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STATE OF COLORADO State Auditor
|
OFFICE OF THE STATE AUDITOR Legislative Services Building
303.869.2800 200 East 14th Avenue

FAX 303.869.3060 Denver, Colorado 80203-2211

December 19, 2008
Independent Auditor’s Report

Members of the Legislative Audit Committee:

We have audited the accompanying financial statements of the governmental activities, the business-
type activities, the aggregate discretely presented component units, each major fund, and the
aggregate remaining fund information of the State of Colorado, as of and for the fiscal year ended
June 30,2008, which collectively comprise the State’s basic financial statements as listed in the table
of contents. These financial statements are the responsibility of the State’s management. Our
responsibility is to express opinions on these financial statements based on our audit. We did not
audit the financial statements of the aggregate discretely presented component units identified in
Note 2, which represent 100 percent of the total assets, 100 percent of the net assets, and 100 percent
of the total revenue of the aggregate discretely presented component units. In addition, we did not
audit the financial statements of University Physicians, Inc., a blended component unit which
represents 3 percent of the assets, 4 percent of the net assets, and 8 percent of the revenue of Higher
Education Institutions, a major enterprise fund, and 2 percent of the total assets, 3 percent of the net
assets, and 6 percent of the total revenue of business-type activities. Those financial statements were
audited by other auditors whose reports thereon have been furnished to us, and our opinion, insofar
as it relates to the amounts and disclosures included for those discretely presented component units
and for University Physicians, Inc., are based solely on the reports of the other auditors, except as
explained in Note 4.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. The financial statements of the University of Colorado Foundation,
Colorado State University Foundation, University of Northern Colorado Foundation, Colorado
School of Mines Foundation, discretely presented component units, and University Physicians, Inc.,
a blended component unit, were not audited in accordance with Government Auditing Standards.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. Anauditalso includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audit and the reports of other auditors provide a reasonable basis for our
opinions.

In our opinion, based on our audit and the reports of other auditors, the financial statements referred
to previously present fairly, in all material respects, the respective financial position of the
governmental activities, the business-type activities, the aggregate discretely presented component
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units, each major fund, and the aggregate remaining fund information of the State of Colorado, as
of June 30, 2008, and the respective changes in financial position and, where applicable, cash flows
thereof for the year then ended in conformity with accounting principles generally accepted in the
United States of America.

Asdescribed in Note 27 to the financial statements, in Fiscal Year 2007-08 the Colorado Department
of Transportation changed from the modified approach to the depreciation approach for the State’s
bridge infrastructure because resources were no longer available to maintain the bridges at the
established condition level. In the process of changing to the depreciation approach, the beginning
net asset balance was decreased by $397 million to correct for an error in the valuation of bridges
when infrastructure was recorded in Fiscal Year 2001-02. This is reported as a prior period
adjustment. The change to the depreciation approach also resulted in a decrease to the beginning net
asset balance for bridges of $306 million because of the removal of bridges that were under the
capitalization threshold or fully depreciated, which is reported as a change in accounting principle.
In addition, as described in Note 16, the bridges were depreciated in the current fiscal year, which
is considered a change in accounting estimate.

In accordance with Government Auditing Standards a report on our consideration of the State of
Colorado’s internal control over financial reporting and our tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements and other matters will be issued
under a separate cover. The purpose of that report is to describe the scope of our testing of internal
control over financial reporting and compliance and the results of that testing, and not to provide an
opinion on the internal control over financial reporting or on compliance. That report, upon its
issuance, is an integral part of an audit performed in accordance with Government Auditing
Standards and should be read in conjunction with this report in considering the results of our audit.

The sections entitled “Management’s Discussion and Analysis” on pages 19 through 41 and
“Budgetary Information” and “Infrastructure Assets Reported Under The Modified Approach” on
pages 148 through 150 are not a required part of the basic financial statements but are supplementary
information required by accounting principles generally accepted in the United States of America.
We have applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the State’s basic financial statements. The introductory section, combining
and individual nonmajor fund financial statements, statistical section, and other schedules are
presented for purposes of additional analysis and are not a required part of the basic financial
statements. The combining and individual nonmajor fund financial statements have been subjected
to the auditing procedures applied by us in the audit of the basic financial statements and, in our
opinion, are fairly stated in all material respects in relation to the basic financial statements taken as
a whole. The introductory section, the statistical section, and other schedules have not been
subjected to the auditing standards applied by us in the audit of the basic financial statements and,

accordingly, we express no opinion on them.
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MANAGEMENT’SDISCUSSION AND ANALYSIS

The following discussion and analysis is supplementary information required by the Governmental Accounting
Standards Board (GASB), and it is intended to provide an easily readable explanation of the information provided
in the attached basic financial statements. It is by necessity highly summarized, and in order to gain a thorough
understanding of the state’s financial condition, the attached financial statements and notes should be reviewed in
their entirety.

FINANCIAL HIGHLIGHTS

Government-wide:

Assets of the state’s governmental activities exceeded liabilities by $15,830.2 million, a decrease of
$206.8 million as compared to the prior year amount of $16,037.0 million. The decrease was primarily due to a
$397.1 million prior period adjustment and a $306.7 million change in accounting principle resulting from the
state’s change from the modified approach to the depreciation approach for reporting its bridge infrastructure.
The $397.1 million adjustment is the result of errors in the initial valuation of the bridges booked at the inception
of GASB Statement No. 34 in Fiscal Year 2001-02. The $306.7 million change occurred due to the removal of
bridges that were below the state’s capitalization threshold as a result of implementing the change to the
depreciation approach. These adjustments offset increases in the restricted cash balances of the Highway User’s
Tax Fund (up $229.9 million) and the State Education Fund (up $130.7 million). Assets of the state’s business-
type activities exceeded liabilities by $5,127.1 million, an increase of $256.3 million as compared to the prior year
amount of $4,870.8 million primarily due to increases in capital assets contributed by governmental activities and
restricted cash and investments at Higher Education Institutions related to unexpended capital asset borrowing. In
total, net assets of the state increased by $49.5 million to $20,957.3 million.

Fund Levdl:

Governmental fund assets exceeded liabilities resulting in total fund balances of $5,312.0 million (prior year
$5,012.3 million), of which, $3,701.7 million (prior year $3,409.5 million) was reserved, and the balance of
$1,610.3 million (prior year $1,602.8 million) was unreserved. In total, governmental fund balances increased
$299.7 million from the prior year due to increases in the Highway User’s Tax Fund, the State Education Fund,
and in Other Governmental Funds. The Highway User’s Tax Fund increased primarily due to statutory transfers
from the General Fund and Other Special Revenue Funds, which more than offset increased road construction
expenditures. The State Education Fund increased due to greater income tax collections and investment income
as well as reduced distributions. The largest increase in the Other Governmental Funds was due to increases in
rents and investment income in the permanent funds. The unreserved undesignated fund balance of the General
Fund (on the GAAP basis) was $0.0 million and $95.8 million at June 30, 2008, and June 30, 2007, respectively.
In addition (on the GAAP basis), the state was $131.8 million short of the amount of net assets required for the
statutorily mandated 4 percent reserve. The $205.9 million decrease in total General Fund fund balance was
primarily the result of appropriated expenditures and transfers-out across several functions that exceeded current
year general-purpose revenues and transfers-in.

Enterprise Fund assets exceeded liabilities resulting in total net assets of $5,127.1 million (prior year
$4,870.8 million), of which, $3,966.9 million (prior year $3,609.9 million) was restricted or invested in capital
assets, and the balance of $1,160.2 million (prior year $1,260.9 million) was unrestricted. The total increase of
$256.3 million in Enterprise Fund net assets primarily occurred in the Higher Education Institutions due to
increases in contributed capital assets and restricted cash and investments related to capital asset borrowing and in
the Unemployment Insurance fund due to insurance premium taxes and investment earnings exceeding benefits
paid.
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Debt Issued and Outstanding:

The outstanding governmental activities’ notes, bonds, and certificates of participation at June 30, 2008, were
$1,848.9 million (prior year $1,847.9 million), which is 26.0 percent (prior year 28.6 percent) of financial assets
(cash, receivables, and investments) and 9.2 percent (prior year 9.2 percent) of total assets of governmental
activities. The governmental activities debt is primarily related to infrastructure, and future federal revenues and
state highway revenues are pledged to the related debt service. The state’s Enterprise Funds have revenue bonds
outstanding that total $3,542.1 million (prior year $3,163.8 million). The revenue bond proceeds are primarily
invested in loans and capital assets that generate a future revenue stream to service the related debt.

Revenue and Spending Limits:

The State Constitution indirectly limits the rate of spending increases and directly limits the state’s ability to
retain revenues collected over an amount set by a constitutional amendment commonly known as TABOR.
Revenues in excess of the limit must be refunded to the taxpayers unless otherwise approved by the voters. In the
November 2005 election, voters passed Referendum C, which allowed the state to retain revenues in excess of the
limit for Fiscal Years 2005-06 through 2009-10. As a result, the $1,169.4 million of revenues in excess of the
TABOR limit is not shown as a TABOR Refund Liability on the Fiscal Year 2007-08 financial statements; the
$0.7 million shown on the financial statements is the residual amount of a Fiscal Year 2004-05 TABOR refund
that was not distributed as of June 30, 2008. (See page 27 for more information on the TABOR requirements and
Referendum C.)

OVERVIEW OF THE FINANCIAL STATEMENT PRESENTATION

There are three major parts to the basic financial statements — government-wide statements, fund-level statements,
and notes to the financial statements. Certain required supplementary information (in addition to this MD&A),
including budget-to-actual and infrastructure information, is presented following the basic financial statements.
Supplementary information, including combining fund statements and schedules, follows the required supple-
mentary information in the Comprehensive Annual Financial Report.

Government-wide Statements

The government-wide statements focus on the government as a whole. These statements are similar to those
reported by businesses in the private sector, but they are not consolidated financial statements because certain
intra-entity transactions have not been eliminated. Using the economic resources perspective and the accrual
basis of accounting, these statements include all assets and liabilities on the Statement of Net Assets and all
expenses and revenues on the Statement of Activities. These statements can be viewed as an aggregation of the
governmental and proprietary fund-level statements along with certain perspective and accounting-basis
adjustments discussed below. Fiduciary activities are excluded from the government-wide statements because
those resources are not available to support the state’s programs.

The Satement of Net Assets shows the financial position of the state at the end of the fiscal year. Net assets
measure the difference between assets and liabilities. Restrictions reported in net assets indicate that certain
assets, net of the related liabilities, can only be used for specified purposes. Increases in total net assets from year
to year indicate the state is better off, while decreases in total net assets indicate the state is worse off.

The Statement of Activities shows how the financial position has changed since the beginning of the fiscal year.
The most significant financial measure of the government’s activities is presented in the line item titled “Change
in Net Assets” at the bottom of the Statement of Activities. The statement is presented in a net program cost
format, which shows the cost of programs to the government by offsetting revenues earned by the programs
against expenses of the programs. Due to the large number of programs operated by the state, individual
programs are aggregated into functional areas of government.
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On the Statement of Net Assets, columns are used to segregate the primary government, including governmental
activities and business-type activities, from the discretely presented component units. On the Statement of
Activities, both columns and rows are used for this segregation. The following bullets describe the segregation.

¢+ Governmental activities are the normal operations of the primary government that are not presented as
business-type activities. Governmental activities include Internal Service Funds and are primarily funded
through taxes, intergovernmental revenues, and other nonexchange revenues.

+ Business-type activities are primarily funded by charges to external parties for goods and services. These
activities are generally reported in Enterprise Funds in the fund-level statements because the activity has
revenue-backed debt or because legal requirements or management decisions mandate full cost recovery.

¢+ Discretely presented component units are legally separate entities for which the state is financially
accountable. More information on the discretely presented component units can be found in Note 2 on page
71.

Fund-L evel Statements

The fund-level statements present additional detail about the state’s financial position and activities. However,
some fund-level statements present information that is different from the government-wide statements due to the
perspective and the basis of accounting used. Funds are balanced sets of accounts tracking activities that are
legally defined or are prescribed by generally accepted accounting principles. Funds are presented on the fund-
level statements as major or nonmajor based on criteria set by the Governmental Accounting Standards Board
(GASB). There are three types of funds operated by the state — governmental, proprietary, and fiduciary. In the
fund-level statements, each fund type has a pair of statements that show financial position and activities of the
fund; a statement showing cash flows is also presented for the proprietary fund type.

¢+ Governmental Funds — A large number of the state’s individual funds and activities fall in this fund type;
however, only some are reported as major — the remaining funds are aggregated into the nonmajor column.
Governmental Funds are presented using the current financial resources perspective, which is essentially a
short-term view that excludes capital assets, debt, and other long-term liabilities. The modified accrual basis
of accounting is used. Under modified accrual, certain revenues are deferred because they will not be
collected within the next year, and certain expenditures are not recognized, even though they apply to the
current period, because they will not be paid until later fiscal periods. This presentation focuses on when cash
will be received or disbursed, and it is well suited to showing amounts available for appropriation. The
governmental fund type includes the General Fund, Special Revenue Funds, the Debt Service Fund, Capital
Projects Funds, and Permanent Funds.

¢ Proprietary Funds — Proprietary fund type accounting is similar to that used by businesses in the private
sector. It is used for the state’s Enterprise Funds and Internal Service Funds. Enterprise Funds generally sell
to external customers while Internal Service Funds charge other state agencies for goods or services. These
funds are presented under the economic resources measurement focus, which reports all assets and liabilities.
Accrual accounting is used, which results in revenues recognized when they are earned and expenses reported
when the related liability is incurred. Because this is the same perspective and basis of accounting used on
the government-wide statements, Enterprise Fund information flows directly to the business-type activities
column on the government-wide statements without adjustment. Internal Service Fund assets and liabilities
are reported in the governmental activities on the government-wide Statement of Net Assets. The net revenue
or net expense of Internal Service Funds is reported as an adjustment to program expenses on the government-
wide Satement of Activities. On the fund-level statements, Nonmajor Enterprise Funds are aggregated in a
single column, as are all Internal Service Funds.
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¢ Fiduciary Funds — These funds report resources held under trust agreements for other individuals,
organizations, or governments. The assets reported in these funds are not available to finance the state’s
programs, and therefore, these funds are not included in the government-wide statements. The state’s
fiduciary funds include several Pension and Other Employee Benefits Trust Funds, several Private-Purpose
Trust Funds, and several Agency Funds. Agency Funds track only assets and liabilities and do not report
revenues and expenses on a statement of operations. All Fiduciary Funds are reported using the accrual basis
of accounting.

The state has elected to present combining financial statements for its component units. In the report, the
component unit financial statements follow the fund-level financial statements discussed above.

Notesto Basic Financial Statements

The notes to the financial statements are an integral part of the basic financial statements. They explain amounts
shown in the financial statements and provide additional information that is essential to fair presentation.

Required Supplementary Information (RSI)

Generally accepted accounting principles require certain supplementary information to be presented following the
notes to the financial statements. Required supplementary information differs from the basic financial statements
in that the auditor applies certain limited procedures in reviewing the information. In this report, RSI includes
budgetary comparison schedules and information about transportation infrastructure reported under the modified
approach.

The chart on the following page is a graphic representation of how the state’s funds are organized in this report.
Fiduciary Funds are not shown in the chart; they occur only in fund-level statements.
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GOVERNMENT-WIDE LEVEL

| GOVERNMENTAL ACTIVITIES |

| BUSINESS TYPE ACTIVITIES

| COMPONENT UNITS |

| Modified to Full Accrual Conversion |

FUND LEVEL

Component Units

State Education

Collegelnvest
Lotter

Major | [Nonmajor
CWRPDA |
Foundations:
CuU
Csu
UNC Other
CSM 4
Proprietary Fund Types
Governmental Funds Enterprise Funds Internal
Major | [Nonmajor Major | [Nonmajor Service
A Funds
4
Higher Education
[General Fund [Other ] [institutions Other
[State Public School | 4 Unemployment
[Highway Users Tax | Insurance
[Capital Projects |

COMBINING LEVEL

Special Revenue
Debt Service
Permanent Trust

Water Projects

State Lands

Central Services
GGCC
Telecommunications
Capitol Complex
Highways
Public Safety
Admin Courts

Labor

Other

Wildlife

Debt Collection

Gaming

Tobacco Impact

Resource Extraction

Resource Management

Environ. & Health Protection

Public School Buildings

Other

College Assist

State Fair

Correctional Industries

Nursing Homes

Prison Canteens

Petroleum Storage

Other

DMMLBSD
Cover Colorado
Venture Capital

Renewable Energy
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OVERALL FINANCIAL POSITION AND RESULTS OF OPERATIONS

The following table was derived from the current and prior year government-wide Statement of Net Assets.

(Amounts in Thousands)

Total

Governmental Business-Type Primary
Activities Activities Government
2008 2007 2008 2007 2008 2007
Noncapital Assets $ 7,586,750 $ 6,930,463 $ 5,888,380 $ 5,439,200 $13,475,130 $12,369,663
Capital Assets 12,573,895 13,088,283 4,041,734 3,686,874 16,615,629 16,775,157
Total Assets 20,160,645 20,018,746 9,930,114 9,126,074 30,090,759 29,144,820
Current Liabilities 2,319,501 1,944,311 996,494 855,184 3,315,995 2,799,495
Noncurrent Liabilities 2,010,954 2,037,445 3,806,530 3,400,072 5,817,484 5,437,517
Total Liabilities 4,330,455 3,981,756 4,803,024 4,255,256 9,133,479 8,237,012
Invested in Capital Assets,

Net of Related Debt 11,348,995 11,804,908 2,411,662 2,256,929 13,760,657 14,061,837
Restricted 2,618,790 2,323,595 1,555,221 1,352,948 4,174,011 3,679,543
Unrestricted 1,862,405 1,905,487 1,160,207 1,260,941 3,022,612 3,166,428
Total Net Assets $15,830,190 $16,033,990 $ 5,127,090 $ 4,870,818 $20,957,280 $20,907,808

The amount of total net assets is one measure of the health of the state’s finances, and the state reports significant
positive balances in all categories of net assets. However, this measure must be used with care because large
portions of the balances related to capital assets or restricted assets may be unavailable to meet the day-to-day
payments of the state.

Capital assets, net of related debt, account for $13,760.7 million or 65.7 percent of the state’s total net assets,
which represents a decrease of $301.1 million from the prior year, primarily related to the state’s conversion from
the modified approach to the depreciation approach for bridge infrastructure. This change resulted in a prior-
period adjustment of $397.1 million for errors in the valuation of the bridges at the inception of GASB Statement
No. 34. The change also resulted in an accounting principle change of $306.7 million where the historical cost of
individual bridges was below the state’s capitalization threshold. This line item shows the original costs of capital
assets reduced by depreciation to date and any remaining debt or lease liabilities the state incurred to obtain the
assets. If not for the error correction and accounting principle change, capital assets would have increased by
$402.7 million. Without the prior period adjustment, the current year increase indicates that capital asset
purchases from current resources and paying down capital related debt together exceeded the reduction in
carrying value of capital assets caused by recognizing depreciation of those capital assets. However, it should be
noted that the value of the capital assets is not available to meet related debt service requirements, which must be
paid from current receipts or available liquid assets.

Assets restricted by the State Constitution or external parties account for another $4,174.0 million or 19.9 percent
of net assets, which represents a $494.5 million increase over the prior year. In general, these restrictions dictate
how the related assets must be used by the state, and therefore, the amount may not be available for the general
use of the state’s programs. The constitutionally mandated State Education Fund net assets, the Highway Users
Tax Fund net assets, and resources pledged to debt service are examples of restrictions on the state’s net assets.
Governmental activities accounted for $295.2 million of the increase and business-type activities accounted the
remaining $199.3 million of the increase. The largest individual restriction increases were related to Highway
Construction and Maintenance ($153.6 million), State Education ($127.3 million), and Unemployment Insurance
($90.0 million).
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The Unrestricted Net Assets of $3,022.6 million or 14.4 percent of total net assets represents the amount by which
total assets exceed total liabilities after all restrictions are considered. This represents a decrease of
$143.8 million from the prior fiscal year. The governmental activities unrestricted net assets account for
approximately $43.1 million of this decrease with the balance of $100.6 million in business-type activities. The
largest portion of unrestricted net assets is reported in Special Revenue Funds, and generally, legislative action is
required to make the Special Revenue Fund resources available for state programs other than the program for
which the revenue was collected.

Another important measure of the state’s financial health is the change in net assets from the prior year. The
following condensed statement of activities shows that, without regard to prior period adjustments, net assets of
both the governmental and business-type activities increased during the fiscal year. For the governmental
activities, revenues and transfers-in exceeded expenses and transfers-out resulting in net assets increasing by
$493.8 million. On the governmental fund-level statements, where capital outlay is reported as an expenditure
and depreciation is not reported, governmental fund balances increased by $299.7 million. Program revenue of
the governmental activities increased by $182.3 million (3.4 percent) primarily related to increasing grants, and
general-purpose revenues increased by $276.9 million (3.1 percent) primarily due to economic growth, while
expenses increased by $966.1 million (7.3 percent) from the prior year due to appropriation increases.  The
following table was derived from the current and prior year government-wide Statement of Activities. Business-

type activities are discussed on the following page. ,
(Amounts in Thousands)

Total
Governmental Business-Type Primary
Activities Activities Government
Programs/Functions 2008 2007 2008 2007 2008 2007
Program Revenues:
Charges for Services $ 825,650 $ 768,694 $ 3,796,888 $ 3,487,154 $ 4,622,538 $ 4,255,848
Operating Grants and Contributions 4,222,670 4,122,360 1,728,669 1,685,417 5,951,339 5,807,777
Capital Grants and Contributions 439,693 414,602 9,426 22,263 449,119 436,865
General Revenues:
Taxes 8,179,028 7,969,817 36,963 39,446 8,215,991 8,009,263
Restricted Taxes 986,274 946,757 - - 986,274 946,757
Unrestricted Investment Earnings 42,478 43,638 - - 42,478 43,638
Other General Revenues 113,603 84,328 - - 113,603 84,328
Total Revenues 14,809,396 14,350,196 5,571,946 5,234,280 20,381,342 19,584,476
Expenses:
General Government 55,789 163,412 - - 55,789 163,412
Business, Community, and Consumer Affairs 667,381 565,769 - - 667,381 565,769
Education 5,017,551 4,771,218 - - 5,017,551 4,771,218
Health and Rehabilitation 603,296 560,153 - - 603,296 560,153
Justice 1,436,009 1,313,767 - - 1,436,009 1,313,767
Natural Resources 131,658 138,457 - - 131,658 138,457
Social Assistance 4,822,437 4,496,696 - - 4,822,437 4,496,696
Transportation 1,459,295 1,213,138 - - 1,459,295 1,213,138
Interest on Debt 37,567 42,269 - - 37,567 42,269
Higher Education Institutions - - 3,865,244 3,661,270 3,865,244 3,661,270
Unemployment Insurance - - 354,967 316,577 354,967 316,577
Collegelnvest - - 116,286 96,720 116,286 96,720
Lottery - - 447,101 401,969 447,101 401,969
wildlife - - 109,800 96,515 109,800 96,515
College Assist - - 326,080 199,677 326,080 199,677
Other Business-Type Activities - - 173,928 163,727 173,928 163,727
Total Expenses 14,230,983 13,264,879 5,393,406 4,936,455 19,624,389 18,201,334
Excess (Deficiency) Before Contributions,
Transfers, and Other Items 578,413 1,085,317 178,540 297,825 756,953 1,383,142
Contributions, Transfers, and Other Items:
Transfers (Out) In (77,732) (98,926) 77,732 98,926 - -
Special Item (6,843) (25,915) - - (6,843) (25,915)
Total Contributions, Transfers, and Other Items (84,575) (124,841) 77,732 98,926 (6,843) (25,915)
Total Changes in Net Assets 493,838 960,476 256,272 396,751 750,110 1,357,227
Net Assets - Beginning 16,036,990 15,083,865 4,870,818 4,456,800 20,907,808 19,540,665
Prior Period Adjustment (393,912) (7,351) - 17,267 (393,912) 9,916
Accounting Changes (306,726) - - - (306,726) -

Net Assets - Ending $15,830,190 $ 16,036,990 $ 5,127,090 $ 4,870,818 $20,957,280 $20,907,808
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Business-type activities’ revenues and net transfers-in exceeded expenses by $256.3 million resulting in an
increase in net assets. From the prior year to the current year, program revenue of the business-type activities
increased by $340.2 million while expenses increased by $456.9 million. Most of the program revenue increase
occurred in Higher Education Institutions’ Charges for Services ($225.8 million) and College Assist’s Operating
Grants ($109.0 million). Net transfers from the governmental activities to the business-type activities decreased
from $98.9 million to $77.7 million.

TABOR Revenue, Debt, and Tax-Increase Limits

Background and Current Condition

Fiscal Year 2007-08 is the fifteenth year of state operations under the TABOR revenue limitations (Article X,
Section 20 of the State Constitution). With certain exceptions, the rate of growth of state revenues is limited to
the combination of the percentage change in the state’s population and inflation based on the Denver-Boulder
CPI-Urban index. The exceptions include federal funds, gifts, property sales, refunds, damage recoveries,
transfers, voter-approved revenue changes, and qualified enterprise fund revenues.

Revenues collected in excess of the limitation must be returned to the citizens unless a vote at the annual election
in November allows the state to retain the surplus. In November 2005 voters approved a measure, commonly
known as Referendum C, which was referred to the ballot by the Legislature. Referendum C authorized the state
to retain all revenues in excess of the TABOR limit for the five-year period from Fiscal Year 2005-06 through
Fiscal Year 2009-10. Referendum C had additional provisions and effects that are discussed below.

TABOR also limits the General Assembly’s ability to raise taxes, to borrow money, and to increase spending
limits including the previously existing statutory six percent limit on General Fund expenditure growth. With the
exception of a declared emergency, taxes can only be raised by a vote of the people at the annual election.
Multiple year borrowings can only be undertaken after approval by a similar vote.

The TABOR limits are calculated and applied at the statewide level without regard to fund type; however, the
TABOR refunds have historically been paid from the General Fund. Therefore, the TABOR revenue,
expenditure, debt, and tax-increase limitations are significant factors in the changing fiscal status of the state’s
General Fund. The original decision to pay TABOR refunds out of the General Fund continues to be important
under Referendum C because revenues in excess of the limit that are recorded by cash funds remain in those funds
(barring Legislative action) but are required to be budgeted and expended from the General Fund Exempt Account
created in the General Fund by Referendum C. This requirement conflicts with the existing statutory six percent
limit on General Fund expenditure growth unless General Fund appropriations are reduced by a matching amount.

In years when Referendum C is not in effect, the state’s ability to retain revenues is also affected by a requirement
in TABOR commonly referred to as the ratchet down effect. The ratchet down occurs because each year’s
revenue retention limit is calculated based on the lesser of the prior year’s revenues or the prior year’s limit.
When revenues are below the limit, it results in a permanent loss of the state’s ability to retain revenues collected.
Referendum C effectively suspended the ratchet down effect during the five-year refund hiatus by authorizing the
state to retain and spend any amount in excess of the TABOR limit.

In the first three years of operations under TABOR, the NONEXEMPT REVENUES OVER(UNDER)
state did not exceed the revenue limitation. In Fiscal  siu00 THE TABOR LIMITATION AFTER ADJUSTMENTS
Years 1996-97 through 2000-01, state revenues 612000
exceeded the TABOR limitation by $139.0 million, 610000 |
$563.2 million, $679.6 million, $941.1 million, and <000 |
$927.2 million, respectively. The economic downturn in 65000 |
Fiscal Years 2001-02 and 2002-03 and adjustments for
inaccurate population estimates applied in Fiscal
Year 2003-04 precluded TABOR refunds in those years. w00 ‘ ‘ ‘ ‘ ‘ ‘ ‘
The state was required to refund $41.1 million in Fiscal | o H = T
Year 2004-05. At the beginning of Fiscal Year 2007-08,

this amounted to total required refunds of

$400.0
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$200.0
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($600.0) =
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$3,291.2 million since TABOR’s inception. At June 30 of each fiscal year, the state recorded a liability on the
General Fund Balance Sheet for these amounts, and the amounts were refunded in subsequent years.

In Fiscal Year 2007-08, state revenues subject to TABOR were $9,998.6 million, which was $1,169.4 million
over the adjusted current year limit; however, the $1,169.4 million is not reported as a liability on the fund-level
General Fund Balance Sheet or the government-wide Statement of Net Assets because under Referendum C it
will not be refunded to taxpayers. In Fiscal Year 2007-08, Western and Mesa State Colleges were disqualified as
TABOR enterprises due to receiving state capital construction support in excess of the allowable 10% limit. As
required by TABOR, the State Controller makes disqualifications of enterprises neutral by adding the newly
disqualified enterprise’s nonexempt revenues to the limit after it has been adjusted for allowable growth. In
Fiscal Year 2007-08, the TABOR limit was increased by $38.1 million related to enterprise disqualifications.

Under the requirements of current law, the Governor’s Office of State Planning and Budgeting (OSPB) estimates
that the state will retain $6.1 billion during the five-year refund time-out authorized by Referendum C.

Referendum C
Referendum C, approved by the voters in the November 2005 election, contained the following provisions:

¢+ The state shall be authorized to retain and spend all revenues in excess of the limit on fiscal year spending
after July 1, 2005, and before July 1, 2010 (five fiscal years). The authorization constitutes a voter approved
revenue change.

¢ After July 1, 2010, the limit on fiscal year spending is effectively raised to the highest population and
inflation adjusted nonexempt revenue amount in the period from July 1, 2005, and before July 1, 2010. This
provision disables the ratchet down provision during the five-year period.

¢+ A General Fund Exempt Account is created within the General Fund to consist of the retained revenues for
each fiscal year. The Legislature shall appropriate the moneys in the account for health care, education
(including related capital projects), firefighter and police pension funding, and strategic transportation
projects. Spending from the General Fund Exempt Account is subject to the six percent limit on General
Fund expenditure growth.

¢+ The Director of Research of the Legislative Council shall report the amount of revenues retained with a
description of how the retained revenues were expended.

The amount of revenues in excess of the limit cannot be known until the completion of the TABOR audit, which
is generally not available until up to six months after fiscal year-end. The referendum authorized spending the
General Fund Exempt Account moneys in the same year the revenues are retained, and in the 2007 legislative
session the Legislature appropriated an estimate of the amount to be retained for Fiscal Year 2007-08. The
appropriation was based on the Legislative Council March 20, 2007, estimate of the total retained revenue, which
was $1,008.0 million or $161.4 million less than the actual amount retained. It is expected that the General
Assembly will enact a retroactive budget adjustment during the 2008 legislative session to appropriate the
remaining $161.4 million as being spent from the General Fund Exempt Account. Per the report prepared by the
Legislative Council, the Legislature appropriated the $1,008.0 million estimate of the fiscal year retained revenues
from General Fund Exempt Account as follows:

(Amounts in Millions)

Department Purpose Amount

Department of Education Education - Total Program $ 3275
Department of Health Care Policy and Financing Health Care - Medical Services Premiums 327.6
Department of Higher Education Education - Tuition Stipends 294.3
Department of Treasury Fire & Police Retirement Plans 38.6
Department of Transportation Transportation Projects 20.0
TOTAL $1,008.0

In order to comply with the six percent limit on spending growth, which applies to the General Fund and the
General Fund Exempt Account alike, the General Fund Exempt Account spending forces a reduction in General
Fund spending. As a result, the General Fund Exempt Account spending is not new money for the state agencies;
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rather, it maintains spending that otherwise likely would have been reduced. It cannot be known what specific
actions the General Assembly might have taken if Referendum C had not passed and the state followed its
historical policy of paying TABOR refunds from the General Fund. However, it is likely that some combination
of significant spending reductions, reserve spending, and/or transfers in from other funds would have been
necessary to accommodate the required refund.

With Referendum C in place and TABOR refunds temporarily suspended, important statutory thresholds for the
General Fund were met — including six percent growth in spending and maintaining a reserve equal to four
percent (on the budgetary basis). When these thresholds are met, 10.355 percent of sales and use tax is diverted
from the General Fund to the Highway Users Tax Fund, which amounted to $238.1 million in Fiscal Year 2007-
08. However, the sales and use tax diversion thresholds were not met as of the September 2008 legislative
revenue estimate and are not projected to occur for Fiscal Year 2008-09. In addition, the General Fund ended the
year with a surplus of $43.4 million that will be transferred in Fiscal Year 2008-09 to the Highway Fund Users
Tax Fund and the Capital Construction Fund in the ratio of two-thirds ($28.9 million) to one-third ($14.5 million),
respectively.

INDIVIDUAL FUND ANALYSIS

General Fund

The General Fund is the focal point in determining the state’s ability to maintain or improve its financial position.
This fund accounts for all revenues and expenditures that are not required by law to be accounted for in other funds.
Revenues of the General Fund consist of two broad categories, general-purpose revenues and augmenting revenues.
General-purpose revenues are taxes, fines, and other similar sources that are collected without regard to how they will
be spent. Augmenting revenues include federal funds, transfers-in, fees and charges, or specific user taxes.
Augmenting revenues are usually limited as to how they can be spent. Even though significant federal grant revenues
are accounted for in the General Fund, they have little impact on the General Fund fund balance because Federal
revenues are closely matched with federal expenditures.

The ending fund balance of the General Fund, as measured by generally accepted accounting principles, was

$207.4 million, a decrease of $205.9 million from the prior year. The required General Fund Reserve for Statutory

Purposes was $283.5 million, an increase of $16.5 million over the prior year required by the increase in General

Fund appropriations. While the state was able to fund the reserve on a budgetary basis, there was only $151.7 million

available on a GAAP basis for the required reserve resulting in a shortfall of $131.8 million. The primary reason for

the decrease in General Fund fund balance was an increase in expenditures in excess of the increase in revenues,

which was partially offset by a $128.6 million decrease in net transfers-out. The most significant transfer-out

GENERAL -PURPOSE decrease from the prior year was the General Fund

REVENUESBY SOURCE Surplus transfer to the Highway and Capital

Constructions funds which declined from $436.8 million

to $249.3 million. Most of the decrease in fund balance

Other Taxes  shows as an $80.9 million increase in Tax Refunds

Payable and a $94.5 million increase in Accounts

Corporate Payable which were partially offset by an increase in

IncomeTax  Due from Other Governments of $70.3 million. The

General Fund’s $516.1 million cash balance decreased

from the prior year partially due to the above referenced
increase in receivables from other governments.

Individual
Income Tax

Sales, Use, &
Excise Taxes

Insurance Tax

Investment

Income General-purpose revenues for Fiscal Years 2007-08 and

2006-07 were $7,504.8 million (see page 147) and
$7,312.6 million, respectively — an increase of
$192.2 million or 2.6 percent. Individual income tax revenue increased by $90.2 million. The major categories of
individual income tax, all of which contributed to the increase, were withholding payments (up 5.1 percent) and
estimated payments (up 3.5 percent.) The change in income tax refunds (up 20 percent) partially offset revenue

Other
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increases. Corporate income tax receipts increased by $9.8 million or 2.1 percent. Investment income of the General
Fund decreased by $10.2 million or 36.4 percent; the decrease reflects the decline in the General Fund cash balance as
well as the declining interest rates throughout the fiscal year. Sales, use, and excise taxes increased by $96.7 million
or 4.7 percent, which is consistent with the 5.2 percent increase in personal income in 2008. Insurance premium taxes
increased by $8.9 million or 5.0 percent due to increases in the number of policies and the amount of premiums.
Other revenue decreased by $2.5 million or 4.6 percent primarily related to the elimination of a $6.5 million transfer
from the Limited Gaming Fund to the General Fund that was partially offset by various other revenue increases.

On the budgetary basis, total expenditures and transfers-out (excluding transfers not appropriated by department)
funded from general-purpose revenues during Fiscal Years 2007-08 and 2006-07 were $7,353.7 million (see page
147) and $6,903.6 million, respectively. The total annual increase in general-funded expenditures (including
expenditures from the General Fund Exempt Account

authorized by Referendum C) is limited to six percent EXPENDITURESBY FUNCTION FROM

over the previous year with certain adjustments. The GENERAL PURPOSE REVENUES

primary adjustments are for changes in federal man- Hig'g’;ﬁg&
dates, lawsuits against the state, and most transfers not Natural - Construction
appropriated by department.  This limitation is Resources o Assistance

controlled through the legislative budget process and

carries the weight of a constitutional requirement
because of the TABOR amendment. In Fiscal Year % ) General

o Government
2007-08, appropriation growth was 6.48 percent.
Health &
With expenditures measured using generally accepted — Rehavilitation
accounting principles, the Departments of Education, Business,

Health Care Policy and Financing, Higher Education, Community &

and Human Services accounted for approximately 77.7 Affairs

percent of all Fiscal Year 2007-08 general-funded expenditures, which is an increase of 2.1 percent from the prior
year. In each instance, except for the Department of Education and the Department of Human Services, these
departments’ general-funded expenditures increased by 7.7 percent or more. The percentage use of total general-
funded resources by these four departments increased primarily because the transfers and distributions to the
Capital Projects Fund (from $291.5 million to $183.4 million) and the Highways Users Tax Fund (from
$291.2 million to $166.2 million) were significantly lower during Fiscal Year 2007-08 than Fiscal Year 2006-07.
These transfers and distributions represent a significant decrease from the prior year primarily due to the
$249.3 million General Fund Surplus from Fiscal Year 2006-07 (transferred in Fiscal Year 2007-08) being
substantially less than the Fiscal Year 2005-06 General Fund Surplus of $436.8 million (transferred in Fiscal Year
2006-07). The General Fund Surplus transfer is not appropriated by department, and it is not counted against the
six percent General Fund spending limit. Of the departments with substantial General Fund expenditures, the
major expenditure increases were in the Department of Education ($140.4 million or 4.9 percent), the Department
of Higher Education ($53.7 million or 7.7 percent), the Department of Corrections ($48.8 million or 8.4 percent),
the Judicial Branch ($35.5 million or 13.4 percent), the Department of Human Services ($31.6 million or 4.4
percent), and the Department of Health Care Policy and Financing ($113.5 million or 8.3 percent).

Amendment 23, passed by the voters in 2000, mandates increases in Department of Education spending primarily
related to payments to local public school districts.  The increase in the Department of Higher Education was
primarily related to $41.7 million of increased fee-for-service contracts between the Department and the Higher
Education Institutions and $30.8 million of increased student stipends paid through the College Opportunity Fund.
The Department of Corrections increase was primarily for costs of the department’s internal inmate housing
program and medical services for prisoners. Each of these increases is affected by the general increase in the
offender population. The largest individual increase in the Judicial Branch was related to probation services with
smaller increases in trial court costs and the public defender program. The largest increase in the Department of
Human Services was an additional $31.4 million expended on the Developmental Disability Services Program
with smaller increases in child welfare programs, mental health services for the medically indigent, and other
grants. Finally, the largest increase in the Department of Health Care Policy and Financing was related to smaller
than anticipated decreases in Medicaid caseload as well as smaller increases in the indigent care and
developmental disabilities programs.
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The limited increases for two large departments (Department of Human Services — 4.4 percent and Department of
Education — 4.9 percent) along with the allowable six percent growth related to general-purpose revenue increases
allowed for the other departmental increases in excess of the 6 percent limit.

The chart at the right shows the changes in the
major reserves in the General Fund on the GENERAL FUND
basis of generally accepted accounting FUND BALANCE
principles (GAAP). Statutes require a four

E Risk Mngmt and Other Reserves

O Statutory Percentage Reserve

percent fund balance reserve ($283.5 million $8001 M Unreserved

in Fiscal Year 2007-08). In Fiscal Year 2007- $600-

08, the General Fund did not have adequate 0 $400-

resources to meet the required four percent %

reserve on the GAAP basis. Compliance was = $200

achieved on a budgetary basis by deferring S %0

certain payroll and Medicaid costs; without $200-

this deferral the general fund reserve would

have a $131.8 million shortfall. In Fiscal -$400+

Years 2006-07 and 2005-06 the General Fund -$600 : : : : : : : : :
had adequate resources to meet the required ® & & & & F & & & ®
four percent reserve on the GAAP basis. In & & & ,199\" ,g&sv f§9{b @“ ,1965 ,1@6 ,,59/\

years prior to Fiscal Year 2005-06 compliance

was achieved on the budgetary basis by deferring either expenditures or TABOR refunds. Economic conditions
during Fiscal Year 2007-08 and the absence of a TABOR refund allowed the state to meet the required four percent
reserve on the budgetary basis, but not on a GAAP basis. The deferral also resulted in a budgetary basis excess over
the required reserve that will be transferred to the Highway Fund and the Capital Projects Fund as discussed below.
(Note to the General Fund Fund Balance chart: Before Fiscal Year 2001-02, the reserves of a large number of funds
were reported as part of the General Fund; from Fiscal Year 2001-02 forward they are reported as Special Revenue
Funds, and therefore, are not included in the chart. The large deficit Unreserved Fund Balance in Fiscal Years 1999-
00 and 2000-01 were the result of very large TABOR refund liabilities that were recognized on a GAAP basis but
deferred on a budget basis. The statute that allowed the deferral of TABOR refund liabilities has been repealed.)

As required by Senate Bills 03-196 and 03-197, the state converted to cash basis accounting for certain expenditures
in Fiscal Year 2002-03 and subsequent years. As discussed above, this change resulted in an ongoing difference
between the GAAP fund balance and budgetary basis fund balance of the General Fund. The amount of net General
Fund revenues that are available for expenditure are titled General Fund Surplus on the budgetary basis statement.
There is no equivalent amount for FY 2007-08 for the GAAP basis financial statements since the General Fund
reserve was only met on a budgetary basis. Deferring payroll expenditures moved $92.0 million of expenditures into
the following year, while deferring Medicaid related expenditures moved $185.4 million of expenditures into the
following year. Revenues related to the deferral of the Medicaid expenditures were also deferred in the amount of
$102.1 million. In total, the effect was to increase General Fund budgetary fund balance by $175.3 million, which
was $21.8 million more than the effect of deferring Fiscal Year 2006-07 expenditures into Fiscal Year 2007-08.

Colorado statutes require that early in each year the State Controller transfer the entire ending General Fund Surplus
of the prior fiscal year two-thirds to the Highway Users Tax Fund and one-third to the Capital Projects Fund. The
General Fund Surplus is calculated on the budgetary basis as the amount in excess of the required four percent reserve
with certain payroll and Medicaid expenditures deferred into the following year as noted above. In Fiscal Year 2007-
08, the transfer amount was $249.3 million of which $166.2 million went to the Highway Users Tax Fund and
$83.1 million went to the Capital Projects Fund. The transfer will be $43.4 million in Fiscal Year 2008-09 with
$28.9 million going to the Highway Users Tax Fund and $14.5 million going to the Capital Projects Fund. As noted
above, these transfers would not have been possible without the passage of Referendum C and the deferral of certain
Medicaid and payroll expenditures.

State Public School Fund

The State Public School Fund is a statutory fund whose primary revenue source is quarterly transfers from the
General Fund. The fund distributes substantially all of the General Fund transfer to local school districts resulting in
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year-end fund balances that are not significant. The fund made distributions of $2,859.9 million and $2,758.2 million
in Fiscal Year 2007-08 and 2006-07, respectively.

Highway Users Tax Fund

The Highway Users Tax Fund (HUTF) fund balance increased by $140.0 million over the prior year primarily related
to the following:

¢+ A $91.2 million increase in revenue primarily comprising a $29.9 million increase in Federal grants and
contracts, a $26.3 million increase in excise tax revenue, and a $17.0 million increase in investment income
related to increasing cash balances in the fund.

¢+ A $138.2 million increase in expenditures including a $104.6 million increase for road construction, a
$12.2 million reduction in capital outlay, an $10.1 million increase in distributions to special districts.

+  An excess of transfers in over transfers out of $257.1 million primarily due to statutorily mandated transfers from
the General Fund. Although these amounts were less than in the prior year, this excess was still enough to drive
the increase in fund balance.

The Highway Users Tax Fund shows an Unreserved Fund Balance Reported in Special Revenue Funds of
$32.0 million. This amount is the residual after a $711.4 million reserve for encumbrances and a $746.6 million
reserve for funds reported as restricted. The encumbrances are related to multiple year construction project contracts
that are to be funded primarily from future gas tax and motor vehicle license fee revenues. The funds reported as
restricted are primarily in the form of cash that is restricted by the State Constitution to be used only for highway
construction and maintenance.

Capital Projects Fund

The Capital Projects Fund fund balance decreased by $20.0 million from the prior fiscal year primarily due to a
$95.1 million increase in Capital Outlay, a $50.5 million increase in noncapitalizable maintenance costs, and a
decrease in transfers-in of $108.0 million. Nontransfer revenues of the fund increased by $15.2 million, and
transfers-out increased by $23.9 million. In the prior year, inflows of the fund exceeded outflows by $242.8 million.
All of these factors contributed to the net fund balance decrease. Current year total transfers-in of $197.9 million
were primarily from the General Fund ($183.5 million). The General Fund transfers-in would likely not have
occurred absent the passage of Referendum C. Historically, it has been the General Assembly’s policy to appropriate
the entire Capital Construction fund balance, and most of the amount shown as unreserved has already been
committed to projects in the Fiscal Year 2008-09 budget cycle.

State Education Fund

The State Education Fund fund balance increased by $127.3 million during Fiscal Year 2007-08. Except for
investment income, revenues of the fund are fixed as a percentage of taxpayer income, and the fund’s portion of those
receipts increased in Fiscal Year 2007-08 by $12.8 million from the prior year. Investment income increased by
$6.5 million over the prior year primarily due to a significant increase in the fund’s cash balance on deposit with the
State Treasurer. Unrealized gains made up 19 percent of the investment income. Expenditures of the fund are limited
by a constitutional amendment to certain education programs and to meeting growth requirements in other education
programs. Expenditures of the fund were $297.6 million and $333.7 million in Fiscal Year 2007-08 and 2006-07,
respectively. This decline in expenditures was made possible partially by Senate Bill 07-199 that ended a requirement
for local school districts to reduce their property tax mill levies thereby increasing local support for schools and
decreasing state support for local school districts. (See additional information on page 136.)
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Higher Education I nstitutions

Current period activity increased the net assets of the Higher Education Institutions by $161.1 million. The fund has a
wide variety of funding sources to which expenses are not specifically identifiable; therefore, it is not possible to cite
the source of the net asset increase. However, it can be noted that tuition and fees of the institutions increased by
$89.2 million, sales of goods and services increased by $129.5 million, federal revenues increased by $16.3 million,
investment income decreased by $131.9 million, and other revenues increased by $10.3 million. Expenses of the fund
increased by amounts consistent with the percentage change in revenues. The state made capital contributions of
$97.7 million and $34.8 million in Fiscal Years 2007-08 and 2006-07, respectively, that were funded by the Capital
Projects Fund and transferred $157.4 million ($134.5 million in Fiscal Year 2006-07) to Higher Education Institutions
primarily from the General Fund for student financial aid and vocational training.

Unemployment | nsurance

The net assets of the Unemployment Insurance Fund increased by $90.0 million primarily because unemployment
insurance premium taxes and investment earnings on the Unemployment Insurance Fund assets exceeded
unemployment benefits paid. The net asset increase was less than the prior fiscal year increase of $126.8 million
because of a $5.6 million decrease in unemployment insurance premium taxes. The change in net assets was also
affected by a $7.0 million increase in investment earnings, and an increase in unemployment benefits of $38.4 million
which increased the expenses of the fund. Colorado statutes require management to adjust unemployment insurance
premium tax rates when the fund’s cash balance exceeds or is below established thresholds. The fund’s cash balance
increased from Fiscal Year 2006-07 to 2007-08 by $99.3 million from $611.1 million to $710.4 million.

Collegel nvest

CollegeInvest’s net assets decreased by $14.6 million or 7.3 percent. The fund experienced a $35.4 million decrease
in Federal Grants and Contracts, a $16.3 million decrease in Investment Income, and a $11.6 million increase in Other
Revenue. Collegelnvest’s debt service increased $21.9 million related to an increase of $84.0 million in outstanding
bonds. Assets of the fund increased from $1,913.3 million to $1,976.4 million while liabilities increased from
$1,713.5 million to $1,791.2 million, primarily due to bond issuance. CollegeInvest uses bond proceeds to fund loans
to students that are recorded on the Statement of Net Assets in the line items Student and Other Receivables and
Restricted Receivables.

State L ottery

The Lottery produced operating income of $120.3 million ($117.3 million in Fiscal Year 2006-07) on sales of
$512.7 million ($466.3 million in Fiscal Year 2006-07), which represents a 2.6 percent increase in operating income.
The Lottery distributed $53.1 million ($51.3 million in Fiscal Year 2006-07) to the Great Outdoors Colorado
program, a related organization, and transferred $69.7 million ($68.1 million in Fiscal Year 2006-07) to other state
funds, of which, $8.0 million was distributed to local school districts through the State Public School Fund,
$12.2 million was used to fund operations of the state Division of Parks and Recreation, and $48.9 million was
expended to local governments through the Conservation Trust Fund. Because of the requirement to distribute most
of its income, the Lottery net assets are minimal and change very little from year to year.
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ANALYSIS OF BUDGET VARIANCES

The following analysis is based on the General Fund Surplus Schedule included in Required Supplementary
Information on page 147. That schedule isolates general-purpose revenues and expenditures funded from those
revenues, and it is therefore the best source for identifying general-funded budget variances.

Differences Between Original and Final Budgets

The following list shows departments that had net changes in general-funded budgets greater than $5.5 million.

¢

¢

Department of Corrections — The department’s original budget exceeded the final budget by $10.6 million.
The primary reason for the decrease was because of $8.1 million in funding reductions to private prisons due
to lower than projected growth rates of the inmate population and increased releases. Part of this reduction
was offset by an increase in the department’s cash funded budget of $2.9 million. The general funded budget
also decreased by $1.0 million for decreases in personal services and related costs.

Department of Education — The department’s original budget exceeded the final budget by $40.9 million. The
decrease in the department’s general funded budget was primarily related to public school finance. The state
share of funding was reduced due to higher than anticipated local funding and lower than anticipated pupil
count, which were partially offset by higher than expected per pupil funding.

Governor’s Office — The Governor’s Office final budget exceeded the original budget by $5.5 million, a
46.9 percent increase. The increase was a result of an increased appropriation to the Office of Economic
Development to assist in improving and accelerating the evaluation process for bioscience research
discoveries.

Department of Health Care Policy and Financing (HCPF) — The department’s final budget exceeded the
original budget by $17.2 million, a 1.2 percent increase. The increase was the result of a large number of
increases and decreases, of which the following were the most significant:

= $22.8 million increase in the general-funded appropriations for Medical Service Premiums required
for matching Medicaid grant funds. The department’s estimate for Medicaid clients in the original
budget was 381,189, but the actual caseload was 388,068.

»  $5.6 million increase in the general-funded appropriation related to the Children’s Basic Health Plan
to supplement Tobacco Litigation funding as the state share for medical and dental costs for enrollees.

= $10.5 million increase in the general funded appropriation for the School Health Service Program to
repay the federal government regarding claims for reimbursement that were disallowed.

*  $5.4 million decrease in the general funded appropriations relating to Medicare primarily due to a
change of certain expenditures from the accrual to the cash basis of accounting.

=  $10.5 million decrease in the general funded appropriation for Child Welfare to the Department of
Human Services as required by statute.

*  $6.9 million decrease in the appropriation for Community Services for the Developmentally Disabled
primarily due to lower than expected related Medicaid expenditures.

Department of Human Services (DHS) — The department’s final budget exceeded the original budget by
$15.0 million. The increase was the result of a large number of increases and decreases, of which the
following were the most significant:

=  $5.2 million increase in the Community Services for the Developmentally Disabled program general-
funded appropriation. The legislature allowed the amount to be rolled forward from the Fiscal Year
2006-07 budget in order to assist developmental disability clients and providers who were negatively
affected by the conversion to a statewide rate structure for developmental disability Medicaid waiver
services.
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»  $8.8 million increase in the general-funded appropriation for Child Welfare Services due to a redesign
of a Residential Treatment Center as well as to support a rate adjustment related to Therapeutic
Residential Child Care Facilities.

*  $10.5 million increase in the Child Welfare Services program general-funded appropriation related to
an unspent general-funded appropriation at HCPF that is transferred annually for DHS to apply to the
county grant close out process,

= $8.3 million decrease in the general-funded appropriation to the Division of Youth Corrections due to
a lower than expected increase in youth population caseload.

¢+ Department of Treasury — The department’s final budget exceeded the original budget by $14.4 million. The
increased was primarily due to $13.0 million expended to support debt service payments on the Tax Revenue
Anticipation Notes that the State Treasurer issued to fund an interest free loan program for local school
districts pending their receipt of property tax revenues. At the time of the original budget the level of
participation by local school districts was unknown.

Differences Between Final Budget and Actual Expenditures

Overexpenditures for all funds totaled $28.7 million for Fiscal Year 2007-08. General-funded overexpenditures
are discussed in detail in Note 8A on page 82 at the individual line item appropriation level. In total, state
departments reported negative general-funded appropriation reversions of $13.9 million; the reversion would have
been a positive $21.1 million if not for a $9.3 million negative reversion related to the Old Age Pension program
at the Department of Revenue and a Medicaid overexpenditure of $25.7 million at the Department of Health Care
Policy and Financing. The Department of Revenue negative reversion is not considered an overexpenditure
because the Old Age Pension program is continuously appropriated in statute and the negative reversion is shown
primarily to inform the General Assembly of the amount of Old Age Pension expenditures in excess of the
estimate. In addition, departments reverted $2.9 million of revenue earned in excess of the amount that was
needed to support specific cash-funded appropriations in the General Fund. The final budget is presented without
reduction for restrictions in order to show the total reversion of appropriated budget. The following list shows
those departments that had reversions of at least $1.0 million.

¢+ Department of Corrections — The department reverted $1.0 million which was made up of numerous small
amounts related to cost containment in the purchase of pharmaceuticals and reduced expenditures for
monitoring and treatment services.

¢+ Department of Health Care Policy and Financing — The department reverted $6.7 million net of the
$25.7 million statutorily authorized overexpenditure in the Medicaid program detailed in Note 8A. The
reversions were made up of numerous small amounts, the largest of which was $3.1 million related to the
regional centers care of persons with disabilities. The department’s implementation of a new rate structure for
the regional centers was delayed until Fiscal Year 2008-09 resulting in reversions of amounts appropriated for
rate increases.

¢+ Judicial Branch — The Judicial Branch reverted $1.4 million, primarily related to the Office of the Alternate
Defense Counsel. The office reverted the money from its Conflict of Interests Contracts appropriation due to
a decrease in the projected amount of criminal filings during Fiscal Year 2007-08.

¢+ Legislative Branch — The Legislative Branch reverted $1.7 million — the largest portion of which was from the
general administrative line item of the Office of the State Auditor. The reversion occurred primarily due to
delays in finalizing service contracts, which precluded incurring the related expenditures in the fiscal year.

¢+ Department of Revenue — The department reverted $6.9 million, not including the $9.3 million negative
reversion related to Old Age Pension expenditures discussed above. The department reverted $4.6 million of
the Old Age Heat and Fuel refunds appropriation because the lawful presence verification requirement
instituted during Fiscal Year 2006-07 resulted in fewer applications than estimated. The department also
reverted $1.3 million of the Cigarette Tax Rebate appropriation for tax rebates to local governments. The
department received a supplemental increase in the Rebate appropriation based upon distributions for the first
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nine months of the fiscal year. However, the last three months of actual distributions were less than the
estimates and resulted in the reversion.

CAPITAL ASSETSAND LONG-TERM DEBT ACTIVITY

The state’s investment in capital assets at June 30, 2008, was $16.6 billion ($16.8 billion in Fiscal Year 2006-07).
Included in this amount were $5.7 billion of depreciable capital assets net of $3.7 billion of depreciation. Also
included was $10.9 billion of land and nondepreciable infrastructure reported under the modified approach. The
state added $943.5 million and $942.4 million of capital assets in Fiscal Year 2007-08 and 2006-07, respectively.
Of the Fiscal Year 2007-08 additions, $328.6 million was recorded by governmental funds and $614.9 million
was recorded by proprietary funds. General-purpose revenues funded $203.9 million of capital and controlled
maintenance expenditures during Fiscal Year 2007-08, and the balance of capital asset additions was funded by
federal funds, cash funds, or borrowing. The table below provides information on the state’s capital assets by
asset type for both governmental and business-type activities.

The state’s major commitments for capital expenditures are reported in the attached financial statements as fund
balances reserved for encumbrances. At June 30, 2008, the state had commitments of $255.1 million in the
Capital Projects Fund ($192.6 million in Fiscal Year 2006-07) and $711.4 million in the Highway Users Tax Fund
($628.5 million in Fiscal Year 2006-07). Certain construction projects of the Higher Education Institutions are
not reported in the Capital Projects Fund because they are not subject to appropriation; additionally, commitments
for the related capital expenditures are not shown because the enterprise funds do not report a reserve for
encumbrances.

The state’s capital assets at June 30, 2008 and 2007, were (see Note 16 for additional detail):

(Amounts in Millions)

Total
Governmental Business-Type Primary
Activities Activities Government
2008 2007 2008 2007 2008 2007

Capital Assets Not Being Depreciated

Land and Land Improvements $ 140 $ 81 $ 262 $ 231 $ 402 $ 312

Collections 9 9 13 13 22 22

Construction in Progress 373 442 301 591 674 1,033

Infrastructure 9,770 11,268 - - 9,770 11,268
Total Capital Assets Not Being Depreciated 10,292 11,800 576 835 10,868 12,635
Capital Assets Being Depreciated

Buildings and Related Improvements 1,559 1,510 4,776 4,016 6,335 5,526

Vehicles and Equipment 701 674 783 741 1,484 1,415

Library Books, Collections, and Other Capital Assets 34 31 449 429 483 460

Infrastructure 1,094 89 19 19 1,113 108
Total Capital Assets Being Depreciated 3,388 2,304 6,027 5,205 9,415 7,509
Accumulated Depreciation (1,106) (1,016) (2,562) (2,354) (3,668) (3,370)

Total $ 12,574 $ 13,088 $ 4,041 $ 3,686 $ 16,615 $ 16,774
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Infrastructure reported as Capital Assets Not Being Depreciated decreased by $1,498.0 million primarily related
to the Department of Transportation converting from the modified approach to the depreciation approach for
reporting bridge infrastructure. The change moved $989.2 million of bridge infrastructure to the category Capital
Assets Being Depreciated, and resulted in an accounting principle change of $306.7 million related to bridges
where the historical cost was below the state’s capitalization threshold. The change from the modified to
depreciation approach also resulted in a prior period adjustment of $397.1 million related to errors in the valuation
of bridges recorded for the first time in Fiscal Year 2001-02 at the implementation of GASB Statement No. 34.

The state is constitutionally prohibited from issuing general obligation debt except to fund buildings for state use,
to defend the state or the U.S. (in time of war), or to provide for unforeseen revenue deficiencies. Except for
exempt enterprises, the TABOR amendment requires a vote of the people for the creation of any debt unless
existing cash reserves are irrevocably pledged to service the debt. The amendment does allow debt issuance to
refinance a borrowing at a lower interest rate. These requirements limit management’s ability to address revenue
shortfalls by borrowing for capital expenditures. However, the state has issued Certificates of Participation
(COPs) secured by buildings and vehicles and has issued revenue bonds that are secured by pledges of future
revenues. In some instances the debt-financed asset generates the pledged revenue stream; in other instances,
such as the Transportation Revenue Anticipation Notes (TRANSs), the pledged revenue stream is future federal
revenues and state highway users taxes. The state has other forms of borrowing that are small in relation to the
revenue bonds and COPs. The following schedule shows the principal and interest that will be paid over the
following thirty-five year period to retire the current borrowing for bonds and COPS (see Note 24).

Fiscal Year 2007-08
(Amounts in Millions)

Capital Leases Revenue Bonds Certificates of Participation Total
Principal Interest Principal Interest Principal Interest Principal Interest
Governmental Activities $ 60.0 $ 233 $ 1,216.0 $ 305.6 $ 172.9 $ 734 $ 1,448.9 $ 4023
Business-Type Activities 93.4 38.9 3,325.7 2,477.1 210.2 133.3 3,629.3 2,649.3
Total $ 153.4 $ 62.2 $ 4,541.7 $ 2,782.7 $ 383.1 $ 206.7 $ 5,078.2 $ 3,051.6

Fiscal Year 2006-07
(Amounts in Millions)

Capital Leases Revenue Bonds Certificates of Participation Total
Principal Interest Principal Interest Principal Interest Principal Interest
Governmental Activities $ 30.5 $ 11.3 $ 1,319.7 $ 3711 $ 183.2 $ 80.7 $ 1,533.4 $ 463.1
Business-Type Activities 68.6 32.3 2,935.4 3,061.8 218.9 144.0 3,222.9 3,238.1
Total $ 99.1 $ 43.6 $ 4,255.1 $ 3,432.9 $ 402.1 $ 224.7 $ 4,756.3 $ 3,701.2

In Fiscal Year 2006-07, the total principal amount of revenue bonds and COPs was 38.5 percent of net assets
other than capital assets. In Fiscal Year 2007-08, that measure decreased to 37.7 percent because noncapital net
assets increased more than debt principal did on a proportional basis. Total per capita borrowing including bonds,
certificate of participation, mortgages, notes, and leases was $1,168, $1,051, $982, $932, and $807 per person in
Fiscal Years 2007-08, 2006-07, 2005-06, 2004-05, and 2003-04, respectively.

INFRASTRUCTURE ASSETS REPORTED UNDER THE MODIFIED APPROACH

The state has elected to report infrastructure under the modified approach for certain assets owned and maintained
by the state Department of Transportation. The main feature of the modified approach is that annual maintenance
and preservation costs are reported rather than depreciation (see additional information regarding the roadway
infrastructure in RSI-2 on page 149). In order to continue using the modified approach, the condition of the
infrastructure must be maintained at a level set in advance by the state. The state must disclose how the amount
actually spent on maintenance and preservation compares to the estimate of the amount needed to maintain the
established condition level. The state’s maintenance of the infrastructure is measured by condition assessments
compared to the target condition level.
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The Department of Transportation has established a process for reporting the estimated cost to maintain
infrastructure assets at the established condition level. Prior to Fiscal Year 2006-07, the department did not report
projections, but instead, reported budgeted amounts as a surrogate for the cost to maintain. Because of the
multiple year nature of the infrastructure budgets, it was determined that the department’s projections of costs are
a better basis for the comparison of estimated and actual costs to maintain. Beginning in Fiscal Year 2006-07 and
for future fiscal years, the department reports the estimated versus actual cost to maintain as follows:

(Amounts in Millions)

Projected Budgeted Actual

Fiscal Year Cost Cost Spending
2007-08 $ 894.6 NA $ 3327
2006-07 734.2 NA 380.4
2005-06 Not Available $ 210.9 460.6
2004-05 Not Available 138.0 452.8
2003-04 Not Available 554.1 529.9
2002-03 Not Available 631.0 1,457.1
Total $ 1,628.8 $ 1,534.0 $ 3,613.5

The established condition level set by the Colorado Transportation Commission for roadways is unchanged from
the prior year and requires that 60 percent of roadways fall in the good or fair categories. The following table
presents the roadway condition assessment for the preceding six years and shows that the most recent condition
assessment fails to meet the established condition level.

2007 2006 2005 2004 2003 2002
Percent Rated Good/Fair 59 63 65 61 58 58
Percent Rated Poor 41 37 35 39 42 42

Each year the Colorado Transportation Commission is provided with the estimates of the funding needed to
alternatively maintain or improve existing conditions over the next 20 years. Beginning in Fiscal Year 2007-08,
the Department of Transportation reported that available resources were no longer adequate to maintain the state’s
bridges at the established condition level as required by the modified approach. Therefore, the state is reporting
depreciation of its bridges in Fiscal Year 2007-08. A prior period adjustment has been included in the financial
statements to correctly state the beginning balance of a portion of the bridges that were valued incorrectly at the
state’s implementation of GASB Statement No. 34 in Fiscal Year 2001-02. In addition, an accounting change has
been recorded for bridges that were below the state’s capitalization threshold or were fully depreciated and
therefore should not be included under the new deprecation method. Although the modified approach is no longer
used for the bridges, the following information is included to show the historical condition levels through the
current fiscal year.

CDOT utilizes PONTIS and the National Bridge Inventory to monitor the condition of approximately 3,800
bridges under its jurisdiction. The established condition level for bridges is to maintain or improve the current
percentage of bridges rated as Good or Fair. The following table defines the criteria used for the bridge ratings:

Rating Criteria

Poor Sufficiency rating less than 50 and status of structurally deficient or functionally obsolete.

. Bridges in Poor condition do not meet all safety and geometry standards and require reactive maintenance to
ensure safe service. For the purpose of determining bridge-funding needs it is assumed that bridges in Poor
condition have exceeded their economically viable service life and require replacement.

Fair Sufficiency rating between 50 and 80 and status of structurally deficient or functionally obsolete.
. Bridges in Fair condition require preventative maintenance and either marginally satisfy safety and geometry
standards or require rehabilitation.
Good All remaining major bridges that do not meet the criteria for Poor or Fair classification.
. Bridges in Good condition typically adequately meet all safety and geometry standards and typically do not

require maintenance.
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The current percentage of bridges rated Poor is 5.71 percent, which sets the percent rated as Good or Fair at 94.29
percent. As shown in the following table, the condition assessment for those bridges rated as poor for the current
and preceding six years has steadily increased since 2005.

2008 2007 2006 2005 2004 2003 2002
| Percent Rated Poor 5.71 5.25 5.19 3.20 3.25 3.36 3.61

CONDITIONSEXPECTED TO AFFECT FUTURE OPERATIONS

Many of the conditions affecting future operations of the state that were included in the Fiscal Year 2006-07
Management Discussion and Analysis continue to affect the state at the end of Fiscal Year 2007-08. However,
the passage of Referendum C in November 2005 relieved significant current year constraints on the state’s
financial affairs. The most important effect of Referendum C is that refunds of revenues in excess of the TABOR
limits will not be paid in the current or following two fiscal years. The Governor’s Office of State Planning and
Budgeting currently estimates retained revenues of $2,534.1 million for the period from Fiscal Year 2008-09 to
2009-10, which results in a total retained of $6,101.2 million for the five-year period covered by Referendum C.

Per Referendum C, the retained revenues must be expended from the General Fund Exempt account within the
General Fund for the purposes dictated in the Referendum. This requirement exists even though the resources
related to the excess TABOR revenue may be in other funds from which those resources cannot be removed, such
as the Highway Users Tax Fund. As a result, the Legislature’s ability to allocate resources of the General Fund is
impaired.

An existing statute provides for diversion of a portion of general-purpose sales and use tax revenue to the
Highway Fund when other General Fund obligations have been met. Another statute provides that any General
Fund Surplus be distributed to the Highway Fund and Capital Projects Fund in a two-thirds and one-third ratio,
respectively. These statutes resulted in significant general-purpose revenues of the General Fund being made
available to the Highway Fund and Capital Projects Fund. The Governor’s Office of State Planning and
Budgeting currently estimates that there will be no General Fund Surplus to transfer between Fiscal Years 2008-
09 and 2009-10, and that $464.5 million will be credited to the Highway Fund under the required sales and use
tax diversion between Fiscal Year 2008-09 and 2011-12.

However, it is important to note that the sales and use tax diversion noted above is contingent upon the General
Fund meeting its statutory reserve requirement as projected by the state’s legislative economists. The September
20, 2008, estimate did not show the requirement being met and the diversion has been halted as of the end of the
first quarter of Fiscal Year 2008-09. The legislative estimates are quarterly and future diversions are dependent
upon those forecasts showing that the General Fund obligations, including the statutory reserve, will be met.

Subsequent to the state’s fiscal year-end, the credit and liquidity crisis throughout the global financial system has
resulted in substantial volatility in the world financial markets and the banking system. As a result, the state’s
investments and revenue streams may be adversely affected. Although it is impossible to accurately predict the
effect on the state’s operations, the potential for such impact is discussed below where appropriate.

Several conditions adversely affect the state’s future operations:

¢+ Pension Plan Contributions — Notwithstanding a 10.0 percent return on investments in 2007, the funded ratio
(actuarial value of assets, using a four-year smoothed-market value, divided by actuarial accrued liability) of
the State Division of the Public Employees Retirement Association (PERA) did not change significantly from
the prior year (2007 — 73.3 percent and 2006 — 73.0 percent). However, it should be noted that due to the
smoothed market valuation methodology only a portion of 2007 and 2006 investment returns of 10.0 percent
and 15.7 percent, respectively, have been recognized in the funded ratio. Based on fair value of assets, rather
than the smoothed actuarial value, the funded ratio for all divisions of PERA increases from 75 percent
(actuarial value) to 78 percent (fair value). In 2000, when the State Division and the School Division were
reported as a single division, the combined division had a funding ratio of 104.7 percent. At December 31,
2007, the amortization period for the plan was infinite, which means that at the existing contribution level and
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using the currently applicable actuarial assumptions the liability associated with existing benefits will never
be fully paid. However, certain future benefit changes are not considered in this analysis, and PERA’s
actuary expects those changes will allow the State Division Trust Fund to reach a 30 year amortization period
over the projected actuarial period. In addition, PERA’s actuary opines that current funding rates are
sufficient to pay benefits over the 30-year actuarial projection period. The current contribution rate of
12.05 percent is .6 percentage points (or 5.2 percent) above the average during the 1990s. PERA’s actuary
estimated that the contribution rate would need to have been 18.45 percent and 17.23 percent, respectively in
2007 and 2006 to achieve the 30-year amortization period required by the Governmental Accounting
Standards Board. In the 2006 session, the Legislature approved a Supplemental Amortization Equalization
Disbursement that will add three percentage points to the annual contribution in addition to the three
percentage points required by the Amortization Equalization Disbursement (approved in the 2004 session).
These increases will be phased in through 2013. Barring further changes, these two legislative changes
increase the annual contribution in Fiscal Year 2013-14 and subsequent years to 16.15 percent of salary. Like
any other large holder of equity securities, PERA has suffered significant unrealized losses during the current
economic crisis. PERA management has stressed that the plan maintains a long term view and continues to
outperform U.S. equity and bond benchmarks.

¢+ Election 2000 Amendment 23 — This constitutional requirement was originally designed to exempt a portion
of state revenues from the TABOR refund and dedicate those revenues to education programs. With the
passage of Referendum C, revenues in excess of the TABOR limit are not currently being refunded.
However, resources that were once general-purpose revenues continue to be diverted to the State Education
Fund. The Governor’s Office of State Planning and Budgeting currently estimates that $428.4 million will be
diverted from general-purpose tax revenue in Fiscal Year 2008-09 under this requirement. The amendment
requires the General Assembly to increase funding of education by specified percentages over inflation. This
requirement will have increasing impact if the inflation rate increases. This revenue diversion and mandated
expenditure growth infringes on general funding for other programs because of the existing six percent
expenditure growth limit. Notwithstanding these expenditure increases, the state continues to face legal
challenges asserting that the current school funding system fails to provide a thorough and uniform system of
free public education as required by the Colorado Constitution.

¢+ Cash Basis Accounting — For Fiscal Year 2002-03 and following years, the Legislature changed the budgetary
accounting for June payroll and certain Medicaid expenditures to the cash basis and deferred June paydates
until July (after fiscal year-end). During Fiscal Year 2007-08 similar treatment was extended to certain Old
Age Pension, Medicare, and Childrens’ Basic Health Plan expenditures. This causes the outflow of resources
to be deferred into the following year for General Fund budget purposes. As a result, the state does not use
full or modified accrual accounting to calculate budgetary compliance. Instead, potentially significant
liabilities ($175.3 million net of related deferred revenue in Fiscal Year 2007-08) are delayed until the
following year assuming that subsequent revenues will be adequate to pay those liabilities. Departures from
generally accepted accounting principles (GAAP) such as this could adversely affect the state’s credit rating.
It will be difficult for the state to return to the GAAP basis of accounting for budgetary expenditures because
of the significant one-time budgetary impact of recording payroll and Medicaid expenditures that were
previously deferred. As noted, without these expenditure deferrals the state would not have met its statutory
General Fund reserve requirement, nor would there have been a General Fund Surplus for transfer to the
Highway Users Tax Fund and the Capital Projects Fund.

¢+ General Fund Liquidity — The General Fund shows a cash balance of $516.1 million at June 30, 2008,
providing apparent liquidity. However, $460.0 million of that cash was distributed immediately after fiscal
year-end to pay short-term borrowing for the Education Tax Revenue Anticipation Note program, and at least
$35.6 million of the cash belongs to the Risk Management Funds reported in the General Fund leaving
approximately $20.5 million of disposable cash in the fund. When this cash is combined with nontax
receivables it is still significantly less than the $568.4 of accounts payable and accrued liabilities that it must
service in the near term. These conditions indicate that the General Fund reserve (and budgetary basis
General Fund Surplus) increasingly comprises tax receivables ($1,015.8 million) net of tax refunds payable
($552.7 million) and deferred revenue ($127.1 million) related to the tax receivables that are not expected to
be collected within the next year. The tax receivable and related refunds are based on the best economic data
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available at year-end; however, economic projections rarely identify inflection points in the economy. When
a downturn in the economy occurs, tax receivables tend to decline (due to declining personal income) and tax
refunds tend to increase (due to higher than required estimated tax and withholding payments). Given the
current economic turmoil, any decline in tax collections or increase in refunds will exacerbate the lack of
General Fund liquidity. The General Fund cash position is also adversely affected by the recurring cash
transfers of General Fund Surplus to the Highway Users Tax Fund and the Capital Projects Fund. The General
Fund Surplus was $43.4 million, $249.3 million, $436.8 million, $98.0 million, $121.8 million, and
$93.7 million in Fiscal Years 2007-08, 2006-07, 2005-06, 2004-05, 2003-04, and 2002-03, respectively.
Furthermore, the General Fund Surplus for Fiscal Year 2007-08 exists only on the budgetary basis due to the
cash basis treatment of the items listed in the previous bullet point. On a GAAP basis, there is a shortfall of
$131.8 million in the General Fund’s required reserve. The General Fund legally has access to the cash
balances of other funds; however, moving those balances to the General Fund has been contentious in the
past.

Debt Service — Debt service payments on the remaining $1.1 billion of Transportation Revenue Anticipation
Notes issued by the Department of Transportation average $168.0 million per year over the next five years.
While a portion of the debt services will be funded by federal funds, a significant amount will be funded by
state sources. When most of the notes were issued, the diversion of surplus general-purpose revenues was
expected to accumulate to fund that debt service. Due to the economic recession of the early 2000’s, those
diversions did not occur for several years. As discussed above, the diversion of the General Fund resumed
with the passage of Referendum C. However, no diversion is projected for Fiscal Year 2008-09 and a further
decline in estimated revenues may result in the diversion not occurring in future years as well. The
Department of Transportation reports significant projected shortfalls in the funding needed to meet
transportation infrastructure demand, which will only be exacerbated by the lack of the diversion. In addition
during the 2008 legislative session, the General Assembly authorized the following commitments including a:

» Higher Education Federal Mineral Lease Capital Construction Lease Purchase Program with
maximum annual debt service of $16.2 million for the next ten years that resulted in certificates of
participation of $230.8 million,

= New state justice center lease purchase program that authorized certificates of participation of
$269.0 million,

= New state museum lease purchase program that authorized certificates of participation of
$84.0 million, and

* Build Excellent Schools Today lease purchase program which authorized the state to enter lease
purchase agreements resulting in maximum annual debt service payments up to $80 million in Fiscal
Year 2011-12 and subsequent years.

In some of these programs, current funding is required in addition to the certificates of participation proceeds.

¢

Intergovernmental Financial Dependency — The state expended $6,587.3 million in federal awards during
Fiscal Year 2007-08 which represents 33.6 percent of the $19,624.4 million expended by the state. These
amounts included grants for social, educational, and environmental purposes and fund both direct state
expenditures and pass-through assistance to local governments. Current federal revenue projections show a
budget deficit of approximately $490 billion for the 2009 Federal Fiscal Year. The increasing expenditures in
both the Social Security and Medicare Part A programs, along with the interest costs to finance
U.S. government borrowing will take up an increasingly large amount of the federal revenue streams.
Without significant revenue increases or federal borrowing, there may be large cuts in federal spending. In
the absence of all or a significant portion of this funding, the state’s operations and ability to provide services
to its citizens would be adversely impacted as would local government services.
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STATEMENT OF NET ASSETS
JUNE 30, 2008
PRIMARY GOVERNMENT

(DOLLARS IN THOUSANDS) GOVERNMENTAL BUSINESS-TYPE COMPONENT
ACTIVITIES ACTIVITIES TOTAL UNITS
ASSETS:
Current Assets:
Cash and Pooled Cash $ 2,632,601 $ 1,555,782 $ 4,188,383 $ 162,174
Investments 565 272,804 273,369 39,521
Taxes Receivable, net 946,077 82,431 1,028,508 264
Contributions Receivable, net - - - 32,472
Other Receivables, net 188,347 239,790 428,137 173,439
Due From Other Governments 355,519 125,894 481,413 5,340
Internal Balances 14,545 (14,545) - -
Due From Component Units 63 16,348 16,411 -
Inventories 16,703 42,271 58,974 11,782
Prepaids, Advances, and Deferred Charges 23,790 17,055 40,845 14,863
Total Current Assets 4,178,210 2,337,830 6,516,040 439,855

Noncurrent Assets:

Restricted Cash and Pooled Cash 2,061,543 446,681 2,508,224 75,029
Restricted Investments 620,325 259,115 879,440 374,275
Restricted Receivables 187,018 1,716,722 1,903,740 16,353
Investments 96,743 1,008,382 1,105,125 1,804,387
Contributions Receivable, net - - - 53,245
Other Long-Term Assets 442,911 119,650 562,561 1,180,506
Depreciable Capital Assets and Infrastructure, net 2,282,645 3,464,979 5,747,624 143,349
Land and Nondepreciable Infrastructure 10,291,250 576,755 10,868,005 587,874
Total Noncurrent Assets 15,982,435 7,592,284 23,574,719 4,235,018
TOTAL ASSETS 20,160,645 9,930,114 30,090,759 4,674,873
LIABILITIES:
Current Liabilities:
Tax Refunds Payable 561,117 - 561,117 -
Accounts Payable and Accrued Liabilities 837,311 467,741 1,305,052 85,627
TABOR Refund Liability (Note 8B) 706 - 706 -
Due To Other Governments 183,696 26,885 210,581 5,569
Due To Component Units - 1,112 1,112 -
Deferred Revenue 97,174 190,528 287,702 5,925
Accrued Compensated Absences 9,776 12,745 22,521 13,712
Claims and Judgments Payable 37,775 7,398 45,173 12,421
Leases Payable 6,002 5,976 11,978 415
Notes, Bonds, and COP's Payable 574,150 75,567 649,717 59,142
Other Current Liabilities 11,794 208,542 220,336 116,744
Total Current Liabilities 2,319,501 996,494 3,315,995 299,555

Noncurrent Liabilities:

Deposits Held In Custody For Others 16 - 16 262,112
Accrued Compensated Absences 128,760 166,402 295,162 -
Claims and Judgments Payable 335,636 28,482 364,118 -
Capital Lease Payable 54,029 83,113 137,142 3,790
Capital Lease Payable To Component Units - 4,285 4,285 -
Notes, Bonds, and COP's Payable 1,274,720 3,466,484 4,741,204 1,570,601
Due to Component Units - 1,233 1,233 -
Other Postemployment Benefits - 15,775 15,775 -
Other Long-Term Liabilities 217,793 40,756 258,549 104,710
Total Noncurrent Liabilities 2,010,954 3,806,530 5,817,484 1,941,213
TOTAL LIABILITIES 4,330,455 4,803,024 9,133,479 2,240,768
NET ASSETS:
Invested in Capital Assets, Net of Related Debt 11,348,995 2,411,662 13,760,657 238,953
Restricted for:
Highway Construction and Maintenance 1,350,485 - 1,350,485 -
State Education 353,149 - 353,149 -
Unemployment Insurance - 765,533 765,533 -
Debt Service 558 180,409 180,967 -
Emergencies 93,000 33,716 126,716 26
Permanent Funds and Endowments:
Expendable 2,333 9,592 11,925 731,497
Nonexpendable 587,733 74,479 662,212 518,553
Court Awards and Other Purposes 231,532 491,492 723,024 452,272
Unrestricted 1,862,405 1,160,207 3,022,612 492,804
TOTAL NET ASSETS $ 15,830,190 $ 5,127,090 $ 20,957,280 $ 2,434,105

The notes to the financial statements are an integral part of this statement.
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STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2008

Expenses Program Revenues
(DOLLARS IN THOUSANDS) Indirect Operating Capital
Cost Charges for Grants and Grants and
Functions/Programs Expenses Allocation Services Contributions Contributions
Primary Government:
Governmental Activities:
General Government $ 74,167 $ (18,378) $ 97,148 $ 67,189 $ 251
Business, Community, and
Consumer Affairs 664,922 2,459 116,973 242,558 91
Education 5,016,592 959 15,045 558,144 140
Health and Rehabilitation 601,934 1,362 56,561 340,255 -
Justice 1,431,120 4,889 160,181 50,931 296
Natural Resources 130,298 1,360 116,630 73,829 1,608
Social Assistance 4,819,956 2,481 19,054 2,749,342 26
Transportation 1,457,807 1,488 244,058 140,422 437,281
Interest on Debt 37,567 - - - -
Total Governmental Activities 14,234,363 (3,380) 825,650 4,222,670 439,693
Business-Type Activities:
Higher Education 3,863,577 1,667 2,572,676 1,288,888 9,391
Unemployment Insurance 354,967 - 398,259 46,666 -
Collegelnvest 116,286 - 71,219 33,393 -
Lottery 446,600 501 513,845 2,366 -
Wildlife 109,095 705 103,898 26,040 35
College Assist 326,001 79 174 325,365 -
Other Business-Type Activities 173,500 428 136,817 5,951 -
Total Business-Type Activities 5,390,026 3,380 3,796,888 1,728,669 9,426
Total Primary Government 19,624,389 - 4,622,538 5,951,339 449,119
Component Units:
University of Colorado Hospital Authority 593,778 633,556 3,592 4,677
Colorado Water Resources and
Power Development Authority 61,268 47,095 23,894 -
University of Colorado Foundation 115,946 6,306 110,934 -
Colorado State University Foundation 27,429 - 30,188 -
Colorado School of Mines Foundation 13,812 - 7,089 -
University of Northern Colorado Foundation 10,505 - 6,718 -
Other Component Units 60,220 24,431 1,528 747
Total Component Units $ 882,958 $ - $ 711,388 $ 183,943 $ 5,424

General Revenues:
Taxes:
Sales and Use Taxes
Excise Taxes
Individual Income Tax
Corporate Income Tax
Other Taxes
Restricted for Education:
Individual Income Tax
Corporate and Fiduciary Income Tax
Restricted for Transportation:
Fuel Taxes
Other Taxes
Unrestricted Investment Earnings
Other General Revenues
Payment from State of Colorado
Special and/or Extraordinary Items
(Transfers-Out) / Transfers-In

Total General Revenues, Special Items, and Transfers

Change in Net Assets

Net Assets - Beginning
Prior Period Adjustment (Note 27)
Accounting Changes (Note 27)

Net Assets - Ending

The notes to the financial statements are an integral part of this statement.
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Net (Expense) Revenue and

Changes in Net Assets

Primary Government

Governmental Business-Type Component
Activities Activities Total Units
$ 108,799 $ - $ 108,799
(307,759) - (307,759)
(4,444,222) - (4,444,222)
(206,480) - (206,480)
(1,224,601) - (1,224,601)
60,409 - 60,409
(2,054,015) - (2,054,015)
(637,534) - (637,534)
(37,567) - (37,567)
(8,742,970) - (8,742,970)
- 5,711 5,711
- 89,958 89,958
- (11,674) (11,674)
- 69,110 69,110
- 20,173 20,173
- (541) (541)
- (31,160) (31,160)
- 141,577 141,577
(8,742,970) 141,577 (8,601,393)
- - - 48,047
- - - 9,721
- - - 1,294
- - - 2,759
- - - (6,723)
- - - (3,787)
_ - - (33,514)
- - - 17,797
2,357,807 - 2,357,807 147
257,908 - 257,908 -
4,591,481 - 4,591,481 -
461,390 - 461,390 -
510,442 36,963 547,405 -
371,480 - 371,480 -
36,441 - 36,441 -
577,423 - 577,423 -
930 - 930 -
42,478 - 42,478 56,703
113,603 - 113,603 -
- - - 23,362
(6,843) - (6,843) -
(77,732) 77,732 - -
9,236,808 114,695 9,351,503 80,212
493,838 256,272 750,110 98,009
16,036,990 4,870,818 20,907,808 2,336,096
(393,912) - (393,912) -
(306,726) - (306,726) -

$ 15,830,190 $ 5,127,090 $ 20,957,280 $ 2,434,105
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BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2008

(DOLLARS IN THOUSANDS) STATE HIGHWAY
PUBLIC USERS
GENERAL SCHOOL TAX
ASSETS:
Cash and Pooled Cash $ 516,133 $ 19,224 $ 36,340
Taxes Receivable, net 1,015,809 - -
Other Receivables, net 78,296 - 3,190
Due From Other Governments 340,215 4,404 243
Due From Other Funds 5,404 3,958 73,730
Due From Component Units 63 - -
Inventories 7,828 - 7,054
Prepaids, Advances, and Deferred Charges 17,761 - 59
Restricted Cash and Pooled Cash - - 1,415,840
Restricted Investments - - -
Restricted Receivables - - 172,600
Investments 5,232 - -
Other Long-Term Assets 7 - 20,570
Capital Assets Held as Investments - - -
TOTAL ASSETS $ 1,986,748 $ 27,586 $ 1,729,626
LIABILITIES:
Tax Refunds Payable $ 552,690 $ - $ 218
Accounts Payable and Accrued Liabilities 568,370 2,304 124,847
TABOR Refund Liability (Note 8B) 706 - -
Due To Other Governments 30,837 - 53,648
Due To Other Funds 25,037 20 1,447
Deferred Revenue 130,862 2,546 32,229
Compensated Absences Payable 46 - -
Claims and Judgments Payable 1,901 - -
Notes, Bonds, and COP's Payable 460,000 - -
Other Current Liabilities 8,879 - 51
Deposits Held In Custody For Others 7 - -
TOTAL LIABILITIES 1,779,335 4,870 212,440
FUND BALANCES:
Reserved for:
Encumbrances 16,487 - 711,376
Noncurrent Assets 7 - 20,570
Debt Service - - -
Statutory Purposes 151,721 - -
Risk Management 35,559 - -
Emergencies - - -
Funds Reported as Restricted - - 746,570
Unreserved Undesignated, Reported in:
Special Revenue Funds - 22,716 31,960
Capital Projects Funds - - -
Nonmajor Special Revenue Funds - - -
Nonmajor Permanent Funds - - -
Unreserved:
Designated for Unrealized Investment Gains:
Reported in Major Funds 3,639 - 6,710
Reported in Nonmajor Special Revenue Funds - - -
Reported in Nonmajor Permanent Funds - - -
TOTAL FUND BALANCES 207,413 22,716 1,517,186
TOTAL LIABILITIES AND FUND BALANCES $ 1,986,748 $ 27,586 $ 1,729,626

The notes to the financial statements are an integral part of this statement.
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OTHER
CAPITAL STATE GOVERNMENTAL
PROJECTS EDUCATION FUNDS TOTAL
$ 537,961 $ - $ 1,500,162 $ 2,609,820
- - 57,352 1,073,161
12,078 - 93,991 187,555
1,559 - 8,870 355,291
3,234 - 144,434 230,760
- - - 63
- - 268 15,150
1,355 - 4,239 23,414
- 299,892 345,811 2,061,543
- 52,291 568,034 620,325
- 997 13,421 187,018
- - 92,076 97,308
130 - 299,117 319,824
- - 10,577 10,577
$ 556,317 $ 353,180 $ 3,138,352 $ 7,791,809
$ - $ - $ 8,209 $ 561,117
46,828 31 81,266 823,646
- - - 706
- - 80,017 164,502
3,964 - 201,855 232,323
3,673 - 54,359 223,669
- - - 46
- - 72 1,973
- - - 460,000
- - 2,864 11,794
- - 9 16
54,465 31 428,651 2,479,792
255,101 - - 982,964
130 - 405,130 425,837
- - 558 558
109,322 - - 261,043
- - - 35,559
- - 93,000 93,000
- 349,303 806,882 1,902,755
- - - 54,676
134,470 - - 134,470
- - 1,391,483 1,391,483
- - 2,326 2,326
2,829 3,846 - 17,024
- - 8,751 8,751
- - 1,571 1,571
501,852 353,149 2,709,701 5,312,017

$ 556,317 $ 353,180 $ 3,138,352 $ 7,791,809
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GOVERNMENTAL FUNDS BALANCE SHEET

RECONCILED TO
STATEMENT OF NET ASSETS
JUNE 30, 2008

" ®) © (D) B) R
(DOLLARS IN THOUSANDS) CENTRALIZED OTHER
TOTAL INTERNAL CAPITAL DEBT RISK MEASUREMENT INTERNAL STATEMENT OF
GOVERNMENTAL SERVICE ASSET RELATED MANAGEMENT FOCUs BALANCES NET ASSETS
FUNDS FUNDS BALANCES BALANCES LIABILITIES ADJUSTMENTS ELIMINATION TOTALS
ASSETS:
Current Assets:
Cash and Pooled Cash $ 2,609,820 $ 22,776 $ - $ - $ - $ 5 $ - $ 2,632,601
Investments - - - - - 565 - 565
Taxes Receivable, net 1,073,161 - - - - (127,084) - 946,077
Other Receivables, net 187,555 470 - - - 322 - 188,347
Due From Other Governments 355,291 228 - - - - - 355,519
Due From Other Funds 230,760 104 - - - - (216,319) 14,545
Due From Component Units 63 - - - - - - 63
Inventories 15,150 1,553 - - - - - 16,703
Prepaids, Advances, and Deferred Charges 23,414 376 - - - - - 23,790
Total Current Assets 4,495,214 25,507 - - - (126,192) (216,319) 4,178,210
Noncurrent Assets:
Restricted Cash and Pooled Cash 2,061,543 - - - - - - 2,061,543
Restricted Investments 620,325 - - - - - - 620,325
Restricted Receivables 187,018 - - - - - - 187,018
Investments 97,308 - - - - (565) - 96,743
Other Long-Term Assets 319,824 266 - - - 122,821 - 442,911
Depreciable Capital Assets and Infrastructure, net - 68,883 2,213,762 - - - - 2,282,645
Land and Nondepreciable Infrastructure 10,577 - 10,280,673 - - - - 10,291,250
Total Noncurrent Assets 3,296,595 69,149 12,494,435 - - 122,256 - 15,982,435
TOTAL ASSETS 7,791,809 94,656 12,494,435 - - (3,936) (216,319) 20,160,645
LIABILITIES:
Current Liabilities:
Tax Refunds Payable 561,117 - - - - - - 561,117
Accounts Payable and Accrued Liabilities 823,646 8,972 - 4,693 - - - 837,311
TABOR Refund Liability (Note 8B) 706 - - - - - - 706
Due To Other Governments 164,502 - - - - 19,194 - 183,696
Due To Other Funds 232,323 49 - - - (16,053) (216,319) -
Deferred Revenue 223,669 589 - - - (127,084) - 97,174
Compensated Absences Payable 46 72 - - - 9,658 - 9,776
Claims and Judgments Payable 1,973 - - - 25,798 10,004 - 37,775
Leases Payable - 3,972 - 2,030 - - - 6,002
Notes, Bonds, and COP’s Payable 460,000 6,215 - 107,935 - - - 574,150
Other Current Liabilities 11,794 - - - - - - 11,794
Total Current Liabilities 2,479,776 19,869 - 114,658 25,798 (104,281) (216,319) 2,319,501
Noncurrent Liabilities:
Deposits Held In Custody For Others 16 - - - - - - 16
Accrued Compensated Absences - 1,739 - - - 127,021 - 128,760
Claims and Judgments Payable - - - - - 335,636 - 335,636
Capital Lease Payable - 32,864 - 21,165 - - - 54,029
Notes, Bonds, and COP's Payable - 17,234 - 1,257,486 - - - 1,274,720
Other Long-Term Liabilities - - - - 75,108 142,685 - 217,793
Total Noncurrent Liabilities 16 51,837 - 1,278,651 75,108 605,342 - 2,010,954
TOTAL LIABILITIES 2,479,792 71,706 - 1,393,309 100,906 501,061 (216,319) 4,330,455
NET ASSETS:
Invested in Capital Assets, Net of Related Debt 10,577 8,598 12,494,435 (1,164,615) - - - 11,348,995
Restricted for:
Highway Construction and Maintenance 1,464,521 - - (114,036) - - - 1,350,485
State Education 353,149 - - - - - - 353,149
Debt Service 558 - - - - - - 558
Emergencies 93,000 - - - - - - 93,000
Permanent Funds and Endowments:
Expendable 2,333 - - - - - - 2,333
Nonexpendable 587,733 - - - - - - 587,733
Court Awards and Other Purposes 231,532 - - - - - - 231,532
Unrestricted 2,568,614 14,352 - (114,658) (100,906) (504,997) - 1,862,405
TOTAL NET ASSETS $ 5,312,017 $ 22,950 $ 12,494,435 $ (1,393,309) $ (100,906) $ (504,997) $ - $ 15,830,190

The notes to the financial statements are an integral part of this statement.




COLORADO COMPREHENSIVE ANNUAL FINANCIAL REPORT e 51

Differ ences Between the Balance Sheet — Governmental Funds and
Governmental Activities on the Gover nment-Wide Statement of Net Assets

(A) Management uses Internal Services Funds to report the charges for and the costs of goods and services sold by state

B

©

agencies solely within the state. Because the sales are primarily to governmental funds, the assets and liabilities of the
Internal Service Funds are included in the governmental activities on the government-wide Statement of Net Assets.
Internal Service Funds are reported using proprietary fund-type accounting in the fund-level financial statements. In
addition to minor internal sales within the Department of Transportation and the Department of Public Safety, the state’s
Internal Service Funds provide the following goods and services to nearly all state agencies:

¢ Fleet management,
Printing and mail services,
Information management services,
Telecommunication services,
Building maintenance and management in the capitol complex,
Administrative hearings services, and
Debt collection.
Capital assets used in governmental activities are not financial resources, and therefore, they are not included in the fund-
level financial statements. However, capital assets are economic resources and are reported in the government-wide
Statement of Net Assets.
Long-term liabilities such as leases, bonds, notes, mortgages, and certificates of participation (including accrued interest)
are not due and payable in the current period, and therefore, they are not included in the fund-level financial statements.
However, from an economic perspective these liabilities reduce net assets and are reported in the Satement of Net Assets.
The portion reported as current in the reconciliation is payable within the following fiscal year. The largest portion of
the long-term balance is related to Transportation Revenue Anticipation Notes issued by the Department of
Transportation.

* & & o o o

(D) Risk management liabilities are actuarially determined claims and consist of a current and long-term portion. Generally

(E)

()

accepted accounting principles (GAAP) list claims and judgments as an exception to the full accrual basis of accounting
that constitutes the modified accrual basis of accounting. The current portion (payable within one year) is excluded from
the fund-level statements because it is not payable with expendable available financial resources. In this instance,
“payable with expendable available financial resources” means the amounts are not accrued as fund liabilities because
they are not budgeted in the current year. The long-term portion of the risk management liability is excluded from the
fund-level statements because it is not due and payable in the current period.

Other measurement focus adjustments include:

+ Interfund balances receivable from or payable to Fiduciary Funds are reported on the fund-level Balance Sheet —
Governmental Funds as due from/to other funds. On the government-wide Statement of Net Assets, these amounts
are considered extern