 $287.6 $346.9
23 Excess Monies Above (Below) Statutory Reserve /G $288.9 $212.2 $331.2 $0.0
24 |[Addendum: State Education Fund /H $591.9 $388.4 $389.0 $416.1
Totals may not sum due to rounding.
/AN Per SB 09-228, this |imit equals 5.0% of Colorado personal income. The appropriations am
2011budgetrequest. The FY 2013- 14 amount represents the level of spending that can be supported by revenue while maintaining the required 4.5% reserve.
/IB Spending by the Medicaid program that is above the appropriated amount, called fAMedicaid
amounted to $8.5 million.
/IC Includes the Cigarette Rebate, Old Age Pension Fund, Property Tax, Heat, and Rent Credit, and Fire and Police Pensions Association (FPPA) contributions as outlined at the bottom of Table 2. The
amounts for FY 2012-13 and FY 2013-14 incorporate the Governordés November 1, 2011 budget r
ID The Governorod6s November 1, 2011 budget request includes the suspension of the senior hom
IE The $63.8 million transfer to the Capital Construction Fund in FY 2012-13 is based on the
by $5.9 million due to higher Federal Mineral Leasing revenue projections for FY 2012- 13. SB 09- 228 requires transfers to the Capital Construction Fund and the Highway Users Tax Fund for FY
2013- 14 since personalincome is projected to increase by more than 5.0 percentin 2013.
/F  PerSB 11- 156, the statutory General Fund reserve required per24-75-2011, C.R.S. was setat 2.3% for FY 2010- 11 The required reserve levelincreased to 4.0% in FY 2011-12.  SB 09-228
requires the reserve to increase to 4.5 percent for FY 2013- 14 since personalincome is projected to increase by more than 5 percentin 2013.
G Per SB 11- 230, of the excess amountin FY 2010- 11, $67.5 million is credited to the Public School Fund; the remainder, or $221.4 million, is transferred to the State Education Fund.
/H  The State Education Fund annually receives one- third of 1% of Colorado taxable income. For FY 2011- 12 only, it also receives an estimated $2214 million of the FY 2010- 11Excess Reserve. In FY

2011- 12, the fund will also receive money from the tax amnesty program created by SB 11- 184. Based on preliminary collections, this amount is roughly $6.0 million. However, additional revenue is
expected to be collected through the end of December. The totalamount credited to the fund from the program will be known in January 2012.
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General Fund Revenue Forecast

The General Fund revenue forecast for the current budget year (F2)2614231.0 million, or 3.2
percent, higher than the September forecast. The weakening in the economy that ihBuenced
projections in September has reversed in certain im@Espectyecent economic data point to more
underlying strength and momentum in the economy than was previously evident. Revenue in FY 2011
12 is now estimated to increase 4.1 percent o\&§Y1BY 1.

OSPB projects General Fund revenue in FY-2BMRIill grow at a slower rate of 1.1 percent. A
weakening in global economic conditions and the European debt crisis are expected to slow the
economy from the current pacén addition,high stock marketvolatility in the fall likely caused
investors to sell assets and realize capital gains that are subject to income tax. This is boosting FY 2011
12 revenue at the expense of collections in FY-1302&hen fewer capital gains will be realized.
However, with higher revenue collections this fi
revenue will grow, this forecast projects that FY-P®T2eneral Fund revenue will be $100.8 million,

or 1.4 percent, higher than projected in September

In addition to the economic reasons for the slower revenue growth rate in-E3, 20fE2v tax policy

changes are affecting revenue. The sections below on income tax and sales tax revenue discuss thes
changes. Further, accrual accounting chanbskw revenue growth in FY 2612 compared with

FY 201112. Accrual adjustments are required so revenue collected is accounted for in the fiscal year in
which the economic activity that genertaedbyd t he
expected large accrual adjustments that will not occur in F¥320¥2ithout these accrual and tax

policy changes, FY 2012 revenue growth wouldtdleset o t he current fi scal ye

Even with the increase in revenue projecyetthib forecast, General Fund revenue in FY-2B12
expected to still be $286.6 million, or 3.7 percent, belowrigsgssion level in FY 2608.

Projections for income, excise, and all other General Fund revenue sources can be found in Table 2.
Individual and Corporate Income Taxes

/ ndi vi du a Andividoatiocomee taX revenue is expected to grow 6.6 percent in FI2.2011
Strongethane x pect ed job growth is causing income t ax
in higher than was projected in September. Income thrlditlg represents about 55 percent of total
General Fund revenugevenue growth from income tax withholding will be muted in FY130dize

to an expected modest slowdown in job growth and from an accrual accounting adjustment. This
adjustment is due the timing of the payroll period at the end of the fiscal year that will bolster FY
201112 revenue relative to FY 2412

Income tax revenue from estimated payments is the third largest General Fund tax revenue source
behind income tax withholding asales taxes. The two largest contributors to this revenue are typically
capital gainand owners of small and mediized businesses. After surging 38.2 percent in FY 2010

Governords Office of State Planning8and Bud
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11, revenue from this source is expected to post a more modest grovftfi.2apeercent this fiscal
year.

As previously noted, the recent stock market volatility is assumed to have generated increased capital
gains. The anticipated federal tax increases on capital gains at the enthgfél®d have contributed

to sellng to take advantage of therentlower tax rates. As investors recently sold off stocks, there is
expected to be fewer capital gains in FY-281&8nd thus less estimated income tax payments,
particularly due to expectations of a relatively weaklatlg wbock market from continued uncertainty
regarding Europeds debt <crisis.

Cor porate Amcapmeor/ti onment of corporationsd prof
Col oradods corporate income tax revenue. Profi
rebound in economic activity, especially as a rethdirdarge productivity gains after cutting costs to

survive the recession. However, profit growth is projected to slow for F¥228id FY 20123.

Companies are not expected to continue to benefit from the same productivity gains that increased thei
margins after the recession. Further, a rise in costs, especially from increasing employee health care
benefits, and a modest slowing in sales will constrain profits. These factors, along with the December
2010 federal tax policy change that incremsdeductions for business equipment purchases, will cause
corporate income tax revenue to decline a projected 3.4 percent in-EX. 2@drporate income tax

revenue will increabga modest 3.9 percent in FY 2082

Sales and Other Excise Taxes

Sales and use tax revenue repeeaditiie over 30 percent of total General Fund revenue. Growth in

these revenue sources jumped in FY-20185 both consumers and business resumed their spending
when the economy began to improve. Use tax revesusoistered by businesses replacing outdated

and obsolete equipment after postponing such purchases during the recession. Thus, the surge last fiscal
year was mostly a eti@e event and spending for this fiscal year and FYL2Q%H post only modest

increases. Recent data, at least at the national level, has shown weakening in disposable income an
household net worth due to the stock market volatility and continued weak hom&lpscedi weigh

on consumer spendiniylore detadl on these trerglcan be found in the consumer spending section of
theEconomic Conditions and Beimasbrpagel9of this publication.

In addition, ales and use tax revenue to the state this fiscal year and in-EY \2{lli12how lower

growth than actual spding would suggest. This is mostly as a result of certain tax policy changes. Of
particular note, the partial resumption of the vendor discount this fiscal year, which allows a portion of
sales taxes collections to be retained by retailers, wilb secieceé sales tax revenue collections in FY
201112 by about $46 million. In addititime scheduled reinstatement of shkes tax exemption on

energy used for manufacturimgl andustrial purposes wilecrease sales tax revenue starting in FY
201213 by about $40 milliorHB 111293 reinstates the exemption of certain software purchases and is
estimated to decrease sales tax revenueutyahmillion in FY 201243,

Revenue from smaller excise tax sources, including cigarette, tobaccor &xksqwill remain flat
over the forecast period.

Governords Office of State Planning9and Bud



Table 2

orado Gener al Fund 17
(Accrual Basis, Dollar Amounts in Millions)

Esti mat e

Revenue

Col

Line

Category

Excise Taxes:

Preliminary
FY 2010-11

% Chg

December 2011 Estimate by Fiscal Year

FY 2011-12 % Chg FY 2012-13 % Chg FY 2013-14 % Chg

1 Sales $2,0435 12.0% $2,043.6 0.0% $2,062.3 0.9% $2,1611 4.8%)
2 Use $190.1 22.0% $194.1 2.% $200.3 3.2% $210.9 5.3%
3 Cigarette $39.3 -3.8% $39.3 -0.1% $36.8 -6.2% $36.2 -19%
4 Tobacco Products $13.8 -14.2% $7.7 28.4% $17.6 -0.5% $18.3 3.5%
5 Liquor $364 2.8% $37.7 3.4% $39.3 4.2% $40.6 3.3%
6 Total Excise $2,323.1 12.1% $2,332.4 0.4% $2,356.4 1.0% $2,467.0 4.7%

Income Taxes:

7 Net Individual Income $4,496.1 10.1% $4,792.8 6.6% $4,785.8 -0.1% $5,073.9 6.0%
8 Net Corporate Income $393.9 5.9% $380.6 -3.4% $395.6 3.9% $428.7 8.4%)
9 Total Income $4,890.0 9.7% $5,173.4 5.8% $5,1814 0.2% $5,502.7 6.2%
0 Less: State Education Fund Diversion $3705 12.6% $388.4 4.8% $389.0 0.1% $416.1 7.0%

n Total Income to General Fund $4,519.5 9.5% $4,785.0 5.9% $4,792.5 0.2% $5,086.6 6.1%

Other Revenues:

o

GROSS GENERAL FUND

Rebates & Expenditures:

$7,085.8

9.7%

$7,373.8

4.1%

$7,456.3 1.1%

» Estate ($0.9) N/A $0.0 N/A $45.0 N/A $94.0 108.9%
B Insurance $189.7 15% $206.2 8.8% $209.7 17% $214.8 2.4%|
“ Interest Income $79 -216% $84 5.6% $18 40.9% $15.9 34.7%
5 Pari-M utuel $05 -0.6% $0.6 3.4% $04 -23.1% $04 -6.2%)
6 Court Receipts $36 -80.0% $13 -64.9% $0.3 -80.0% $0.3 0.0%
7 Gaming $204 25.9% $20.3 -0.5% $20.3 0.0% $20.3 0.0%
8 Other Income $212 -18.8% $19.7 -7.3% $20.0 17% $214 7.0%
19 [[Total Other $243.2 -5.6% $256.4 5.4% $307.5 19.9% $367.0 19.4%

$7,920.6

21 Cigarette Rebate $110 -5.3% $11 0.7% $10.4 -6.2% $10.2 -19%
22 Old-Age Pension Fund $102.2 -114% $100.1 -2.1% $102.3 2.2% $105.8 3.5%)
23 Aged Property Tax & Heating Credit $6.8 -10.0% $74 9.2% $74 -13% $74 10%)
24 Interest Payments for School Loans $0.8 -63.7% $14 74.% $16 4.3% $16 0.0%)|
25 ||Fire/Police Pensions $4.3 13% $9.6 123.5% $1U3 48.3% $29.6 107.4%]
26 ||Amendment 35 General Fund Expenditure $0.9 -19% $0.9 0.0% $0.8 -3.4% $0.8 -10%)|
27 ||Total Rebates & Expenditures $126.0 -11.2% $130.5 3.6% $136.8 4.8% $155.5 13.7%
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Cash Fund Revenue Forecast

OSPB forecasts cash fuegenue subject to TABOR to grow $101.9 million and total $2.4 billion in FY
201112, a 4.3 percent increase over FY-2010In FY 20143, OSPB forecasts cash fund revenue

growth of $52.7 million, or 2.2 percent. Revenue growth in the hospitat feeyisieverance tax, and
transportation categories accounts for much of the expected increase irR1RY Z@&Ielatively small

growth rate in FY 20113 is due to a slight decline in severance tax revenue and smaller growth rates in
the other main casund revenue sources. Notable changes since the September 2011 OSPB forecast
include downward revisions to provider fee and miscellaneous revenue estimates. Provider fee estimates
have been revised to reflect updated cost estimates, and the miscedaeroe forecast has been

revised due to weakayéo-date revenue collection¥he following discusses the forecasts for these

major cash fund revenue souredsch are presented in Tahle 3

Transportation-Related Cash Funds

Total transportationdated cash fund revenue, which includes revenue to the Highway Users Tax Fund,
the State Highway Fund, and other various smaller transportation cash funds, is forecast to total $1.1
billion in FY 201412, an increase of 2.1 percent from FY -20100SPB frecasts FY 2013

collections to total 1.12 billion, an increase of 0.8 percent.

Most transportation revenue is from vehicle registrations, fuel sales, and license and permit issuances. In
2011, both car and light trusdes rebounded over the ceuds the year. Vehicle sales affect
transportation revenue as they result in increased registrations and license and permit revenue. Fuel tax
revenue, which typically comprises slightly more than half of Highway Users Tax Fund revenue,
increased in FY 2011 and yeao-date collections suggest similar growth in FY-2D11
Additionally, driverds | icense revenue i s expe
changes to the renewal cycle. In 2005, the passage €943Bchanged theidv er 6 s | i cense
cycle from a teryear cycle to a fayear cycle. The overlap of the conclusion of thgetarncycle and

the fiveyear cycle has increased the number of licenses issued and license revenue.

Other notable legislation to affecnisportation revenue includes HBL1387, which will cause the

transfer of approximately $22.1 million from the Highway Users Tax Fund to the Licensing Services cash
fund in FY 201412. This transfer will not affect total transportation revenue in B 204ut it will

decrease the amount in the Highway Users Tax Fund and increase the amount in other miscellaneous
cash funds. T h-23 b@lget requastpmobses té Makettiisltransfer permanent.

SB 11184 temporarily reduces the penfaitypayment of overdue state taxes, and a portion of the
revenue collected from the program from overdue fuel taxes will be credited to the HUTF. While the
final amount will be known in January 2012, preliminary collection data suggests about I$3,500 will
credited to the HUTF from the program.

Governords Office of State Plannindland Bud



The Colorad®utlookd December 20, 2011

Limited Gaming

FY 201112 gaming revenue is projected to decrease 10.4 percent and total $96.8 million. Of this
amount , $6. 7 million is

TABOR per Amendment 50. This amendment to the Colorado Constitution resulted in increased

expected

t o befrode xt enc

betting limits, more types of gaming, and extended gaming hours. The remaining $90.1 million is subject
to TABOR and is shown in Table 4 of this forecast.FYh201112 decline in gaming revenue reflects
less household wealth as a result of the economic downturn and a Gaming Commission tax rate
reduction of 5.0 percent. This tax change will reduce gaming tax revenue collections-t2Rx 2011

an estimateds® million.

FY 201213 gaming revenue is forecast to grow modestly and total $99.7 million, of which $7.0 million is

expected to be extended
request proposes the use of $6.1 mitiiothe gaming revenue transfer to the General Fund for film
ncentives and t he Go vieutlines thé ferecisnfer totalygaminfy feveoue .

and its allocation under current law.

i mi

ted

Figure 1 Distribution of Limited Gaming Revenues

g ami-I8dudget venue

A. Total Limited Gaming Revenues $108.0 $96.8 $99.7 $104.9
Annual Percent Change 0.3% -10.4% 3.0% 5.2%
B. Base Limited Gaming Revenues (max 3% growth) $97.7 $87.6 $90.2 $92.9
C. Total Amount to Base Revenue Recipients $86.4 $76.0 $80.5 $83.3
Amount to State Historical Society $24.2 $21.3 $22.5 $23.3
Amount to Counties $10.4 $9.1 $9.7 $10.0
Amount to Cities $8.6 $7.6 $8.0 $8.3
Amount to Distribute to Remaining Programs (State Shafe) $43.2 $38.0 $40.2 $41.7
Amount to Local Government Impact Fund $3.6 $2.8 $3.2 $3.4
Colorado Tourism Promotion Fund $12.0 $9.4 $10.5 $11.2
Film Incentives Fund $0.2 $0.2 $0.2 $0.2
Creative Industries Cash Fund $1.0 $0.8 $0.8 $0.9
Bioscience Discovery Evaluation Fund $4.3 $3.4 $3.8 $4.0
Innovative Higher Education Research Fund $1.7 $1.3 $1.5 $1.6
Transfer to the General Fund $20.4 $20.3 $20.3 $20.3
D. Total Amount to Amendment 50 Revenue Recipients $8.9 $6.7 $5.3 $8.6
Community Colleges, Mesa and Adams State (78%) $7.0 $5.2 $4.2 $6.7
Counties (12%) $1.1 $0.8 $0.6 $1.0
Cities (10%) $0.9 $0.7 $0.5 $0.9
Hospital Provider Fee

Governoros Offic
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Hospital provider fee revenue comes from the payment of hospital provider fees, authorized by HB 09

1293. The program increases Medicaid reimbursements to hospitals paying the fee. Most hospitals in
the state pay the fees, which equivalent to a paay payment for inpatient hospital services and a
percentage of charges for outpatient hospital services. Revenue from the fees is expected to increase

Bud
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$123.9 million in FY 2041P2 and $34.7 million in FY 2012, which are gndh rates of 28.0 percent
and 6.1 percent, respectively.

Provider fee revenue is forecast to increase as the petigiiale population is expanded and payments

from providers due to this expansion increase accordingly. However, the estimafes eaehegsar

compared with the September 2011 forecast due to reduced population cost estimates, which results in
lower provider fee revenue necessary to cover such costs.

Legislation passed during the 2011 legislative sessioi212Bwviill increse revenue by increasing fees

paid to the Hospital Provider Fee Cash Fund by an estimated $50 million in 2/a2@1$25 million

in FY 201213. This revenue will offset state General Fund expenditures for the Medicaid program
during those fiscal years.

Provider fee revenue is projected to decline in F¥120tb8cause, under the federal Affordable Care

Act, certain populations will be eligible for a 100 percent federal fund match, therefore provider fee
revenue will not be collected for these pdpuakt The Office of State Planning and Budgeting would

like to recognize the Department of Health Care Policy and Financing for its assistance in forecasting
provider fee revenue.

Severance Tax

OSPB expects severance tax revenue to total $197.6imM6r201112 and $189.2 million in FY

201213. Natural gas production is projected to increase through the forecast period as a result of an
increase in drilling rigs and other investments in the state by natural gas companies. Natural gas prices
are brecast to average $4.14 per thousand cubic feet (Mcf) in 2011 and $3.95 per Mcf in 2012. High
storage inventories and mild early winter temperatures have kept priteariewgeected in 2011. An
abundance of supply is expected to keep naturalogashetow $4.50 per MMcf through 2014.

Some tax revenue which had been expected in FL2@&EL hstead being collected in FY 2@ due

to a lag in when oil and gas activity occurred and the severance tax liability associated with that activity.
The shift in revenue to FY 2012 combined with lower projected natural gas prices in 2012 are the
main reasons for the decrease in severance tax revenue in®Y 2012

While natural gas prices and production levels are the primary factors that adfect se@xeevenue,
recently attention has been paid to increased oil exploration and production activity in northeastern
Colorado. The Niobrara formation is the site of most new oil activity in Colorado and exploratory
activity continues to increase, paldrly in Weld County. Figuresows the change in oil and gas
drilling rig counts since 2018lthough both oil and gas drilling rigs continue to increase, the figure
shows a substantial uptick in oil rigs operating in the state. Most of theserigsvareilin Weld

County, and new rigs are a leading indicator for production. Thus, there is potential for strong growth in
oil production in the area which would benefit the state economy.

Production activity in Weld County is forecast to increaséirae as more wells come on line, but the

impact of increased production on revenue collections is expected to be constrained by the ad valorem
severance tax credit available to taxpayers. This credit is based on the property tax paid on the value oil
and gas production. Weld County has a higher property tax rate than most other large oil and gas

Governords Office of State Plannind3and Bud
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producing counties, which will result in higher tax credits to offset the growth in severance tax liability
from the increasing oil production. Oil prit@sColorado producers are forecast to average $87 per
barrel in 2011 and $95 per barrel in 2012.

Figure 2 Colorado Monthly Oil and Gas Drilling Rig Count, 2010 through November 2011
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Severance tax revenue from coal produdidorecast to increase in FY 2Q2lafter decreasing in

recent years. The rebound in economic activity and the opening of a large new coal mine in southeast
Colorado are contributing to the increase this year. However coal severance tax revetaaets expec
gradually decline over the remainder of the forecast period due to the increasing use of other energy
sources to meet the economyds energy needs. F
requires Colorado utilities to decrease nitrogee exnissions by retiring, retrofitting or repowering
coalfired power plants by the end of 2017 and replace them with other sources with fewer emissions.
The stateds plan under the Act involves using m

Like withthe fuel taxes to the HUTF, the state is receiving the payment of overdue severance taxes as a
result of the program created by SB84. Preliminary collections data show that $1.5 million has been
collected. The total amount collected will be knoWanuary 2012. This money will be credited to the

State Severance Tax Cash Fund in F¥12011

Federal Mineral Leasing Revenue

When federal lands are leased for mineral extraction, the federal government and the state of Colorado
realize a share tie revenue from the production activity. Continued production on federal lands,
particularly in northwest Colorado, is expected to increase Federal Mineral Leasing (FML) revenue

Governords Office of State Plannindd4dand Bud



The Colorad®utlookd December 20, 2011

through the forecast period. However, lower natural gas pricd® iwik@emper the FY 2013
increase. Figure 3outlines the forecast of FML revenue. FML revenue comes from the federal
government, which makes it exempt fighBOR. Thus, the amounts below are not reflected in the
cash fund TABORewvenue forecast@hin in Table 3

Figure 3. Federal Mineral Leasing (FML) Payments

Bonus Non-Bonus Total FML Percentage
Fiscal Year Payments Payments Revenue Change
FY 200910 $5.20 $117.20 $122.50 -46.1%
FY 201611 $2.26 $147.2 $149.48 22.0%
FY 201112 $5.1 $165.0 $170.10 13.8%
FY 201213 $6.1 $168.6 $174.70 2.7%
FY 201314 $9.5 $179.7 $189.13 8.3%

Dollars are in millions. FY-20@thd 20101 figures reflect actual collections;EhthFdugh FY 2013
14 are projections.

Other Cash Funds

Insuranceelated cash fund revenue includes all insurance premiums collected for major medical

i nsurance, subsequent i nj ur yelatedacast fumi® arekegpeocled to c 0 mp
total $16.3 million in FY 2012 and $17.1 million inYF201213. The Colorado Department of
Regulatory Agencies is primarily cash funded by regulated entities, and its cash fund revenue is expectec
to total $63.9 million in FY 2612 and $65.6 million in FY 2012

Yearto-date collections of other neflaneous cash fund revenue subject to TABOR are below prior
year levels, and this revenue is projected to decrease $61.6 million iflEX@@pared to FY 2010

11. This category is broad and includes numerous cash fund revenue sources, maangesom lic
fines, and fees as well as interest earnings on various cash funds.

As discussed in the transportation and severance tax revenue sectigl®} SBivk taxpayers to pay

certain overdue state and local taxes, includidwatirog any interestue, without being subject to any

fine or civil or criminal penalty otherwise provided for by law. The money collected from overdue
income and sales taxes is credited to a special cash fund, of which about $1 million will be used to
reimburse the Deparént of Revenue for administering the program and to fund tax and expenditure
studies, while $175,000 will be appropriated to the Family Medicine Residency Training program in the
Department of Health Care Policy and Financing. The remainder in thdl foedramsferred to the

State Education Fund; preliminary collection data shows that this amount is roughly $6.0 million.
However, additional revenue is expected to be collected through the end of December. A final total of
all overdue taxes collecteahi the prograrwill be available in January.

Governords Office of State Plannindb5and Bud



Cash Fund Revenue Forecasts by Major Category

Table 3

(Dollar amount in millions)

Actual December 2011 Estimate by Fiscal Year
FY 2010-11 to FY

Category FY 2010-11 FY 2011-12 FY 2012-13 FY 2013-14 | 2013-14 CAAGR*
Transportation-Related /A $1,082.7 $1,106.0 $1,115.2 $1,127.3

Change 2.2% 2.1% 0.8% 1.1% 1.4%
Limited Gaming Fund /B $98.0 $87.6 $90.2 $92.9

Change -3.2% -10.6% 3.0% 3.0% -1.8%
Capital Construction - Interest $3.0 $0.8 $0.9 $0.9

Change -7.8% -73.3% 6.9% 5.0% -33.1%
Regulatory Agencies $69.6 $63.9 $65.6 $67.4

Change 3.3% -8.1% 2.7% 2.7% -1.0%
Insurance-Related /C $26.5 $16.3 $17.1 $17.4

Change -38.3% -38.3% 4.4% 2.0% -13.1%
Severance Tax $149.4 $194.1 $183.3 $229.5

Change 209.6% 29.9% -5.5% 25.2% 15.4%
Medicaid Hospital Provider Fees $442.6 $566.5 $601.2 $546.5

Change 46.1% 28.0% 6.1% -9.1% 7.3%
Other Miscellaneous Cash Funds $472.0 $410.4 $424.7 $432.4

Change 1.7% -13.1% 3.5% 1.8% -2.9%
TOTAL CASH FUND REVENUE $2,343.7 $2,445.5 $2,498.2 $2,514.3

Change 12.2% 4.3% 2.2% 0.6% 2.4%

* CAAGR: Compound Annual Average Grow th Rate.

IA
/B

IC

Revenue beginning in FY 2009-10 include the impact of SB 09-108 (FASTER).
Revenue excludes any impact from Amendment 50 as these revenues are exempt from TABOR. Exempted revenues are projected based on the

formula outlined per HB 09-1272.

Pursuant to SB 09-037, beginning in FY 2010-11 the Workers' Compensation surcharge that is applicable for the Major Medical and Subsequent
Injury cash fund will no longer be applied until the available balance in said fund falls below the unrestricted cash fund balance plus one year's

w orth of direct and indirect operating expenses for these programs.
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TheTaxpayer 6s :BevénueLiomt Ri ght s

The Taxpayer 8s BadArtitle X0 Sectiéhi 2@ df thesColprdds BodgRt)dibmits the
stateds revenue gr oplus poputation drawth inghe previous calemdérlyeat i o n
Under the provisions of TABOR, revenue collected above the TABOR limit must be returned to
taxpayers, unless voters decide the State can retain the revenue. In November 2005, voters approved
Referendm C, which allows the State to retain all revenue througB0BY0, during a fivgear

TABOR 0t i Referermunt C also set a new cap on revenue starting in FIYL.204ble 4
summarizes the forecasts of TABOR revenue, the TABOR revenue lirtie eswcenue cap under
Referendum C.

Beginning in FY 20101, the amount of revenue that the State may retain under Referendum C (line 9)
is computed by multiplying the revenue limit between FYOBO®E FY 20020 associated with the

highest TABOR revere year (FY 20d¥8) by the allowable TABOR growth rates (line 6) for each
subsequent year. OSPB does not project that any refunds will occur during the forecast period (line 10).

TABOR requires that the population estimates used to determine the Inewvebeeadjusted every
decade to match the federal census. The 2010 f
overestimated during the 2000s decade. Thus, in order to account for this overestimate, the percent
change in population (lin@#Table 4) that will affect the FY 2dPlrevenue limit wéswvered
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Table 4

TABOR Revenue & Referendum C Revenue Limit
(Dollar Amounts in Millions)

Line

TABOR Revenues:

Preliminary
FY 2010-11

December 2011 Estimate by Fiscal Year

[ Freoi12 || Fv201213 | Fv2013-14]

1 |General Fund /A $7,057.7 $7,353.5 $7,436.0 $7,900.3
Percent Change from Prior Year 8.9% 4.2% 1.1% 6.2%

2 ||Cash Funds $2,366.9 $2,445.5 $2,498.2 $2,514.3
Percent Change from Prior Year 13.3% 3.3% 2.2% 0.6%

3 [[Total TABOR Revenues $9,424.6 $9,799.1 $9,934.2 $10,414.7
Percent Change from Prior Year 10.0% 4.0% 1.4% 4.8%

Revenue Limit Calculation:

4 [|Previous calendar year population grow th 1.8% 0.1% 1.4% 1.5%
5 [|Previous calendar year inflation -0.6% 1.9% 3.5% 2.3%
6 ||Allowable TABOR Growth Rate 1.2% 2.0% 4.9% 3.8%
7 ||TABOR Limit $8,654.4 $8,827.5 $9,260.0 $9,611.9
8 [[General Fund Exempt Revenue Under Ref. C/B $770.3 $971.6 $674.2 $802.8
9 [[Revenue Cap Under Ref.C/C $10,684.9 $10,898.6 $11,432.6 $11,867.0
10 ||Amount Above/(Below) Limit ($1,260.2) ($1,099.5) ($1,498.4) ($1,452.4)
11 |[TABOR Reserve Requirement $282.7 $294.0 $298.0 $312.4
/A Amounts differ fromthe General Fund revenues reported in Table 3 (General Fund Revenues) as some double counting

exists w hen cash funds are transferred to the General Fund (for instance, limited gaming revenues), and due to other

accounting adjustments.

/B Under Referendum C, a "General Fund Exempt Account" is created in the General Fund. The account consists of money
collected in excess of the TABOR limit in accordance w ith voter-approval of Referendum C.

/C The revenue limit is calculated by applying the "Allow able TABOR Grow th Rate" to either "Total TABOR Revenues" or the
"Revenue Cap Under Ref. C," w hichever is smaller. Beginning in FY 2010-11, the revenue limit is based on the highest
revenue total from FY 2005-06 to 2009-10 plus the "Allow able TABOR Grow th Rate." FY 2007-08 w as the highest
revenue year during the Referendum C period.



The Colorad®utlookd December 20, 2011

The Economy: Current Conditions and Forecast

Since the publication of the September forecast, the economy has shown welcome improvement after
worrisome signs of weaka over the spring and summer months. The jobs market has seen much of
the i mprovement, particularly Coloradods. Cont
sectors, such as manufacturing and oil and gas, has particularly bolsteedd Gdora e c o n 0 my
Businesses have also become more optimistic since the summer.

However, the economy is still only expanding modestly and unevenly as it continues the difficult process
of rebuilding from the credit and housing boom and bust. This priltessitinue to take time and

prevent the economy from experiencing more sustained, robust growth. The difficulty of this process is
reflected in the latest data on new business activity in the state, which is an important contributor to job
growth. Newbusiness creation remains modest as entrepreneurs are still struggling to accessing credit
and discover ways to satisfy consumer demand as the economy restructures.

Further, just as the economy is beginning to show signs of increased momentumergiobel ec
conditions have slowed. Most notably, the debt crisis in Europe has led to a marked downturn in
economic activity there. The global slowdown, coupled with strains in the global financial system
stemming from the European crisis, will slow growtlthé economy in 2012. Supporting this
projection, recent data on income and household wealth suggest that it will be difficult for consumers to
maintain current spending levels without a stronger recovery in the job and housing markets.

Both the situatin in Europe and stress in the financial system pose major downside risks to the forecast,
though the outcome and effects of the crisis are impossible to predict. If the situation does not
deteriorate, reduced tradess investment from Europmd tighened credit conditions will only
modeatelyimpact the national and state economies. Alternatively, the crisis in Europe could improve
and the economy could sustain, or even accelerate, recent momentum. As a result, economic conditions
would be better #n this forecast projeciBhe history and projections for key Colorado economic
indicators are shown in Table 5 page45, while the economic indicators for the nation are shown in

Table 6pn pagel6.

Overall Conditions

Co /| o r ecanomdyshas gaind momentum d1n certain important aspec®o | or adods econ
outperforming the nation in the rebuilding process. Surveysinésses indicate more optimism.
Indicators regarding the job market andome show strongemprovementa n d Col or ado
unenpl oyment rate is |l ower than the nlatheigowids . Cc
oil and gas industry, for exampéad educated workforce position the state well relative to many others

in the national recovery. The 2011 CNBC rankitigedfest states for business placed Colorado in the

top five states overall.
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Recent data point to continued Aea@r m gr owt h i n the stateds ecol
measures of specific economic activities that have been found to exdibipaterns before the

economy slows or expands. Patterns in these activities are used to identify whether the level of
economic activity is expected to decline or rise over the subsequent six to nine months.

Figure 4shows an index of leading indicako f or t he stateds economy <coO
Federal Reserve Branch. The index shows that the state economy is likely to continue expanding in the
near term. Among the activities the state leading index uses are housing permitsnjohityaecthene

insurance claims, and delivery times from vendors to producers. This last component of the index can

lead changes in economic activity because an increase or decrease in delivery time can indicate rising o
slowing demand for supplies used aupction.

Figure4d | ndex of Leading Indicators for Coloradofs
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National business conditionsl The I nstitute for Supply Manager
manufacturingand nenanuf act uri ng businesses at the nati o
reading above 50 indicates that the industries overall are expanding, while a reaaingdiebies

contraction. Industry performance within the manufacturing andararfacturing categories is mixed
as sectors in each grapple with unique challenges.

Manufacturing conditions mixed d T h e I SM Purchasing Manager so
businesses was 52.7 in November 2011, a slight increase from October. Most survey participants
remained relatively optimistic about business conditions. For example, a representative from an

electrical equipment, appliances & components compangmietesdhave increased after an extended
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osummer di p6 i n s alestsfinishithe yearlapproxamately 1€ pepcent abavel 2010.
However, reflecting the stild]l modest hiring occ
the food, beverage and tobacco products sector indicated that hiring remained suppressed, and
companies are trying to achieve greater output without increasing payrolls.

Despite the near 50 reading for manufacturing, U.S. manufacturing profits reroagedtee third

quarter of 2011. Although down 4.5 percent from the second quarter, third quarter profits were still 20.4
percent greater than the same quarter in 2010. However, in more negative news forridesgator, i
production dropped sligitin November for the first time in seven months. Industrial production
represents the production of all goods in the &t.8llthe output of factories, mines, and utilities.

Non-manufacturing conditions also mixedd The ISM Nommanufacturing Busirees Index was

52.0 in November 2011, down slightly from October. The reading was the lowest since January 2010
when the index was 50.7Although the latest index still suggests continued growth in the non
manufacturing sector, the slight downturn inirtdex isnotable ashe sector includes the services
industyd t he | ar gleSsdconpmyrt of t he

Overall, survey participants had a mixed assessment-robmafiacturing business conditions. A
representative from the retail trade sector noted busirgswly improving and the outlook for the

next few months is good. However, a representative from the accommodation and food services sector
saw no signs of a turnaround, pointing to customer nervousness about the future of their jobs and
incomes whichsiresulting in diminished sales and less need for additional hiring. The retail trade,
mining and information sectors reported the strongest growth in the November survey, while the
construction, agriculture, and finance and insurance sectors repinaetiaio

Figures 5 and leelow show the ISM indices demonstrating the performance of the manufacturing and
nornrmanufacturing businesses compared with growth in the economy as measured by real, or price
adjusted, national Gross Domestic Product (GDR) tome. The two indices track closely with
changes in the economy over time. Based on these graphs, unless the manufacturing and non
manufacturing sectors begin to show more expansion, overall ecomwthiégsdikely to be subdued
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Figure 5. Comparison of Change in ISM Normanufacturing Business Activity Index and
Inflation -adjusted Gross Domestic Product
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Figure 6. Comparison of Change in ISM Manufacturing Composite Index and Inflation
adjusted Gross Domestic Product
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Small business conditions The National Federation of Independent Businesses (NFIB) Small
Business Optimism Index, wfigauges sentiment among small businesses nationally, has improved
from the low levels seen in the summer when economic activity was faltering. It gained 1.8 points and
totaled 92.0 in November. According to the NFIB, November gains were due to iprovéabor

market components, expectations for real sales gains, and the outlook for business conditions becoming
less negative. Despite the November gain in optimism, business expansion activity remains low.

Colorado business condition$ The Goss Business Conditions Index, which is based on a survey of
Colorado supply managers, was 56.2 in November 2011, up from 53.3 in October 2011. A value greater
than 50 indicates expansion. Tidex uses the same methodology as the Institut8ufiply
Management to determine business conditions. The Goss survey index has increased for Colorado for
two consecutive months. The survey notes that busigesseallycontinue to favor extending the

average number of weekly hours worked over additjonal workers.

A slowing global economyt Col or ado and the nation are highl

and conditions in other parts of world i mpact t
of the world are important to monitor. Unfortunately, in contrast to tkee mor
favorable economic conditions in the United Sta

economies have slowed.

Europeds economy is I|ikely in recession or wi |
underperforming ecomnaes in its southern periphery, most notably Italy, Spain, Portugal, and Greece.
Asia is slowing as the European downturn impacts its economy, given that Europe is the biggest market
for its goods. Further, China, the largest of the Asian economies sacbind largest in the world, is

affected by high inflation and a slowing real estate and construction market. A marked slowdown is
occurring in the United Kingdom and Brazil, the sixth and eighth largest economies in the world,
respectively.

The® trends can be seen in Figurevidiich provides composite leading indicators published by the
Organization for Economic €@p er at i on and Devel opment ( OECD)
economies. These indicators were created to anticipate the economf actieitpnomy about six

months into the future. All of indicators below show a definitive turning point and slowdown in
economic activity. The slowdown in Europe will make its banking and debt problems more difficult to
manage.
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Figure 7. OECD Composite of Leading Indicators for Major Global Economies, 2000 through
October 2011

*An index above 100 indicates an economy is growing above its long term trend and an index below 100
indicates economic activity is below long term trend growth
Source: OECD

The Job Market

The employment situation has shown improvement recently, especially in Colorado. Notably, job
growth has been stronger, unemployment has dropped, and initial claims for unemployment insurance
(UI) continue to fall.

Thenat i onds J ob mar ket showansediresylts- ohe aation bhag added ant a
average of 133,143 afanm jobs per month since October 2010. And, most recently, previous month
data experienced upward revisions, suggesting that there is nityiegisttength in the job market

than past estimates indicatédhemployment insuranctaims recently fell from their more elevated

levels recently. For the week ending December 1@ he nati onds c| adinces wer e
early 2008.
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