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of certain representations and continuing compliance with certain covenants, interest on the Series 2007B Notes is excluded from gross income for
federal income tax purposes and is not a specific preference item for purposes of the federal alternative minimum tax; and interest on the Series
2007B Notes is not included in Colorado taxable income or Colorado alternative minimum taxable income under Colorado income tax laws as
described herein. See "TAX MATTERS."
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The proceeds of the Series 2007B Notes will be used as more fully described herein to (i) make interest-free loans to certain Colorado school
districts identified herein in order to alleviate temporary general fund cash flow deficits expected to be experienced by such school districts during
the fiscal year ending June 30, 2008, and (ii) pay the Costs of Issuance (as defined herein).

The Series 2007B Notes will be issued in fully registered form and registered initially in the name of Cede & Co., as nominee of The Depository
Trust Company, New York, New York, the securities depository for the Series 2007B Notes. Beneficial Ownership Interests in the Series 2007B
Notes, in non-certificated book-entry only form, may be purchased in integral multiples of $5,000 by or through participants in the DTC system.
Beneficial Ownership Interests will be governed as to receipt of payments, notices and other communications, transfers and various other matters
with respect to the Series 2007B Notes by the rules and operating procedures applicable to the DTC book-entry system as described herein.

The principal of the Series 2007B Notes is payable on the maturity date of the Series 2007B Notes set forth above, subject to redemption
prior to maturity as described herein. Interest on the Series 2007B Notes, at the rates per annum set forth below, is payable on the maturity date
of the Series 2007B Notes set forth above.

Underwriters Principal Amount Interest Rate Price Reoffering Yield CUSIP® No.!

Citi $ 30,000,000 3.25% 100.221% 2.892% 19672M AV0

Citi 75,000,000 3.25 100.215 2.901 19672M AV0O

Banc of America Securities, LLC 100,000,000 2.95 100.030 2.901 19672M AT5
Banc of America Securities, LLC 105,000,000 3.50 100.351 2.931 19672M AU2

The Series 2007B Notes are special, limited obligations of the State payable solely from and secured by a pledge of the Pledged Revenues
described herein. Interest on the Series 2007B Notes will be payable from amounts deposited by the State Treasurer upon issuance of the Series
2007B Notes in the Series 2007 Notes Repayment Account, and the principal of the Series 2007B Notes will be payable from amounts received by
the Treasurer from the Participating Districts on or before June 25, 2008, as payment of their Program Loans and, if necessary, from certain State
funds, all as described herein. The Series 2007B Notes are secured on a parity with the previously issued State of Colorado Education Loan Program
Tax and Revenue Anticipation Notes, Series 2007A, which are currently outstanding in the aggregate principal amount of $150,000,000. The Series
2007B Notes do not constitute a debt or an indebtedness of the State or the Participating Districts within the meaning of any applicable provision
of the constitution or statutes of the State, and the registered owners and Beneficial Owners of the Series 2007B Notes may not look to any source
other than the Pledged Revenues for payment of the Series 2007B Notes.

An investment in the Series 2007B Notes involves risk. Prospective investors are urged to read this Official Statement in its entirety, giving
particular attention to the matters discussed in "INVESTMENT CONSIDERATIONS, " in order to obtain information essential to the making
of an informed investment decision.

The Series 2007B Notes are offered when, as and if issued by the State, subject to the approving opinion of Kutak Rock LLP, Denver,
Colorado, as Bond Counsel. Certain legal matters will be passed upon for the State by the Attorney General of the State, and by Hogan & Hartson
LLP, Denver, Colorado, as special counsel to the State. It is expected that the Series 2007B Notes will be available for delivery through the facilities
of DTC on or about December 19, 2007.

This Official Statement is dated December 13, 2007

! The State takes no responsibility for the accuracy of the CUSIP® information, which is included solely for the convenience of the purchasers of the Series 2007B Notes.



This Official Statement does not constitute an offer to sell the Series 2007B Notes in any
jurisdiction to any person to whom it is unlawful to make such offer in such jurisdiction. No dealer,
salesman or other person has been authorized by the State, the Treasurer or the Financial Advisor to give
any information or to make any representation other than those contained herein and, if given or made,
such other information or representation must not be relied upon as having been authorized by the State or
any other person.

The information and expressions of opinion in this Official Statement are subject to change
without notice, and neither the delivery of this Official Statement nor any sale made hereunder shall,
under any circumstances, create the implication that there has been no change in the matters described in
this Official Statement since the date hereof.

The information in this Official Statement has been obtained from officers, employees and
records of the State, the Participating Districts and other sources believed to be reliable, but this Official
Statement is not to be construed as the promise or guarantee of the State, the Treasurer or the Financial
Advisor.

This Official Statement is submitted in connection with the initial offering and sale of the Series
2007B Notes and may not be reproduced or used, in whole or in part, for any other purpose.

The Series 2007B Notes have not been recommended by any federal or state securities
commission or regulatory authority. Furthermore, the foregoing authorities have neither confirmed the
accuracy nor determined the adequacy of this Official Statement. Any representation to the contrary is
unlawful.
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OFFICIAL STATEMENT
relating to

$310,000,000
STATE OF COLORADO
EDUCATION L OAN PROGRAM
TAX AND REVENUE ANTICIPATION NOTES
SERIES 2007B

INTRODUCTION

This introduction is not a summary of this Official Statement. It is only a summary description of
and guide to, and is qualified by, more complete and detailed information contained in the entire Official
Satement, including the cover page and appendices hereto, and the documents summarized or described
herein. A full review should be made of the entire Official Satement. The offering of Series 2007B Notes
to potential investors is made only by means of the entire Official Statement.

General

This Official Statement, including the cover page, prefatory information and the appendices,
furnishes information in connection with the issuance and sale by the State of Colorado (the "State") of
its $310,000,000 State of Colorado Education Loan Program Tax and Revenue Anticipation Notes, Series
2007B (the "Series 2007B Notes"). See "THE SERIES 2007B NOTES" and "THE STATE."

The Series 2007B Notes are being issued pursuant to sections 29-15-112 and 22-54-110 (referred
to herein collectively as the "L oan Program Act"), Colorado Revised Statutes, as amended ("C.R.S.");
the Supplemental Public Securities Act, (the "Supplemental Public Securities Act") constituting part 2
of article 57 of title 11, C.R.S.; and a resolution (the "State Resolution") adopted by the State Treasurer
(the "Treasurer"). The Loan Program Act establishes a program (the "Loan Program") for making
interest-free loans ("Program Loans") to participating Colorado school districts (the "Participating
Districts") in order to alleviate temporary general fund cash flow deficits. See "THE SERIES 2007B
NOTES — Authorization."

The Series 2007B Notes

Purpose. The Series 2007B Notes are being issued for the purpose of funding the Loan Program
for the State's fiscal year ending June 30, 2008 ("Fiscal Year 2007-08"), and paying the Costs of
Issuance. The State Resolution defines the term "Costs of I1ssuance” as costs and expenses relating to the
issuance and sale of the Series 2007B Notes or otherwise permitted pursuant to the Loan Program Act,
including without limitation legal and financial advisory fees; printing, publication and mailing or
delivery costs; costs incurred in connection with the rating and delivery of the Series 2007B Notes; and
any rebate payment to the Treasury Department of the United States of America required by the
provisions of the State Resolution or required by similar provisions of notes issued by the Treasurer in
previous fiscal years pursuant to the Loan Program Act.

The first installment of the Loan Program was funded on July 16, 2007, by the issuance of the
State's Education Loan Program Tax and Revenue Anticipation Notes, Series 2007A (the "Series 2007A
Notes"), in the principal amount of $150,000,000 and maturing on August 5, 2008, the net proceeds of
which were borrowed by 11 Participating Districts. The net proceeds of the sale of the Series 2007B



Notes will be deposited in the Series 2007B Education Loan Program Tax and Revenue Anticipation
Notes Proceeds Account (the "Series 2007B Notes Proceeds Account") of the State's General Fund (the
"General Fund") and used to make Program Loans to approximately 15 Participating Districts in order to
alleviate actual temporary general fund cash flow deficits currently forecast by each Participating District
during Fiscal Year 2007-08. Each Participating District has adopted a resolution (a "District Resolution"
and, collectively, the "District Resolutions") pledging to the repayment of its Program Loan those ad
valorem property tax revenues received by the Participating District during the period of March through
June 2008 that are required to be deposited in the Participating District's general fund ("Taxes"), and has
executed a promissory note to the Treasurer (a "District Note" and, collectively, the "District Notes") to
evidence its repayment obligation. See "THE LOAN PROGRAM; APPLICATION OF SERIES 2007B
NOTES PROCEEDS — Program Loans"; — "The Participating Districts," "DISTRICT RESOLUTIONS
AND DISTRICT NOTES" and "SOURCE OF PAYMENT OF PROGRAM LOANS."

General Provisions. The Series 2007B Notes will be dated the date of issuance and delivery to
the original purchasers thereof (the "Closing Date") and will mature on August 5, 2008 (the "Series
2007B Notes M aturity Date"), subject to extraordinary redemption prior to maturity as described herein.
Interest on the Series 2007B Notes, at the rates per annum set forth on the cover page hereof (computed
on the basis of a 360-day year of twelve 30-day months), will accrue from the Closing Date and will be
payable on the Series 2007B Notes Maturity Date. See "THE SERIES 2007B NOTES - General
Provisions"; "— Redemption Prior to Maturity."

Book-Entry Only System. The Series 2007B Notes will be issued in fully registered form (i.e.,
registered as to payment of both principal and interest) and registered initially in the name of Cede & Co.,
as nominee of The Depository Trust Company, New York, New York ("DTC"), which will serve as
securities depository for the Series 2007B Notes. Ownership interests in the Series 2007B Notes
("Beneficial Ownership Interests'), in non-certificated book-entry only form, may be purchased in
integral multiples of $5,000 by or through participants in the DTC system ("DTC Participants").
Beneficial Ownership Interests will be recorded in the name of the purchasers thereof ("Beneficial
Owners") on the books of the DTC Participants from whom they are acquired, and will be governed as to
the receipt of payments, notices and other communications, transfers and various other matters with
respect to the Series 2007B Notes by the rules and operating procedures applicable to the DTC book-entry
system as described in "THE SERIES 2007B NOTES — General Provisions" and "APPENDIX D — DTC
BOOK-ENTRY SYSTEM."

Security and Sour ces of Payment

The Series 2007B Notes are special, limited obligations of the State payable solely from and
secured by a pledge of the following (the "Pledged Revenues') which the Treasurer believes will be
sufficient for the repayment of the Series 2007B Notes:

* amounts received by the Treasurer from the Participating Districts on or before June 25,
2008, as repayment of their Program Loans;

* amounts deposited to the Series 2007 Notes Repayment Account of the General Fund as
discussed in "THE SERIES 2007B NOTES — Security and Sources of Payment — The Series
2007 Notes Repayment Account"; and

« any unexpended proceeds of Series 2007A Notes, the Series 2007B Notes and any additional
tax and revenue anticipation notes authorized and issued pursuant to the Loan Program Act
and payable from and secured by a pledge of all or any portion of the Pledged Revenues on a



parity with the pledge thereof in favor of the registered owners (the "Owners") of the
Series 2007B Notes ("Parity Lien Notes') that have not been loaned to the Participating
Districts.

The pledge of the Pledged Revenues to the payment of the Series 2007B Notes is on a parity with
the pledge thereof to the payment of the Series 2007A Notes.

Interest on the Series 2007B Notes will be payable from a deposit to be made by the Treasurer on
the Closing Date to the Interest Subaccount of the Series 2007 Notes Repayment Account in an amount
equal to the interest to accrue on the Series 2007B Notes from the Closing Date to the Series 2007B Notes
Maturity Date. This deposit is to be made from "Current General Fund Revenues," consisting of any cash
income or other cash receipt credited to the General Fund for Fiscal Year 2007-08 that is (i) subject to
appropriation for Fiscal Year 2007-08 and (ii) not yet credited to the General Fund as of the Closing Date,
but not including the proceeds of the Series 2007A Notes, the Series 2007B Notes or any Parity Lien
Notes.

Principal of the Series 2007B Notes will be payable from amounts received by the Treasurer from
the Participating Districts on or before June 25, 2008, as repayment of their Program Loans,
supplemented if necessary by, among other things, any funds on hand or in the custody or possession of
the Treasurer and eligible for investment, including Current General Fund Revenues and any amounts in
the State funds from which the Treasurer is authorized to borrow under State law ("Borrowable
Resour ces").

The Series 2007 Notes Repayment Account and the Pledged Revenues are irrevocably pledged to
the payment when due of the principal of and interest on the Series 2007B Notes and any Parity Lien
Notes. The Owners of the Series 2007B Notes and any Parity Lien Notes will be equally and ratably
secured by a first lien on the Series 2007 Notes Repayment Account and the moneys credited thereto.

The Series 2007B Notes do not constitute a debt or an indebtedness of the State or the
Participating Districts within the meaning of any applicable provision of the constitution or statutes of
the Sate, and the Owners and Beneficial Owners of the Series 2007B Notes may not look to any source
other than the Pledged Revenues for payment of the Series 2007B Notes.

See generally "THE SERIES 2007B NOTES — Security and Sources of Payment;" "— Parity Lien
Notes," "DISTRICT RESOLUTIONS AND DISTRICT NOTES," "SOURCE OF PAYMENT OF
PROGRAM LOANS," "SOURCES OF STATE FUNDS TO PAY THE SERIES 2007B NOTES" and
"APPENDIX C — THE STATE GENERAL FUND."

Continuing Disclosure

In accordance with the exemption set forth in paragraph (d)(3) of Rule 15¢2-12 promulgated by
the Securities and Exchange Commission under the Securities Exchange Act of 1934, as amended ("Rule
15¢2-12"), no undertaking to report annual financial information or operating data as set forth in the final
Official Statement, or audited financial statements, will be provided by the State in connection with the
Series 2007B Notes as the Series 2007B Notes have a stated maturity of less than 18 months. However,
the Treasurer nevertheless undertakes in the State Resolution to provide periodic disclosure of certain
financial information, and to provide notice of certain material events if they occur, as described in "THE
SERIES 2007B NOTES — Security and Sources of Payment — The Series 2007 Notes Repayment
Account"; "— Covenants of the State" and "CONTINUING DISCLOSURE."



Changes from Preliminary Official Statement

This Official Statement includes certain information which was not available for inclusion in the
Preliminary Official Statement dated December 6, 2007, including, without limitation, the interest rates,
yields and prices of the Series 2007B Notes, as well as (i) information relating to a lawsuit which was
filed since the date of the Preliminary Official Statement (see "LITIGATION AND INVESTIGATIONS
— Current Litigation and Investigations") and (ii) corrections in the list of Participating Districts shown in
the table titled "Participating School District Information", which have been included to make this
Official Statement complete as of its date. Purchasers of the Series 2007B Notes should read this Official
Statement in its entirety.

Additional Information

Brief descriptions of the Series 2007B Notes, the State Resolution, the Loan Program Act, the
District Resolutions, the District Notes, the Participating Districts, the State and certain other statutes,
reports, documents and instruments are included in this Official Statement. Such descriptions do not
purport to be comprehensive or definitive and are qualified in their entirety by reference to each such
document, statute, report or other instrument. During the offering period, copies of the State Resolution
and certain other documents referred to herein may be obtained from RBC Capital Markets (the
"Financial Advisor"), One Tabor Center, 1200 17™ Street, Suite 2150, Denver, Colorado 80202,
Attention: Terry Casey, telephone number (303) 595-1204.

I nvestment Consider ations

An investment in the Series 2007B Notes involves risk. Prospective investors are urged to read
this Official Statement in its entirety, giving particular attention to the matters discussed in
"INVESTMENT CONSIDERATIONS," in order to obtain information essential to the making of an
informed investment decision.

Forward L ooking Statements

This Official Statement, and particularly the sections hereof captioned "SOURCE OF
PAYMENT OF PROGRAM LOANS - Sources of Funding of Total Program"; "— Summary Financial
Information Regarding the Participating Districts,” "SOURCES OF STATE FUNDS TO PAY THE
SERIES 2007B NOTES" and "APPENDIX C — THE STATE GENERAL FUND," contains statements
relating to future results that are "forward looking statements" as defined in the federal Private Securities
Litigation Reform Act of 1995. When used in this Official Statement, the words "estimate," "anticipate,"
"forecast,” "project,” "intend," "propose," "plan," "expect" and similar expressions identify forward
looking statements. Such statements are subject to risks and uncertainties that could cause actual results
to differ materially from those contemplated in such forward looking statements. See also "FORWARD
LOOKING STATEMENTS."

Miscellaneous

The cover page, prefatory information and appendices to this Official Statement are integral parts
hereof and must be read together with all other parts of this Official Statement.



Information contained in this Official Statement has been obtained from officers, employees and
records of the State, the Participating Districts and other sources believed to be reliable, but this Official
Statement is not to be construed as the promise or guarantee of the State, the Treasurer or the Financial
Advisor. The information herein is subject to change without notice, and neither the delivery of this
Official Statement nor any sale made hereunder shall, under any circumstances, create the implication that
there has been no change in the matters described in this Official Statement since the date hereof. So far
as any statements made in this Official Statement involve matters of opinion, forecasts, projections or
estimates, whether or not expressly stated, they are set forth as such and not as representations of fact.

This Official Statement shall not be construed as a contract or agreement between the State and
the Owners or Beneficial Owners of the Series 2007B Notes.

THE LOAN PROGRAM; APPLICATION OF SERIES 2007B NOTES PROCEEDS

The Loan Program

Timing differences between revenue collections and disbursements cause many Colorado school
districts to incur annual cash flow deficits. The salaries of some school district employees are paid over a
12-month period, and some school district expenses occur on a relatively consistent monthly basis,
although most salaries and expenses of school districts are incurred during the traditional school year of
September through May. The primary sources of revenue to school districts to meet these expenses
include (i) funding from the State pursuant to the Public School Finance Act of 1994 (the "1994 Finance
Act"), constituting title 22, article 54 of C.R.S., which is received in approximately equal monthly
amounts throughout the July 1-June 30 fiscal year of the school districts and the State (the "Fiscal Year"),
and (ii) property taxes levied by the school districts, most of which are received in March through June
when property taxes are paid by taxpayers. See "SOURCE OF PAYMENT OF PROGRAM LOANS."
As a result, school districts often experience cash flow shortages during the fall and winter months before
such tax revenues are received. School districts may address this cash flow shortage in a variety of ways,
including: (i) borrowing funds from the State; (ii) transferring funds to the school district's general fund
from other school district funds on a short-term basis; (iii) borrowing funds on a short-term basis through
the issuance by the school district of tax anticipation notes; or (iv) borrowing funds on a short-term basis
from a bank or other lender.

Under the Loan Program Act, upon approval by the Treasurer of an application submitted by a
school district, the Treasurer is to make available to such school district in any month of the budget year
in which a cash flow deficit occurs an interest-free or low-interest loan from the State's General Fund or
from the proceeds of tax and revenue anticipation notes. There are certain limits on the receipt of such
loans. For instance, a Program Loan may not be made to provide assistance for matters eligible for
payment from the school district's contingency reserve or to cover a foreseeable level of uncollectible
property taxes, nor may a Program Loan be used by a school district for the simultaneous purchase and
sale of the same security or an equivalent security in order to profit from price disparity. All loans to a
school district are to be made from the proceeds of tax and revenue anticipation notes issued by the
Treasurer as discussed below; provided, however, that if the amount of the tax and revenue anticipation
notes, if any, issued on behalf of a school district as determined by the Treasurer is not sufficient to cover
the school district's cash deficit, the Treasurer may, in his or her discretion, make available to such school
district an emergency low-interest loan from the State's General Fund. Such loan is to have the same rate
of interest as that paid by the Treasurer on the State's education loan program tax and revenue anticipation
notes issued by the Treasurer pursuant to part 9 of article 75 of title 24, C.R.S. See "INVESTMENT
CONSIDERATIONS — Subordination Regarding Certain State Funds."



The Loan Program Act authorizes the Treasurer to issue tax and revenue anticipation notes for the
purpose of alleviating temporary cash flow deficits by making interest-free loans available to eligible
school districts. The Series 2007B Notes are being issued pursuant to this authorization. See also "THE
SERIES 2007B NOTES — Authorization."

Application of Series 2007B Notes Proceeds

The proceeds of the Series 2007B Notes, net of amounts used to pay Costs of Issuance, will be
deposited in the Series 2007B Notes Proceeds Account and disbursed from time to time by the Treasurer
upon request of the Participating Districts in order to alleviate temporary general fund cash flow deficits
expected to be experienced by such Participating Districts during Fiscal Year 2007-08, subject to the
conditions stated in the State Resolution and the District Resolutions. See "Program Loans" and "The
Participating Districts" below, "DISTRICT RESOLUTIONS AND DISTRICT NOTES" and "SOURCE
OF PAYMENT OF PROGRAM LOANS."

The Series 2007B Notes Proceeds Account

The State Resolution directs the Controller of the State (the "Controller") to establish within the
State's General Fund the Series 2007B Notes Proceeds Account, which is to be segregated from all other
accounts in the General Fund. Moneys deposited in the Series 2007B Notes Proceeds Account are to be
applied in accordance with the Loan Program Act, including the payment of the Costs of Issuance. The
original purchasers of the Series 2007B Notes will not be responsible for the application or disposition by
the State or its officers of any of the funds derived from the sale of the Series 2007B Notes.

Moneys held in the Series 2007 Notes Proceeds Account may be commingled for investment
purposes with other moneys in the General Fund but are not available for the payment of other General
Fund expenditures or interfund transfers. Investment earnings on moneys credited to the Series 2007B
Notes Proceeds Account up to the amount deposited by the Treasurer to the Interest Subaccount on the
Closing Date are to be credited to the General Fund. Investment earnings on moneys credited to the
Series 2007B Notes Proceeds Account in excess of the amount deposited by the Treasurer to the Interest
Subaccount on the Closing Date are to be retained therein until June 25, 2008, on which date any
remaining moneys credited to such Account are to be transferred to the Interest Subaccount of the Series
2007 Notes Repayment Account, after which the Series 2007B Notes Proceeds Account is to be closed.
See "APPENDIX C — THE STATE GENERAL FUND — Investment Policies."

Program L oans

In order to participate in the Loan Program, the Participating District's governing board (the
"Board of Education") must adopt a resolution approving the amount of the Program Loan (the
"Maximum Principal Amount") and submit any actual or projected financial or budgetary statements
required by the Treasurer. Each of the Participating Districts has adopted a District Resolution and has
submitted to the Treasurer evidence of its projected cash flow deficit for Fiscal Year 2007-08 and certain
other financial information required by the Treasurer. Based on such information, the Treasurer has
approved the Maximum Principal Amount of the Program Loan for each of the Participating Districts.

An aggregate amount of not more than the Maximum Principal Amount may be drawn upon in
the manner provided in the District Resolution and expended by the Participating District from time to
time to fund its general fund cash flow deficit occurring during Fiscal Year 2007-08. See also



"DISTRICT RESOLUTIONS AND DISTRICT NOTES" and "SOURCE OF PAYMENT OF
PROGRAM LOANS."

The Participating Districts

As of the date hereof, the Participating Districts that have requested the Treasurer to issue the
Series 2007B Notes on their behalf are listed in "SOURCE OF PAYMENT OF PROGRAM LOANS —
Summary Financial Information Regarding the Participating Districts."

THE SERIES 2007B NOTES

The following is a summary of certain provisions of the Series 2007B Notes during such time as
the Series 2007B Notes are subject to the DTC book-entry system. Reference is hereby made to the State
Resolution in its entirety for the detailed provisions pertaining to the Series 2007B Notes, including
provisions applicable in the event of the discontinuance of participation in the DTC book-entry system.

Authorization

The Series 2007B Notes are being issued pursuant to the Loan Program Act, the Supplemental
Public Securities Act and the State Resolution. The Loan Program Act authorizes the Treasurer to issue
tax and revenue anticipation notes from time to time to accomplish the purposes of the Loan Program Act.
The Treasurer may, but currently does not anticipate the need to, issue additional Parity Lien Notes as
discussed in "Parity Lien Notes" below.

General Provisions

The Series 2007B Notes will be issued in fully registered form (i.e., registered as to payment of
both principal and interest) and registered initially in the name of Cede & Co., as nominee of DTC, which
will serve as securities depository for the Series 2007B Notes. Beneficial Ownership Interests in the
Series 2007B Notes, in non-certificated book-entry only form, may be purchased in integral multiples of
$5,000 by or through DTC Participants. Such Beneficial Ownership Interests will be recorded in the
name of the Beneficial Owners on the books of the DTC Participants from whom they are acquired, and
will be governed as to the receipt of payments, notices and other communications, transfers and various
other matters with respect to the Series 2007B Notes by the rules and operating procedures applicable to
the DTC book-entry system as described in "APPENDIX D — DTC BOOK-ENTRY SYSTEM."
References in this Official Statement to the Owners of the Series 2007B Notes mean Cede & Co., or such
other nominee as may be designated by DTC, and not the Beneficial Owners.

The Series 2007B Notes will be dated as of the Closing Date, mature on the Series 2007B Notes
Maturity Date (subject to prior redemption as discussed in "Redemption Prior to Maturity" below) and
bear interest at the rates per annum (computed on the basis of a 360-day year consisting of twelve 30-day
months) set forth on the cover page of this Official Statement. Interest on the Series 2007B Notes will
accrue from the Closing Date and will be payable on the Series 2007B Notes Maturity Date. The
principal of and interest on the Series 2007B Notes will be payable by the Treasurer, as paying agent for
the Series 2007B Notes, to Cede & Co., as the Owner of the Series 2007B Notes, for subsequent credit to
the accounts of the Beneficial Owners. See "APPENDIX D — DTC BOOK-ENTRY SYSTEM." Interest
on the Series 2007B Notes will cease to accrue on the Series 2007B Notes Maturity Date or on the date of



extraordinary mandatory redemption as discussed in "Redemption Prior to Maturity — Extraordinary
Mandatory Redemption" below.

The Deputy Treasurer or the Chief Financial Officer of the Department of the Treasury will serve
as the registrar for the Series 2007B Notes, subject to the provisions of the DTC book-entry system.

Neither the State, the Treasurer, the Deputy Treasurer, the Chief Financial Officer of the
Department of the Treasury nor the Financial Advisor has any responsibility or obligation to any
Beneficial Owner with respect to (i) the accuracy of any records maintained by DTC or any DTC
Participant, (ii) the distribution by DTC or any DTC Participant of any notice that is permitted or
required to be given to the Owners of the Series 2007B Notes under the Sate Resolution, (iii) the payment
by DTC or any DTC Participant of any amounts received under the State Resolution with respect to the
Series 2007B Notes, (iv) any consent given or other action taken by DTC or its nominee as the Owner of
Series 2007B Notes or (V) any other related matter.

Redemption Prior to Maturity

No Optional Redemption. The Series 2007B Notes are not subject to redemption prior to
maturity at the option of the State.

Extraordinary Mandatory Redemption. If the amount credited to the Series 2007 Notes
Repayment Account on June 26, 2008, is less than the principal of and interest due on the Series 2007A
Notes, the Series 2007B Notes and any Parity Lien Notes on their respective maturity dates, referred to
herein collectively as the "Maturity Date" (the "Series 2007 Notes Repayment Obligation"), the Series
2007B Notes will be subject to extraordinary mandatory redemption in whole on June 30, 2008, at a
redemption price equal to the principal amount of the Series 2007B Notes plus accrued interest to such
redemption date, without redemption premium.

Notice of any extraordinary redemption of the Series 2007B Notes, containing the information
provided in the State Resolution, is to be given by the Treasurer by electronic transmission and sending a
copy of such notice by overnight delivery on June 26, 2008, to DTC or any successor depository, and also
is to be provided to each national recognized municipal securities information repository ("NRMSIR")
recognized from time to time by the Securities and Exchange Commission for the purposes of Rule
15¢2-12, either directly or, if then authorized by the Securities and Exchange Commission, by
transmitting such filing to the NRMSIRs through the facilities of the central post office known as
Disclosure USA currently located at http://www.disclosureusa.org (the "Central Post Office").

Security and Sour ces of Payment

The Series 2007B Notes are special, limited obligations of the State payable solely from the
Pledged Revenues on a parity with the Series 2007A Notes. The Series 2007B Notes do not constitute a
debt or an indebtedness of the Sate or the Participating Districts within the meaning of any applicable
provision of the constitution or statutes of the Sate, and the Owners and Beneficial Owners of the Series
2007B Notes may not look to any source other than the Pledged Revenues for payment of the Series
2007B Notes.

The Pledged Revenues. The Pledged Revenues consist of: (i) amounts received by the Treasurer
from the Participating Districts on or before June 25, 2008, in repayment of their Program Loans;
(ii) amounts deposited to the Series 2007 Notes Repayment Account as provided below; and (iii) any



unexpended proceeds of the Series 2007A Notes, the Series 2007B Notes and any Parity Lien Notes that
have not been loaned to Participating Districts.

The Series 2007 Notes Repayment Account. The State Resolution directs the Controller to
establish within the General Fund the Series 2007 Notes Repayment Account, including therein the
Interest Subaccount and the Principal Subaccount, all of which are to be segregated from all other
accounts in the General Fund. The Series 2007 Notes Repayment Account and the Pledged Revenues are
irrevocably pledged to the payment when due of the principal of and interest on the Series 2007A Notes,
the Series 2007B Notes and any Parity Lien Notes. The Owners of the Series 2007A Notes, the Series
2007B Notes and any Parity Lien Notes will be equally and ratably secured by a first lien on the Series
2007 Notes Repayment Account and the moneys credited thereto.

On the Closing Date, the Treasurer is to deposit to the Interest Subaccount of the Series 2007
Notes Repayment Account, from Current General Fund Revenues then available, an amount equal to the
interest to accrue on the Series 2007B Notes from the Closing Date to the Series 2007B Notes Maturity
Date. See "SOURCES OF STATE FUNDS TO PAY THE SERIES 2007B NOTES — The State General
Fund" and "APPENDIX C — THE STATE GENERAL FUND."

The Treasurer is to credit to the Principal Subaccount of the Series 2007 Notes Repayment
Account all amounts received from the Participating Districts on or before June 25, 2008, in repayment of
their Program Loans. If on June 26, 2008, the amount credited to the Principal Subaccount is less than
the principal amount of the Series 2007A Notes, the Series 2007B Notes and any Parity Lien Notes, the
Treasurer covenants to deposit to the Principal Subaccount the amount of the deficiency from any funds
on hand or in the custody or possession of the Treasurer and eligible for investment; provided, however,
that prior to the application of current General Fund Revenues eligible for investment or any Borrowable
Resources, the Treasurer is to first utilize all other funds that are eligible for investment. It is presently
anticipated that any such deficiency would be funded first from amounts in the State Education Fund,
then from amounts in the State Highway Fund, followed, if necessary, by application of Borrowable
Resources and lastly from Current General Fund Revenues. The right of the Treasurer to use Borrowable
Resources or Current General Fund Revenues that are eligible for investment for deposit to the Series
2007 Notes Repayment Account is subordinate to the use of such funds for payment of any general fund
tax and revenue anticipation notes of the State issued during Fiscal Year 2007-08. See "INVESTMENT
CONSIDERATIONS - Subordination Regarding Certain State Funds." The covenant of the Treasurer to
use all other funds that are eligible for investment does not constitute a pledge of or lien on such funds for
such purpose, and there is no limit on the availability or use of such funds for any other purpose permitted
or required by law. If such a deposit to the Principal Account is necessary, the Treasurer is to take such
actions as may be necessary to identify and designate the District Notes as an investment of the funds
used to make such deposit, and the Owners of the Series 2007B Notes will have no right or claim to any
amounts received by the State under the District Notes after June 25, 2008. See also "SOURCES OF
STATE FUNDS TO PAY THE SERIES 2007B NOTES" and "APPENDIX C — THE STATE GENERAL
FUND."

Moneys held in the Series 2007 Notes Repayment Account may be commingled for investment
purposes with other moneys in the General Fund but are not available for the payment of other General
Fund expenditures or interfund transfers. Interest income from the investment or reinvestment of moneys
credited to the Interest Subaccount and the Principal Subaccount up to and including June 25, 2008, is to
be credited to the General Fund. See "APPENDIX C — THE STATE GENERAL FUND - Investment
Policies."

Defeasance of Series 2007B Notes. If the moneys credited to the Series 2007 Notes Repayment
Account on June 26, 2008, equals or exceeds the Series 2007 Notes Repayment Obligation, the State is
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required to limit the investment of such moneys solely to specific securities (the "Defeasance
Securities"), and the Defeasance Securities designated by the Treasurer for credit to the Series 2007
Notes Repayment Account are irrevocably pledged and are to be held solely for payment of the Series
2007 Notes Repayment Obligation. Defeasance Securities are defined in the State Resolution as any of
the following to the extent then permitted by law:

(a) United States of America Treasury bills, notes, bonds or -certificates of
indebtedness, or obligations of, or obligations guaranteed directly or indirectly as to full and
timely payment by, the United States of America or securities or other instruments evidencing
ownership interest in such obligations, or in specified portions of the interest on or principal of
such obligations stripped at the U.S. Treasury level, all of which shall have a date of maturity or
final payment of principal not greater than five years from the Maturity Date; or

(b) units of a money-market fund portfolio composed solely of obligations guaranteed
by the full faith and credit of the United States of America assuring full return of the principal
amount invested in such fund rated in one of the two highest rating categories by Moody's
Investors Service ("Moody's") and Standard & Poor's, a division of The McGraw-Hill
Companies, Inc. ("Standard & Poor's").

The Defeasance Securities designated by the Treasurer for credit to the Series 2007 Notes
Repayment Account are required to have an aggregate fair market value of not less than 105% of the
Series 2007 Notes Repayment Obligation. The Defeasance Securities are to be marked-to-market by the
financial or commercial banking institution under contract to the State to provide safekeeping services
(the "Market Value Provider") on June 26, 2008, or on the first date prior thereto on which the fair
market value can be determined by the Market Value Provider.

On and after the credit of the Defeasance Securities to the Series 2007 Notes Repayment
Account, the Owners of the Series 2007B Notes may look solely to such Defeasance Securities for
repayment of the Series 2007 Notes Repayment Obligation, and other than the irrevocable pledge of the
Defeasance Securities in an amount collateralized in excess of the Series 2007 Notes Repayment
Obligation, the State will have no further financial obligation with respect thereto within the meaning of
Article X, Section 20 of the State constitution, referred to therein as the "Taxpayer's Bill of Rights" and
commonly known as "TABOR." See "STATE FINANCIAL INFORMATION — TABOR."

The Defeasance Securities are again to be marked-to-market by the Market Value Provider as of
market closing on each Friday, commencing on July 4, 2008, or on the first date prior thereto on which
their fair market value can be determined by the Market Value Provider. The Treasurer is to provide
notice to each NRMSIR (either directly or, if then authorized by the Securities and Exchange
Commission, through filing such notice with the Central Post Office), on each Monday, commencing July
7, 2008, or if such day is not a day on which financial institutions are open for business in the State (a
"Business Day"), on the next Business Day thereafter, of the aggregate fair market value of the
Defeasance Securities based upon the marked-to-market values from the immediately preceding week as
determined by the Market Value Provider. In the event the aggregate fair market value of the Defeasance
Securities is less than 102% of the Series 2007 Notes Repayment Obligation based upon the marked-to-
market values determined by the Market Value Provider, the Treasurer is to immediately sell any
Defeasance Securities that are not units of a money-market fund portfolio and thereafter limit the
investment of the Defeasance Securities solely to units of a money-market fund portfolio as defined in
clause (b) of the definition of Defeasance Securities above.

The Defeasance Securities are to be finally marked-to-market by the Market Value Provider on
the Business Day immediately preceding the Series 2007B Notes Maturity Date, or on the first date prior
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thereto on which their fair market value can be determined by the Market Value Provider. In the event
the fair market value of the Defeasance Securities as determined by the Market Value Provider is greater
than the Series 2007 Notes Repayment Obligation and the cost to sell the Defeasance Securities, the
Treasurer is required to either: (i) sell the Defeasance Securities and use the net proceeds from such sale
for payment of the Series 2007B Notes on the Series 2007B Notes Maturity Date; or (ii) release the
pledge of the Defeasance Securities contemporaneously with the payment of the Series 2007 Notes
Repayment Obligation from other legally available moneys of the State, which moneys will be deemed to
have acquired the Defeasance Securities in exchange for the payment of the Series 2007 Notes
Repayment Obligation. In the event the fair market value of the Defeasance Securities as determined by
the Market Value Provider is less than the Series 2007 Notes Repayment Obligation and the cost to sell
the Defeasance Securities, the Treasurer is required to sell the Defeasance Securities and use the net
proceeds from such sale for payment of the Series 2007B Notes on a pro rata basis on the Series 2007B
Notes Maturity Date. Such payment will be deemed payment in full of the Series 2007B Notes.

If the amount credited to the Series 2007 Notes Repayment Account on June 26, 2008, is less
than the Series 2007 Notes Repayment Obligation, the Series 2007B Notes will be subject to
extraordinary mandatory redemption on June 30, 2008, as provided in "Redemption Prior to Maturity —
Extraordinary Mandatory Redemption" above.

Limitations on the Obligations of the State. The State Resolution provides that no provision
thereof or of the Series 2007B Notes is to be construed or interpreted: (i) to directly or indirectly obligate
the State to make any payment in any Fiscal Year in excess of amounts appropriated for such Fiscal Year;
(i) as creating a debt or an indebtedness of the State within the meaning of any applicable provision of
the State constitution or State statutes; (iii) as creating a multiple-fiscal year direct or indirect debt or
other financial obligation whatsoever of the State within the meaning of TABOR for which adequate cash
reserves have not been pledged irrevocably and held for payment in all future fiscal years; (iv) as a
delegation of governmental powers by the State; (v) as a loan or pledge of the credit or faith of the State
or as creating any responsibility by the State for any debt or liability of any person, company or
corporation within the meaning of Article XI, Section 1 of the State constitution; or (vi) as a donation or
grant by the State to, or in aid of, any person, company or corporation within the meaning of Article XI,
Section 2 of the State constitution. See "STATE FINANCIAL INFORMATION — TABOR."

Parity Lien Notes

The State Resolution authorizes the Treasurer from time to time during Fiscal Year 2007-08 to
issue additional tax and revenue anticipation notes pursuant to the Loan Program Act that are payable
from and secured by a pledge of all or any portion of the Pledged Revenues on a parity with (but not
superior to) the pledge in favor of the Owners of the Series 2007A Notes and the Series 2007B Notes.
Such Parity Lien Notes may have such details as the Treasurer may determine; provided, however, that
the Parity Lien Notes are required to be (i) non-redeemable prior to their Maturity Date except as
provided in "Redemption Prior to Maturity — Extraordinary Mandatory Redemption" above, (ii) due and
payable as to both principal and interest on or after their Maturity Date and (iii) payable from the Series
2007 Notes Repayment Account.

The Treasurer currently does not foresee the need to issue additional Parity Lien Notes payable
from and secured by a pledge of all or a portion of the Pledged Revenues on a parity with the pledge in
favor of the Series 2007B Notes and the Series 2007A Notes; however, the Treasurer reserves the right to
issue such additional notes if additional funds are requested by eligible school districts. The State
Resolution does not limit the principal amount of Parity Lien Notes.

11



Covenants of the State

The Treasurer covenants in the State Resolution for the benefit of the original purchasers (the
"Purchasers') and the Owners of the Series 2007B Notes to: (i) keep proper books of record and
accounts showing complete and correct entries of all transactions relating to the Funds and Accounts
referred to therein and in such manner that the amount of Program Loans made to each Participating
District and the amount of repayment of such Program Loans by each Participating District may at all
times be readily and accurately determined; (ii) take any and all actions that may be reasonably required
to ensure timely collection of the amounts due by Participating Districts under their respective District
Notes; and (iii) upon being notified of an event of default under the applicable Participating District
Resolution (a "Participating District Event of Default"), immediately give notice of such Participating
District Event of Default to each NRMSIR (either directly or, if then authorized by the Securities and
Exchange Commission, by filing such notice with the Central Post Office) and to DTC or any successor
depository unless there has been credited to the Series 2007 Notes Repayment Account an amount
sufficient to pay principal of and interest on all Series 2007A Notes, Series 2007B Notes and any Parity
Lien Notes when due.

Defaults and Remedies
Each of the following constitutes an "Event of Default" under the State Resolution:

* payment of the principal of or interest on any of the Series 2007B Notes is not made on the
Series 2007B Notes Maturity Date or earlier redemption date as provided in "Redemption
Prior to Maturity — Extraordinary Mandatory Redemption" above; or

» the State fails to perform or observe any of the covenants, agreements or conditions contained
in the State Resolution or in the Series 2007B Notes and such failure continues for 15 days
after receipt of written notice by the Treasurer from any Owner of any of the Series 2007B
Notes.

Upon the occurrence of any Event of Default, any Owner of the Series 2007B Notes may:
(i) bring any suit, action or proceeding, at law or in equity, to collect sums due and owing on the
Series 2007B Notes or to enforce and protect such Owner's rights under the State Resolution and the
Series 2007B Notes; (ii) compel, to the extent permitted by law, by mandamus or otherwise, the
performance by the State of any covenant in the State Resolution or the Series 2007B Notes; or
(iii) examine the books and records of the State and require the Treasurer to account for all moneys and
investments constituting Pledged Revenues as if such officer were the trustee of an express trust. Neither
principal of nor interest on the Series 2007B Notes may be accelerated as a consequence of any Event of
Default.

If on the Maturity Date the moneys in the Series 2007 Notes Repayment Account are insufficient
to pay the principal of and interest on the Series 2007A Notes, the Series 2007B Notes and any Parity
Lien Notes, the Treasurer is to ratably apply the moneys in the Series 2007 Notes Repayment Account to
the payment of the principal and interest then due and unpaid upon the Series 2007A Notes, the
Series 2007B Notes and any Parity Lien Notes, without preference or priority of principal over interest or
of interest over principal, or of any Series 2007A Note, Series 2007B Note or Parity Lien Note over any
other Series 2007A Note, Series 2007B Note or Parity Lien Note, according to the amounts due
respectively for principal and interest, to the persons entitled thereto without any discrimination or
preference.
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Tax Covenant

The Treasurer covenants in the State Resolution for the benefit of the Purchasers and the Owners
of the Series 2007B Notes that, subject to further investment limitations established pursuant to the terms
of the State Resolution, moneys in the Series 2007B Notes Proceeds Account and the Series 2007 Notes
Repayment Account not immediately needed will be invested only in investments authorized by the Loan
Program Act; article 36 of title 24, C.R.S.; or, to the extent applicable, part 6 of article 75 of title 24,
CRS.

The Treasurer further covenants that the Treasurer will not take any action or omit to take any
action with respect to the Series 2007B Notes, the proceeds thereof or other funds of the State if such
action or omission: (i) would cause the interest on the Series 2007B Notes to lose its exclusion from gross
income for federal income tax purposes under the Internal Revenue Code of 1986, as amended, and the
United States Treasury Regulations thereunder (the "Code"); (ii) would cause interest on the
Series 2007B Notes to lose its exclusion from alternative minimum taxable income as defined in
Section 55(b)(2) of the Code except to the extent such interest is required to be included in the adjusted
current earnings adjustment applicable to corporations under Section 56 of the Code in calculating
corporate alternative minimum taxable income; or (iii) would cause interest on the Series 2007B Notes to
lose its exclusion from State taxable income or State alternative minimum taxable income under present
State law. This covenant will remain in full force and effect notwithstanding the payment in full of the
Series 2007B Notes until the date on which all obligations of the Treasurer in fulfilling such covenant
under the Code and State law have been met. See also "TAX MATTERS."

INVESTMENT CONSIDERATIONS

An investment in the Series 2007B Notes involves certain risks that are discussed throughout this
Official Statement. Each prospective investor should make an independent evaluation of all information
presented in this Official Statement in order to make an informed investment decision. Particular
attention should be given to the factors described below that, among others, could affect the payment of
the principal of and interest on the Series 2007B Notes.

Limited Obligations

The Series 2007B Notes are special, limited obligations of the State payable solely from and
secured by a pledge of the Pledged Revenues. The State has not pledged its General Fund, taxing power
or revenues, other than the Pledged Revenues, to the payment of the Series 2007B Notes. The Series
2007B Notes do not constitute a debt or indebtedness of the State or any Participating District within the
meaning of any applicable provision of the constitution or laws of the State; do not constitute general
obligations of the State, the Participating Districts or any other political subdivision of the State; and no
governmental entity has pledged its faith and credit for the payment of the Series 2007B Notes. If an
Event of Default under the State Resolution should occur, there may not be sufficient Pledged Revenues
available to pay the principal of and/or the interest on the Series 2007B Notes. See "THE SERIES 2007B

NOTES — Security and Sources of Payment"; "— Defaults and Remedies."

I nsufficient Taxes

The District Notes are payable solely from the Taxes of the respective Participating Districts
received during the period of March through June 2008. Property taxes received by a Participating
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District either prior or subsequent to such period will not be available for repayment of its District Note.
In the event that a Participating District's Taxes are insufficient to repay its District Note, the Treasurer is
to utilize funds eligible for investment to repay the equivalent amount of principal of the Series 2007B
Notes; provided, however, that the Treasurer is entitled to and intends to recover those moneys from such
Participating District under the default provisions of the Loan Program Act and the District Resolutions.
See "DISTRICT RESOLUTIONS AND DISTRICT NOTES — Defaults and Remedies." The obligation
of a Participating District to make payments in respect of its District Note does not constitute a joint
obligation with any other Participating District and is strictly limited to the principal amount of the
District Note and, under the circumstances described in "DISTRICT RESOLUTIONS AND DISTRICT
NOTES - Participation in the Loan Program," default interest thereon (the "Payment Obligation") under
its District Resolution. See "SOURCE OF PAYMENT OF PROGRAM LOANS — Summary Financial
Information Regarding the Participating Districts" for information regarding the historical average
property tax collection rates for the Participating Districts. There is no assurance that the Participating
Districts will collect sufficient Taxes from March through June of 2008 to repay the Program Loan in full.

The recently enacted Senate Bill 07-199 ("SB 07-199"), changed the method of determination of
mill levies imposed by school districts in levy year 2007 and thereafter. It is expected that, in the
aggregate, such change will result in a greater portion of Total Program funding being paid from local
property taxes. See "SOURCE OF PAYMENT OF PROGRAM LOANS — State Equalization Funding —
Sources of Funding of Total Program." As a result, certain Participating Districts' dependence on local
property taxes as a source of their Total Program funding will increase and the State's share of the Total
Program funding will, accordingly, be reduced. Due to the fluctuation of property tax receipts throughout
a Fiscal Year, the reduction of the State's share of the Total Program funding may increase the amount of
general fund deficit projected by the Participating Districts in the early months of calendar year 2008 and,
therefore, may increase the amount that the Participating District will borrow under the Loan Program. In
this regard, see the discussion under "SOURCE OF PAYMENT OF PROGRAM LOANS - State
Equalization Funding — Sources of Funding of Total Program" of the September 2007 forecast issued by
the Office of State Planning and Budgeting ("OSPB") with respect to the increase in the amount of
additional revenues anticipated to be received by the school districts from the local property taxes as a
result of SB 07-199. On December 13, 2007, the Mesa County Board of County Commissioners and
several taxpayers filed a lawsuit in the Denver district court against the Colorado Department of
Education challenging the validity of SB 07-199 on the basis that it violates provisions of TABOR and
seeking, among other things, to enjoin the Colorado Department of Education from certifying a mill levy
in accordance with SB 07-199 and to refund to taxpayers who paid more property taxes that such
taxpayers should pay the amount of excess property taxes paid plus 10%. See "SOURCE OF PAYMENT
OF PROGRAM LOANS — TABOR." The State cannot predict what the ultimate outcome of such
litigation might be. However, the State does not believe that such litigation would adversely affect its
ability to repay the Series 2007 Notes. See "LITIGATION AND INVESTIGATIONS — Current
Litigation and Investigations."

Valuation of Investmentsin the Series 2007 Notes Repayment Account

If the moneys credited to the Series 2007 Notes Repayment Account on June 26, 2008, equals or
exceeds the Series 2007 Notes Repayment Obligation, the State is thereafter to limit the investment of
such moneys solely to Defeasance Securities. See "THE SERIES 2007B NOTES — Security and Sources
of Payment — Defeasance of the Series 2007 Notes." On and after such date, the Owners of the Series
2007A Notes, the Series 2007B Notes and any Parity Lien Notes will be secured solely by the Defeasance
Securities for repayment, and other than the pledge of such Defeasance Securities, the State will have no
further financial obligation with respect to the Series 2007A Notes, the Series 2007B Notes and any
Parity Lien Notes.

14



The State Resolution requires that the Defeasance Securities have a fair market value of at least
105% of the Series 2007 Notes Repayment Obligation, and that the Defeasance Securities be marked-to-
market by the Market Value Provider: (a) on June 26, 2008, or on the first date prior thereto on which the
fair market value can be determined; (b) on July 4, 2008, or on the first date prior thereto on which the
fair market value can be determined and each Friday thereafter; and (c) on the Business Day immediately
preceding the Maturity Date, or on the first date prior thereto on which the fair market value can be
determined. There is no requirement or guarantee that the fair market value of the Defeasance Securities
will equal or exceed the Series 2007 Notes Repayment Obligation. However, if the aggregate fair market
value of the Defeasance Securities is ever calculated to be less than 102% of the Series 2007 Notes
Repayment Obligation, the Treasurer is required thereafter to limit the investment of the Defeasance
Securities solely to units of a money-market fund portfolio composed solely of obligations guaranteed by
the full faith and credit of the United States of America, assuring full return of the principal amount
invested in such fund rated in one of the two highest rating categories by Moody's and Standard & Poor's.
If the fair market value of the Defeasance Securities is less than the Series 2007 Notes Repayment
Obligation, the Treasurer is required to sell the Defeasance Securities and use the net proceeds from such
sale for payment of the Series 2007A Notes, the Series 2007B Notes and any additional Parity Lien Notes
on a pro-rata basis on the Maturity Date. The State Resolution provides that such payment will be deemed
payment in full of the Series 2007B Notes.

Parity Lien Notes

The State Resolution permits the State to issue Parity Lien Notes upon satisfaction of certain
conditions provided therein and in the Loan Program Act. If issued, such Parity Lien Notes would be
payable from and secured by a pledge of the Pledged Revenues on a parity with the pledge securing the
Series 2007A Notes and the Series 2007B Notes. Therefore, the issuance of Parity Lien Notes could
adversely impact the investment security for the Series 2007B Notes. The Treasurer currently does not
foresee the need to issue additional Parity Lien Notes payable from and secured by a pledge of all or a
portion of the Pledged Revenues on a parity with the pledge in favor of the Series 2007B Notes and the
Series 2007A Notes; however, the Treasurer reserves the right to issue such additional notes if additional
funds are requested by eligible school districts. The State Resolution does not limit the principal amount
of Parity Lien Notes. See "THE SERIES 2007B NOTES — Authorization — Parity Lien Notes."

Subordination Regarding Certain State Funds

In the event that a Participating District's Taxes are insufficient to repay its District Note, the
Treasurer is to utilize funds eligible for investment to repay the equivalent amount of principal of the
Series 2007B Notes. It is presently anticipated that any such deficiency would be funded first from
amounts in the State Education Fund, then from amounts in the State Highway Fund, followed, if
necessary, by application of Borrowable Resources and lastly from Current General Fund Revenues. The
Treasurer issued State of Colorado General Fund Tax and Revenue Anticipation Notes, Series 2007A, in
the principal amount of $500 million (the "General Fund Notes") on July 5, 2007, in order to fund
anticipated cash flow shortfalls in the State's General Fund in Fiscal Year 2007-08. The principal of and
interest on the General Fund Notes, and any additional obligations issued by the State on a parity
therewith, are secured by Current General Fund Revenues and Borrowable Resources. The right of the
Treasurer to use Current General Fund Revenues or Borrowable Resources for payment of the Series
2007B Notes is subordinate to the use of such funds for payment of the General Fund Notes and any
additional obligations issued by the State on a parity therewith during Fiscal Year 2007-08. See "THE
SERIES 2007B NOTES - Security and Sources of Payment — The Series 2007 Notes Repayment
Account."
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L oss of Tax Exemption

As discussed in "TAX MATTERS," the interest on the Series 2007B Notes could become
includable in gross income for federal income tax purposes and/or become includable in Colorado taxable
income or Colorado alternative minimum taxable income as a result of a failure of the State to comply
with certain covenants contained in the State Resolution.

DISTRICT RESOLUTIONSAND DISTRICT NOTES

The Board of Education of each Participating District has adopted a District Resolution that
authorizes the Participating District to borrow funds from the Treasurer pursuant to the Loan Program,
and has executed and delivered a District Note to the Treasurer to evidence the Participating District's
obligation to repay its Program Loan. The obligation of a Participating District to make payments in
respect of its District Note is not a joint obligation with any other Participating District and is strictly
limited to the Payment Obligations of such Participating District under its District Resolution.

Set forth below is a summary of the District Resolutions and District Notes. The District
Resolutions and District Notes are substantially the same except as to Maximum Principal Amount and
the cash flow projections. The following summary does not purport to be complete, and is qualified by
express reference to the provisions of the District Resolutions and District Notes, copies of which are
available as provided in "INTRODUCTION — Additional Information" and "MISCELLANEOUS." A
District Resolution may be amended only with the written consent of the Treasurer. See also "THE
LOAN PROGRAM; APPLICATION OF SERIES 2007B NOTES PROCEEDS — Program Loans"; "- The
Participating Districts."

Participation in the Loan Program

The District Resolution authorizes the Participating District to participate in the Loan Program for
Fiscal Year 2007-08, and to issue and deliver the District Note to the State Treasurer in the Maximum
Principal Amount to evidence the Participating District's Payment Obligation, for the purpose of paying
the Participating District's projected budgeted expenses during Fiscal Year 2007-08. The District Note
matures on June 25, 2008 (the "District Note Maturity Date"), and is interest-free through such date;
provided, however, that if the District Note is not paid in full on the District Note Maturity Date, it will
become a defaulted note (a "Defaulted Note") and the unpaid portion thereof will bear interest thereafter
until paid at a default rate equal to the interest rate, or the weighted average interest rate, paid by the
Treasurer on the Series 2007A Notes, the Series 2007B Notes and any Parity Lien Notes. The District
Note may be prepaid in whole or in part at any time prior to the District Note Maturity Date.

The Participating District may obtain advances on its Program Loan in the manner discussed in
"THE LOAN PROGRAM; APPLICATION OF SERIES 2007B NOTES PROCEEDS — Program Loans."

The Treasurer is authorized pursuant to the District Resolution to maintain records on behalf of
the Participating District that reflect the outstanding principal amount due under the District Note, the
date and amount of the Program Loan and repayment of the Program Loan by the Participating District to
the Treasurer.
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Security for and Payment of the District Note

The District Note is payable from and secured by a lien in the amount of the Participating
District's Payment Obligations on all of the Participating District's ad valorem taxes on real and personal
property received by the Participating District during the period of March through June 2008 that are
required to be credited to the Participating District's general fund. Such lien has priority over all other
expenditures from such Taxes until the Participating District's Payment Obligations are paid in full. All
Taxes received by the Participating District are to be paid to the Treasurer within one Business Day of
receipt until the Payment Obligations are paid in full. The District Resolution authorizes the Treasurer to
pledge and assign the District Note and all or any part of the Participating District's obligations
thereunder, including, without limitation, the Participating District's Payment Obligations, to secure the
payment of the Series 2007B Notes and any Parity Lien Notes. See "SOURCE OF PAYMENT OF
PROGRAM LOANS."

Defaults and Remedies

The occurrence of any of the following constitutes a "District Event of Default" with respect to
the District Resolution and District Note:

(a) failure by the Participating District to pay in full the principal amount of the District
Note when due or before the District Note Maturity Date;

(b) default by the Participating District in the performance or observance of any other
covenant, agreement or obligation of the Participating District under its District Note or District
Resolution (other than as described in the previous paragraph) and failure to cure such default
within ten days after the earlier of the date that the Participating District furnishes notice of a
default or the Participating District receives written notice of default from the Treasurer;

(c) with certain exceptions, any warranty, representation or other statement by or on
behalf of the Participating District contained in its District Resolution or in any certificate,
requisition, report or any other instrument furnished in compliance with or in reference to its
District Resolution or its District Note is false or misleading in any material respect; or

(d) the Participating District: applies for or consents to the appointment of a receiver,
trustee, liquidator, custodian or the like either of itself or of its property; admits in writing its
inability to pay its debts generally as they become due; makes a general assignment for the
benefit of creditors; or is adjudicated bankrupt or insolvent.

Upon the occurrence of a District Event of Default as described in clause (i) above, the statutory
remedy of the Treasurer is to notify the treasurer of each county (the "County Treasurer") in which the
Participating District levies Taxes that the Participating District is in default on its obligation to pay its
Payment Obligation and the amount of the default. Pursuant to the Loan Program Act, the County
Treasurer is thereupon required to withhold any moneys of the Participating District in the possession of
the County Treasurer in the amount of such unpaid Payment Obligation, and transmit such moneys to the
Treasurer. If the amount of such moneys of the Participating District in the possession of the County
Treasurer at the time notice of the default is given is less than the amount of the default, the County
Treasurer is required to withhold additional moneys of the Participating District until such time as the
Payment Obligation has been paid in full to the Treasurer.
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Upon the occurrence of any District Event of Default, the Treasurer may take any action at law or
in equity to enforce the performance or observance of any other obligation, agreement or covenant of the
Participating District, and to enforce the levy, liens, pledges and security interests granted or created
under the District Resolution. The several remedies available to the Treasurer upon a District Event of
Default are cumulative. No delay or omission to exercise any right or power occurring upon any default
is to impair any such right or power or be construed to be a waiver thereof, and all such rights and powers
may be exercised as often as may be deemed expedient.

A District Event of Default does not constitute an Event of Default under the State Resolution.
See "THE SERIES 2007B NOTES — Defaults and Remedies."

Other Covenants and Representations
The Participating District further covenants and agrees in the District Resolution as follows:

e The Participating District will provide to the Treasurer demographic and financial
information concerning the Participating District relevant to the Participating District's
obligations under the District Resolution, which the Treasurer is authorized to provide, on
behalf of the Participating District, to such other parties as the Treasurer deems necessary and
in the best interests of the Participating District in order to consummate the transactions
contemplated by the District Resolution and under the Loan Program. The Participating
District further covenants that, with respect to information regarding the Participating
District's operations or description as of the Closing Date and as of the date provided,
whether prior to or following the Closing Date, the information so provided will not contain
any untrue statement of a material fact, and will not omit any material fact necessary to make
such statements or information so provided, in light of the circumstances under which they
are made, not misleading.

*  The Participating District will not issue notes or other obligations for cash flow purposes that
are payable from the Taxes or secured by a lien on the Taxes or on ad valorem taxes on real
and personal property received or to be received by the Participating District after the District
Note Maturity Date that are required to be credited to the Participating District's general fund
and are available for payment of the Defaulted Note pursuant to Section 22-54-110(2)(c),
C.R.S. ("Default Taxes"), that is superior to or on a parity with the lien of the District Note.

*  The Participating District will furnish to the Treasurer as soon as possible (and in any event
within two Business Days) after the discovery by the Participating District of any District
Event of Default, or of any event, act or occurrence that with notice or lapse of time, or both,
would become a District Event of Default (a "District Default"), a certificate of an
Authorized Officer setting forth the details of such District Event of Default or District
Default and the action proposed to be taken by the Participating District with respect thereto.

* The Participating District will deliver to the Treasurer such financial data as the Treasurer
may reasonably request (including, without limitation, any information relating to Taxes,
expenses, available funds, tax rolls, financial statements, budget and cash flow) and, if
requested, copies of the Participating District's audited year-end financial statements,
budgets, official statements and similar information issued by it to the public.

The Participating District also represents to the Treasurer that unless, prior to the Closing Date,
one of the Authorized Officers of the District notifies the State Treasurer in writing to the contrary: (i) it
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has had an ad valorem property tax collection rate of not less than 90% of the aggregate amount of ad
valorem property taxes levied within the Participating District in each of the most recent five Fiscal
Years; (ii) as of the date of adoption of the District Resolution and on the date of issuance of the District
Note, the Participating District reasonably expects to collect at least 90% of such amount for Fiscal Year
2007-08; and (iii) the Participating District has not defaulted within the past five years, and is not
currently in default, on any debt obligation.

Partiesin Interest

Nothing in the District Resolution, expressed or implied, is intended to or is to be construed to
confer upon or to give to any person or party other than the Treasurer, acting on behalf of the State, as the
sole owner of the District Note, any rights, remedies or claims under or by reason of the District
Resolution or any covenant, condition or stipulation thereof; and all covenants, stipulations, promises and
agreements in the District Resolution are for the sole and exclusive benefit of the Treasurer, acting on
behalf of the State, as a third party beneficiary.

SOURCE OF PAYMENT OF PROGRAM LOANS

Taxes

The Program Loans are payable solely from the Taxes of the Participating Districts, and do not
constitute general obligations of the Participating Districts. See "DISTRICT RESOLUTIONS AND
DISTRICT NOTES - Security for and Payment of the District Note."

Taxes are limited to ad valorem taxes on real and personal property received by the Participating
District during the period of March through June 2008 that are required to be credited to the Participating
District's general fund. These in turn are comprised of the ad valorem property taxes that the
Participating District is authorized to impose in accordance with the 1994 Finance Act, plus certain
permitted "override" revenues, both of which are discussed in this section.

In addition to the Taxes, the Participating Districts are also authorized to impose ad valorem
property taxes for certain other purposes, such as for bond redemption and capital improvements, and
receive various other local, State and federal revenues; however, none of these other revenues constitute
Taxes pledged to the payment of the District Loans.

State Equalization Funding

Colorado school districts are funded primarily from revenues that are determined in accordance
with the 1994 Finance Act, that was adopted in furtherance of the State legislature's duty under
Article IX, Section 2 of the State Constitution to provide for a thorough and uniform system of public
schools throughout the State. It revised the formula for distributing State moneys to school districts
previously applied under the Public School Finance Act of 1988, and has applied to school districts
commencing with Fiscal Year 1994-95. The 1994 Finance Act has been recently amended by SB 07-199,
which, among other amendments, freezes mill levies for some school districts and reduces the mill levy to
27 mills for other school districts. See "Sources of Funding of Total Program" below.
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Total Program Amount. For each school district, an amount is calculated that represents the
financial base of support for public education in that school district for a given budget year (the "Total
Program"). The general rule for calculating Total Program funding for Fiscal Year 2007-08 and
thereafter is as follows:

Total Program funding equals the greater of:

Per Pupil Funding x (Funded

Pupil Count = On-Line Pupil , — ( piy Funding +  On-Line Funding

Enrollment)
or
Minimum Per Pupil Funding x
(Funded Pupil Count — On-Line 4 s .
Pupil Enrollment) On-Line Funding
Per Pupil Funding = A formula that takes into consideration a statewide base per

pupil funding plus adjustments for variances in school district
size, cost-of-living, personnel costs and non-personnel cost
factors specified in the 1994 Finance Act.

Funded Pupil Count =  The district's on-line pupil enrollment for the applicable budget
year plus the greater of (i) the number of pupils enrolled in the
school district for the current budget year or (ii) the average of
pupil's enrollment for the applicable budget year and for the
immediately preceding budget year; or (iii) the average of pupil's
enrollment for the applicable budget year and for the two
immediately preceding budget years, or (iv) the average of
pupil's enrollment for the applicable budget year and for the
three immediately preceding budget years.

On-Line Pupil

Enrollment =  The number of pupils who reside in the State and who are
enrolled in, attending, and actively participating in, an on-line
program created pursuant to the 1994 Finance Act by the district
minus any such pupils who were enrolled in any such on-line
programs in Fiscal Year 2001-02.

At-Risk Funding

Funding formulas that are based upon the number of school
district pupils and pupils statewide eligible for the federal free
lunch program plus those pupils whose dominant language is not
English.

On-Line Funding = A formula that is based on Minimum Per Pupil Funding times
On-Line Pupil Enrollment.

The 1994 Finance Act provides for a minimum level of Total Program funding ("Minimum Per

Pupil Funding") for each school district of $5,627 per pupil for Fiscal Year 2004-05, $5,689 for Fiscal
Year 2005-06 and $5,865 for Fiscal Year 2006-07, and limits a school district's Minimum Per Pupil
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Finding to not more than 125% of its prior year's Minimum Per Pupil Funding. Beginning with Fiscal
Year 2007-08, SB 07-199 established different amounts of the Minimum Per Pupil Funding for those
pupils who receive an education predominantly through an on-line program ($6,135 Minimum Per Pupil
Funding for Fiscal Year 2007-08) and those pupils who do not ($6,275 Minimum Per Pupil Funding for
Fiscal Year 2007-08). In addition, a school district's ability to accept the full amount of Total Program
funding may be limited by the constraints on the school district's annual revenue and spending growth
discussed in "TABOR" below.

Amendment 23. In November of 2000, the State's voters approved an amendment to the State
constitution relating to funding for public schools, commonly referred to as "Amendment 23."
Amendment 23 requires that the base per-pupil funding amount and the funding for categorical programs
(such as transportation, language proficiency, expelled and at-risk students, special education, gifted and
talented education, vocational education, small attendance centers and comprehensive health education)
increase by the rate of inflation plus one percentage point for Fiscal Year 2001-02 through Fiscal Year
2010-11 and by at least the rate of inflation each year thereafter. Amendment 23 also creates the State
Education Fund, and both mandates that there be deposited therein all revenues collected from %3 of 1% of
the State's taxable income and exempts those revenues from the revenue limitations of TABOR. See
"STATE FINANCIAL INFORMATION — TABOR." The State legislature may appropriate moneys from
the State Education Fund only to increase funding in preschool through 12™ grade education or for
purposes specifically provided in Amendment 23, including accountable education reform, accountable
programs to meet State academic standards, reducing class size, expanding technology education,
improving public safety, accountability reporting, performance incentives for teachers and public school
building capital construction. Amendment 23 also requires the State to increase its General Fund
appropriation for the Total Program under the 1994 Finance Act by at least 5% annually from Fiscal Year
2001-02 through Fiscal Year 2010-11, except in any Fiscal Year in which State personal income grows
less than 4.5% between the previous two calendar years. State personal income has grown less than 4.5%
in calendar years 2002 and 2003, and over 4.5% in calendar years thereafter. Accordingly, the General
Fund appropriation for the Total Program for Fiscal Years 2004-05 through 2006-07 was increased by at
least 5% in each such Fiscal Years. See also "SOURCES OF STATE FUNDS TO PAY THE SERIES
2007B NOTES — The State Education Fund."

Sources of Funding of Total Program. Under the 1994 Finance Act, a school district's Total
Program is funded in part by the school district and in part by the State. The school district's share is the
amount raised by the school district's mill levy (assuming 100% collection) plus the amount of specific
ownership tax revenue (discussed below) paid to the school district in the prior Fiscal Year that is
attributable to the school district's general fund, excluding override revenues. SB 07-199, which became
effective in May 2007, amends various provisions of the 1994 Finance Act. One such amendment freezes
the mill levies, beginning in levy year 2007 and for each levy year thereafter, to equal the number of mills
levied by the school district in the immediately preceding levy year, subject to a cap of 27 mills, as long
as such school district obtained voter approval to retain and spend revenues in excess of the property tax
revenue limitation imposed by TABOR. SB 07-199 also imposes a cap of 27 mills for those school
districts whose mill levy is currently higher than 27 mills. It is anticipated that such changes will reduce
the amount of State share of the Total Program in Fiscal Year 2007-08 and thereafter and will increase
school districts' dependency on the local property taxes to meet their funding needs. In its September
2007 forecast, the OSPB estimates that as a result of SB 07-199, in Fiscal Year 2007-08, the school
districts will raise on an aggregate basis, approximately $114.1 million in additional revenues from local
property taxes. This amount is approximately $64 million higher than the amount estimated in the
OSPB's June 2007 forecast. The OSPB attributes this difference to the higher assessed value of
residential and oil and gas properties, especially in the Western parts of the State, than was expected when
the June 2007 OSPB forecast was released. See "INVESTMENT CONSIDERATIONS - Insufficient
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Taxes" for a discussion of the potential impact of such local property tax revenues on the amount of
general fund deficits projected by the Participating Districts in the early months of calendar year 2008.

Pursuant to SB 07-199, the school district's mill levy for levy year 2007 (determined by
December 22) and for each levy year thereafter will be required to be the lesser of (i) the number of mills
levied by the school district for the immediately preceding property tax year, (ii) the number of mills that
will generate property tax revenue in an amount equal to the school district's Total Program for the
applicable budget year minus the minimum State aid minus the amount of specific ownership tax revenue
paid to the school district, (iii) for school districts that have not obtained voter approval to retain and
spend revenues in excess of the property tax revenue limitation imposed on such school districts by
TABOR, the number of mills that may be levied by such school districts in accordance with the property
tax revenue limitation imposed by TABOR, or (iv) twenty-seven mills. See "TABOR" below. See also
"INVESTMENT CONSIDERATIONS — Insufficient Taxes."

Specific ownership tax revenue is the portion of the revenues of the specific ownership tax on
certain motor vehicles and other personal property imposed by the State pursuant to article 3 of title 42,
C.R.S., that is allocable to the school district. Specific ownership taxes are collected on property within
each county by the County Treasurer, and the total amount of specific ownership taxes collected by the
County Treasurer is apportioned among all political and governmental subdivisions within the county on
the basis of the amount of ad valorem property taxes levied by such entities within the county during the
preceding calendar year.

The difference between the Total Program and the amount generated from the school district's
mill levy is required to be paid by the State. The State legislature is required to make annual
appropriations to fund the State's share of the Total Program of all school districts. The availability of
State funds to the school district may be affected by actions of the State legislature and by the cash
position of the State itself. In the event the State's appropriation for its share of the Total Program of all
school districts is not sufficient to fully fund the State's share, the Colorado Department of Education is
required to submit a request for a supplemental appropriation in an amount that will fund fully the State's
share during the Fiscal Year in which such insufficiency occurs. If a supplemental appropriation is not
made, a percentage reduction in State aid to all school districts receiving State aid is to be made in
funding categories not mandated by the State constitution. Such reductions, or "rescissions," occurred in
Fiscal Year 2001-02 and Fiscal Year 2002-03. See "Amendment 23" above.

Override Revenues

The other source of Taxes pledged to the repayment of Program Loans is "override revenues"
received by the Participating District. If a school district or its electorate desires to spend property tax
revenues in excess of the amount authorized to fund its share of the Total Program, the school district
may, or upon receipt of a valid initiative petition is required to, seek voter approval to raise and spend
additional, or "override," property tax revenues. Override revenues are currently permitted for excess
transportation costs, special building and technology fund and for excess costs related to a full
kindergarten program. Override revenues are also permitted for a school district whose Fiscal Year
1994-95 actual Total Program exceeded its funding formula calculation for that Fiscal Year (a "hold
harmless" district). A school district's override revenues are limited to the greater of $200,000 or 20% of
its Total Program for the budget year in which the election at which the 20% limitation was reached, plus
an amount equal to the maximum dollar amount of property tax revenue that the school district could
have generated for Fiscal Year 2001-02 in a cost of living adjustment election pursuant to Section
22-54-107.5, C.R.S. Override revenues are derived entirely from increased property taxes, and do not
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affect the amount of State funding that the school district is otherwise eligible to receive under the 1994
Finance Act.

Ad Valorem Property Taxation Procedure

Property Subject to Taxation. Subject to the limitations discussed in "TABOR" below, the
Board of Education of each school district has the power to certify to each county in which the school
district is located a levy for collection of ad valorem taxes against all taxable property within the school
district.

Property taxes are uniformly levied against the assessed valuation of all taxable property within
the boundaries of the school district. Both real and personal property are subject to taxation unless
exempt. Exempt property includes, without limitation: property of the United States of America; property
of the State and its political subdivisions; public libraries; public school property; charitable property;
religious property; non-profit cemeteries; irrigation ditches, canals, and flumes used exclusively to irrigate
the owner's land; household furnishings and personal effects not used to produce income; intangible
personal property; and inventories of merchandise and materials and supplies that are held for
consumption by a business or are held primarily for sale; livestock; agricultural and livestock products;
and works of art, literary materials and artifacts on loan to a political subdivision, gallery or museum
operated by a charitable organization. The State Board of Equalization supervises the administration of
all laws concerning the valuation and assessment of taxable property and the levying of property taxes.

Determination of Actual Value. Each County Assessor in the State annually conducts appraisals
in order to determine, on the basis of statutorily specified approaches, the statutory "actual" value of all
taxable property within the county as of January 1*. The statutory actual value of a property is not
intended to represent current market value, but, with certain exceptions, is determined by the County
Assessor utilizing a "level of value" ascertained for each two-year reassessment cycle from manuals and
associated data published by the State Property Tax Administrator for the statutorily-defined period
preceding the assessment date. The statutory actual value is based on the "level of value" for the period
one and one-half years immediately prior to the July 1% preceding the beginning of the two-year
reassessment cycle (adjusted to the final day of the data-gathering period). The one and one-half year
period used to determine the level of value advances two years with the start of each reassessment cycle.
The following table sets forth the State property appraisal system for property tax levy years 1999 through
2008:

Levy Tax Collection  Value Calculated Based on the
Years Years asof July 1 Market Period
1999 and 2000 2000 and 2001 1998 Jan. 1, 1997 to June 30, 1998
2001 and 2002 2002 and 2003 2000 Jan. 1, 1999 to June 30, 2000
2003 and 2004 2004 and 2005 2002 Jan. 1, 2001 to June 30, 2002
2005 and 2006 2006 and 2007 2004 Jan. 1, 2003 to June 30, 2004
2007 and 2008 2008 and 2009 2006 Jan 1, 2005 to June 30, 2006

Oil and gas leaseholds and lands, producing mines and other lands producing nonmetallic
minerals are valued based on production levels rather than by the base year method. Public utilities are
valued by the State Property Tax Administrator based upon the value of the utility's tangible property and
intangibles (subject to certain statutory adjustments), gross and net operating revenues and the average
market value of its outstanding securities during the prior calendar year.
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Determination of Assessed Value. Assessed valuation, which represents the value upon which
ad valorem property taxes are levied, is calculated by the County Assessor as a percentage of statutory
actual value. To avoid extraordinary increases in residential real property taxes when the base year level
of value is changed, the State constitution requires the State legislature to adjust the ratio of valuation for
assessment of residential property for each year in which a change in the base year level of value occurs
based on an estimated target percentage. This adjustment is mandated in order to maintain the same
percentage of the aggregate statewide valuation for assessment attributable to residential property that
existed in the previous year. The State constitution also prohibits any valuation for assessment ratio
increase for a property class without prior voter approval. See "TABOR" below.

The following table sets forth the ratios of valuation for assessment for residential property since
the 1997 levy year:

Levy Tax Collection Residential Property
Years Years Assessment Ratio*
1997 — 2000 1998 — 2001 9.74%
2001 — 2002 2002 — 2003 9.15
2003 — 2008 2004 — 2009 7.96

! Reflects the percentage of statutory actual value at which residential real

property is required to be assessed as described above.

All other taxable property, with certain exceptions, is assessed at 29% of statutory actual value.
Vacant land (other than agricultural land), which includes land upon which no buildings, structures or
fixtures are located, but may include land with site improvements, is also assessed at 29% of statutory
actual value. Producing oil and gas property is generally assessed at 87.5% of statutory actual value.

Protests, Appeals, Abatements and Refunds. Property owners are notified of the valuation of
their land or improvements, or taxable personal property and certain other information related to the
amount of property taxes levied, in accordance with certain statutory deadlines. Property owners are
given the opportunity to object to increases in the actual value of such property, and may petition for a
hearing thereon before the county's Board of Equalization. Upon the conclusion of such hearings, the
County Assessor is required to complete the assessment roll of all taxable property and, no later than
August 25" each year, prepare an abstract of assessment therefrom. The abstract of assessment and
certain other required information is reviewed by the State Property Tax Administrator prior to October
15™ of each year and, if necessary, the State Board of Equalization may order the County Assessor to
correct assessments. The valuation of property is subject to further review during various stages of the
assessment process at the request of the property owner, by the State Board of Assessment Appeals, the
State courts or by arbitrators appointed by the applicable Board of County Commissioners. On the report
of an erroneous assessment, an abatement or refund must be authorized by the Board of County
Commissioners; however, in no case will an abatement or refund of taxes be made unless a petition for
abatement or refund is filed within two years after January 1* of the year in which the taxes were levied.
Refunds or abatements of taxes are prorated among all taxing entities that levied a tax against the

property.

Statewide Review. The State legislature is required to cause a valuation for assessment study to
be conducted each year in order to ascertain whether or not County Assessors statewide have complied
with constitutional and statutory provisions in determining statutory actual values and assessed valuations
for that year. The final study, including findings and conclusions, must be submitted to the legislature
and the State Board of Equalization by September 15" of the year in which the study is conducted.
Subsequently, the State Board of Equalization may order a county to conduct reappraisals and
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revaluations during the following property tax levy year. A school district's assessed valuation may be
subject to modification following any such annual assessment study.

Homestead Exemption. On November 7, 2000 and November 7, 2006, respectively, the electors
of the State approved Referendum A and Referendum E, constitutional amendments granting a property
tax exemption to qualified senior citizens and qualified disabled veterans. For such senior citizens and
disabled veterans, 50% of the first $200,000 of actual value of residential real property that is owner-
occupied is exempt from property taxation. For seniors, the owner or his or her spouse must be at least 65
years of age and have occupied the residence for at least ten years. For disabled veterans, the veteran
must be rated 100% permanently disabled by the Federal government. The State is required to reimburse
all local governments for the reduction in property tax revenue resulting from this exemption, and
therefore the exemption does not result in a loss of revenue to school districts. The homestead exemption
was suspended by the State legislature for Fiscal Year 2003-04 through Fiscal Year 2005-06 as part of a
State budget balancing package. In Fiscal Year 2006-07, the State spent approximately $74.2 million
(unaudited) to reimburse local governments for the homestead exemption; and the State currently
estimates that in Fiscal Year 2007-08 it will spend approximately $76.2 million to reimburse local
governments for the homestead exemption. See "APPENDIX C — THE STATE GENERAL FUND -
Recent General Fund Financial Results."

Taxation Procedure. The County Assessor is required to certify to the school district the
assessed valuation of property within the school district no later than August 25" of each year, which
amount is subject to adjustment until December 10" of such year. Subject to the limitations of the State
constitution, based upon the valuation certified by the County Assessor, the Board of Education computes
a rate of levy that, when levied upon every dollar of the valuation for assessment of taxable property
within the school district, and together with other legally available school district revenues, will raise the
amount required by the school district in its upcoming Fiscal Year. The school district subsequently
certifies to the applicable county or counties the rate of levy sufficient to produce the needed funds. Such
certification must be made no later than December 15™ of the property tax levy year for collection of
taxes in the ensuing year.

The Board of County Commissioners is required to certify to the County Assessor the levy for all
taxing entities within the county by December 22" of each year. If such certification is not made, it is the
duty of the County Assessor to extend the levies of the previous year. Further revisions to the assessed
valuation of property may occur prior to the final step in the taxing procedure, which is the delivery by
the County Assessor of the tax list and warrant to the County Treasurer.

Property Tax Collections. Taxes levied in one year are collected in the succeeding year. Thus,
taxes certified in 2007 will be collected in 2008. Taxes are due on January 1% in the year of collection;
however, they may be paid in either one installment (not later than the last day of April) or in two equal
installments (not later than the last day of February and June 15™) without interest or penalty. Interest
accrues on unpaid first installments at the rate of 1% per month from March 1* until the date of payment
unless the whole amount is paid by April 30", If the second installment is not paid by June 15", the
unpaid installment will bear interest at the rate of 1% per month from June 16™ until the date of payment.
Notwithstanding the foregoing, if the full amount of taxes is to be paid in a single payment after the last
day of April and is not so paid, the unpaid taxes will bear penalty interest at the rate of 1% per month
accruing from the first day of May until the date of payment. The County Treasurer collects current and
delinquent property taxes, as well as any interest or penalty, and after deducting a statutory fee for such
collection, remits the balance to the school district on a monthly basis.

All taxes levied on property, together with interest thereon and penalties for default, as well as all
other costs of collection, constitute a perpetual lien on and against the property taxed from January 1% of
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the property tax levy year until paid. Such lien is on a parity with the tax liens of other general taxes. It is
the County Treasurer's duty to enforce the collection of delinquent real property taxes by tax sale of the
tax lien on such realty. Delinquent personal property taxes are enforceable by distraint, seizure and sale
of the taxpayer's personal property. Tax sales of tax liens on realty are held on or before the second
Monday in December of the collection year, preceded by a notice of delinquency to the taxpayer and a
minimum of four weeks of public notice of the impending public sale. Sales of personal property may be
held at any time after October 1*' of the collection year following notice of delinquency and public notice
of sale.

Tax liens may not necessarily be bid on and sold, and the proceeds of tax liens sold may not
necessarily be sufficient to produce the amount required with respect to property taxes levied by the
school district and property taxes levied by overlapping taxing authorities, as well as any interest or costs
due thereon. If a tax lien is not sold, the County Treasurer removes the property from the tax rolls and
delinquent taxes are payable when the property is sold or redeemed. When any real property has been
stricken off to the county and there has been no subsequent purchase, the taxes on such property may be
determined to be uncollectible after a period of six years from the date of becoming delinquent and they
may be canceled by the county after that time.

TABOR

Article X, Section 20 of the Colorado Constitution limits the ability of the State and its local
governments, such as school districts, to increase revenues, debt and spending and restricts property,
income and other taxes. Generally, TABOR limits most percentage increases in spending and property
tax revenues to the prior year's amounts, adjusted for inflation, local growth and voter approved changes.
Local growth for school districts is defined as the percentage change in student enrollment. Any revenue
received during a Fiscal Year in excess of the limitations provided for in TABOR must be refunded to the
taxpayers during the next Fiscal Year unless voters approve a revenue change as an offset. TABOR also
requires that school districts obtain voter approval for certain tax or tax rate increases and to create any
"multiple fiscal year direct or indirect ... debt or other financial obligation," except for refinancing debt at
a lower interest rate or adding new employees to existing pension plans. Voter approval under TABOR is
not required for the issuance of the District Notes as they are both issued and payable within the same
Fiscal Year and as such do not constitute a "multiple fiscal year direct or indirect ... debt or other financial
obligation" within the meaning of TABOR. TABOR also requires school districts to establish and
maintain an emergency reserve equal to 3% of fiscal year spending (as defined in TABOR) excluding
bonded debt service.

Many of the provisions of TABOR are ambiguous. Several lawsuits have been filed regarding
TABOR, and some of its provisions have been judicially interpreted. Future litigation regarding TABOR
could raise questions that bear upon the operations and financial condition of school districts. See also
"STATE FINANCIAL INFORMATION — TABOR."

Budgets
School districts are required by State law to annually formulate a budget and to hold a public
hearing thereon prior to the determination of the amounts to be financed in whole or in part by ad valorem

property taxes, funds on hand or estimated revenues from other sources.

No later than 30 days prior to the beginning of each Fiscal Year, the administrators of the school
district are required to present the proposed budget to the Board of Education. After conducting a public
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hearing on the budget proposals, at which time any person paying school taxes in the school district has
an opportunity to be heard, the Board of Education is required to adopt a final budget for the succeeding
Fiscal Year by resolution specifying the amount of money appropriated to each fund. Pursuant to
SB 07-199, the Board of Education is required to file the adopted budget with the Department of
Education each year on or before January 31, beginning with January 31, 2009. By December 15", the
Board of Education is to certify to the applicable Board of County Commissioners the amounts necessary
to be raised from levies against the assessed valuation of all taxable property located within the school
district to defray expenditures therefrom during the next ensuing Fiscal Year. The Board of Education
may not expend moneys in excess of the amount appropriated by resolution for a particular fund.

The annual budget for all expenditures and estimated revenues prepared by the Board of
Education becomes the financial operating plan for the school district after adoption by the Board of
Education. The budget may be revised from time to time after following steps required by Board of
Education policy and State law.

Financial Statements

An annual audit of the school district's financial affairs is required by State law to be submitted to
the Board of Education within five months after the close of the Fiscal Year and filed with the State
Auditor and the State Commissioner of Education within 30 days after receipt thereof by the school
district. Failure to file an audit report may result in the withholding of moneys of the school district by
the applicable County Treasurers until the audit report is filed with the State Auditor.

Due to the number of Participating Districts, the audited financial statements of the Participating
Districts are not presented in this Official Statement; however, such financial statements are available
upon request as provided in "INTRODUCTION — Additional Information" and "MISCELLANEOUS."

Summary Financial I nformation Regar ding the Participating Districts

The following table sets forth certain financial information concerning the Participating Districts.
See also "Denver School District No. 1" below and "FORWARD LOOKING STATEMENTS."

[Remainder of page intentionally left blank]
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Denver School District No. 1

Denver School District No. 1, commonly known as Denver Public Schools ("DPS"), is the only
Participating District that is expected to borrow in excess of 20% of the available proceeds of each of the
Series 2007A Notes and Series 2007B Notes. DPS borrowed approximately 58.9% of the net proceeds of
the Series 2007A Notes and is expected to borrow approximately 36.1% of the net proceeds of the Series
2007B Notes, or approximately 44.7% of the combined amount of the Series 2007 Notes.

DPS was organized in 1882 and is the only school district serving the City and County of Denver.
DPS encompasses approximately 155 square miles and serves a population of approximately 582,474. Its
educational facilities currently include approximately 90 elementary schools (of which 14 are grades K-8
schools), 19 middle schools (of which 15 are grades 6-8 schools and 4 are grades 6-12 schools), 10 high
schools, 19 charter schools (each of which receives public funding, has its own governing body,
determines its own enrollment and may receive waivers from the district's policies and procedures), six
alternative schools into which students may enroll or be placed based on special circumstances and six
other schools into which students may enroll at any time, which include a school that students attend from
home, an on-line virtual high school, a Latino community-based private school, an outdoor education
facility, an adult opportunity school and a non-district operated expeditionary learning school. In
November 2007, the DPS Board approved a proposal to close eight school buildings and create five new
schools in existing buildings. One school building closed in the beginning of Fiscal Year 2007-08 and the
remaining seven school buildings are scheduled to close at the end of Fiscal Year 2007-08. DPS
anticipates opening five new schools before 2008-09 school year, but opening of one or two of such
schools may be delayed.

The October 2007 enrollment of DPS was 73,783 pupils, making it the second largest school
district in the State. October 2006 and 2005 enrollment was 73,399 and 72,312 pupils, respectively. The
2006 certified assessed valuation of DPS (for ad valorem tax collections in 2007), net of the assessed
valuation attributable to tax increment financing districts from which DPS derives no tax revenue, was
$8,561,432,054. For the 2006 tax levy year (2007 tax collection year), the district's general fund mill levy
was 34.734 mills, including 8.716 mills levied pursuant to voter approval received in 1988, 1998, 2003
and 2005 to exceed taxes levied to fund the district's share of its Total Program funding. The total 2006
tax levy of the district, including its bond redemption levy, was 40.333 mills. See generally "SOURCE
OF PAYMENT OF PROGRAM LOANS."

Major Taxpayers

Taxes consist of only those revenues that are received by the Participating Districts during the
period of March through June 2008. Typically, taxing entities do not collect 100% of the taxes levied
each year; however, the property tax collection rate among the Participating Districts historically has been
very high as shown in the table titled "Participating District Financial Information" above.

Receipt of Taxes by the Participating Districts requires timely payment of ad valorem property
taxes by property owners. Participating Districts in which large taxpayers are located are particularly
dependent upon the timely payment of property taxes by such taxpayers. No individual taxpayer
comprised more than 10% of the property tax base of the 2006 certified assessed valuation of DPS, nor is
any individual taxpayer expected to comprise more than 10% of the property tax base of the 2007
certified assessed valuation of DPS.
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The following Participating Districts report that major taxpayers owned more than 10% of the
property comprising the certified assessed valuation of such Participating Districts for the 2006 levy year
(2007 tax collection year): Brush RE-2J, Durango 9-R, Hayden RE-1 and South Routt RE-3. The
majority of the major taxpayers described above are public or private companies involved in the mining
or drilling industries or in the production of power. Property tax payments by such taxpayers could be
impacted not only by each taxpayer's individual financial condition but also by events that negatively
impact the energy production industry as a whole. It is not possible to predict whether any such events
will occur that will have a material impact upon the repayment of the Program Loans. Comparable
information for levy year 2007 (tax collection year 2008) is not yet available.

THE STATE

General Profile

Colorado became the 38" state of the United States of America when it was admitted to the union
in 1876. Its borders encompass 104,247 square miles of the high plains and the Rocky Mountains, with
elevations ranging from 3,350 to 14,431 feet above sea level. The current population of the State is
approximately 4.7 million. The State's major economic sectors include agriculture, manufacturing,
technology, tourism, energy production and mining. Considerable economic activity is generated in
support of these sectors by government, wholesale and retail trade, transportation, communications,
public utilities, finance, insurance, real estate and other services. See also "APPENDIX A — STATE
COMPREHENSIVE ANNUAL FINANCIAL REPORT AS OF AND FOR THE FISCAL YEAR
ENDED JUNE 30, 2006" and "APPENDIXB - SELECTED STATE ECONOMIC AND
DEMOGRAPHIC INFORMATION."

Organization

The State maintains a separation of powers utilizing three branches of government: executive,
legislative and judicial. The executive branch comprises four major elected officials: the Governor, State
Treasurer, Attorney General and Secretary of State. The chief executive power is allocated to the
Governor, who has responsibility for administering the budget and managing the executive branch. The
State constitution empowers the State legislature, known as the General Assembly, to establish up to 20
principal departments in the executive branch. Most departments of the State report directly to the
Governor; however, the Departments of Treasury, Law and State report to their respective elected
officials, and the Department of Education reports to the elected State Board of Education. The elected
officials serve four year terms. The current term of such officials expires on the second Tuesday in
January 2011, and each office will be subject to a general election in November 2010. See the list of
certain State officials involved in this offering in the forepart of this Official Statement. No elected
executive official may serve more than two consecutive terms in the same office.

The General Assembly is bicameral, consisting of the 35-member Senate and 65-member House
of Representatives. Senators serve a term of four years and representatives a term of two years. No
senator may serve more than two consecutive terms, and no representative may serve more than four
consecutive terms. The State constitution allocates to the General Assembly legislative responsibility for,
among other things, appropriating State moneys to pay the expenses of State government. The General
Assembly meets annually in regular session beginning no later than the second Wednesday of January of
each year. Regular sessions may not exceed 120 calendar days. Special sessions may be convened by
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proclamation of the Governor or by written request of two-thirds of the members of each house to
consider only those subjects for which the special session is requested.

STATE FINANCIAL INFORMATION

The information in this section, "SOURCES OF STATE FUNDS TO PAY THE SERIES 2007B
NOTES' and "APPENDIX C — THE STATE GENERAL FUND" describes general Sate finances and
particularly funds eligible for investment. Prospective investors are advised that in the event the amount
deposited to the Interest Subaccount of the Series 2007 Notes Repayment Account on the Closing Date
and amounts received by the Treasurer from Participating Districts as repayment of their Program Loans
on or before June 25, 2008, together with investment earnings thereon, is insufficient to pay the principal
of and interest on the Series 2007B Notes when due, the Series 2007B Notes are payable solely from
funds on hand or in the custody or possession of the Treasurer and eligible for investment. The Series
2007B Notes are not general obligations of the State. See also "THE SERIES 2007B NOTES — Security
and Sources of Payment — The Series 2007 Notes Repayment Account.”

The Treasurer

Under the State constitution, the Treasurer is the custodian of public funds in her care, subject to
legislative direction concerning safekeeping and management of such funds. The Treasurer is the head of
the statutorily created Department of the Treasury (the "Treasury"), which receives all State moneys
collected by or otherwise coming into the hands of any officer, department, institution or agency of the
State. The Treasurer deposits and disburses those moneys in the manner prescribed by law. Every
officer, department, institution and agency of the State charged with the responsibility of collecting taxes,
licenses, fees and permits imposed by law and of collecting or accepting tuition, rentals, receipts from the
sale of property and other moneys accruing to the State from any source is required to transmit those
moneys to the Treasury under procedures prescribed by law or by fiscal rules promulgated by the
Controller. The Treasurer and the Controller may authorize any department, institution or agency
collecting or receiving State moneys to deposit such moneys to a depository to the Treasurer's credit in
lieu of transmitting such moneys to the Treasury, and any moneys derived from the operation of a
business-type enterprise may be deposited by the agency, institution or department receiving such moneys
in accordance with procedures approved by the Treasurer and the Controller.

The Treasurer has discretion to invest in a broad range of interest-bearing securities described by
statute. See "APPENDIX C — THE STATE GENERAL FUND - Investment Policies." All interest
derived from the deposit and investment of State moneys must be credited to the General Fund unless
otherwise expressly provided by law.

TABOR

The Constitutional Provision. As discussed in "SOURCE OF PAYMENT OF PROGRAM
LOANS — TABOR," TABOR imposes various fiscal limits and requirements on the State and its local
governments.

Overall, TABOR is a limitation on the amount of revenue that may be kept by the State in any

particular year, regardless of whether that revenue is spent during the year. Any revenue received during
a Fiscal Year in excess of the limitations provided for in TABOR must be refunded to the taxpayers
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during the next Fiscal Year. TABOR implements these revenue limitations through certain restrictions
and limitations on spending, including the following:

(a) Prior voter approval is required for (i) any increase in State "fiscal year spending"
from one year to the next in excess of the percentage change in the U.S. Bureau of Labor
Statistics Consumer Price Index for Denver, Boulder and Greeley, all items, all urban consumers,
or its successor index, plus the percentage change in State population in the prior calendar year,
adjusted for revenue changes approved by voters after 1991; or (ii) any new State tax, State tax
rate increase, extension of an expiring State tax, State tax policy change directly causing a net
revenue gain to the State or the creation of any State "multiple fiscal year direct or indirect ... debt
or other financial obligation." "Fiscal year spending" is defined as all expenditures and reserve
increases except, as to both, those for refunds made in the current or next Fiscal Year or those
from gifts, federal funds, collections for another government, pension contributions by employees
and pension fund earnings, reserve transfers or expenditures, damage awards or property tax
sales. This effectively defines spending as all revenues received by the State other than those
items that are specifically excluded.

(b) If revenues received from sources not excluded from fiscal year spending exceed the
prior Fiscal Year's spending plus the adjustment described in clause (a)(i) above, the excess must
be refunded in the next Fiscal Year unless voters approve a revenue change as an offset.

(c) Under TABOR, the State must maintain an emergency reserve equal to 3% of its
fiscal year spending (the "TABOR Reserve"). The TABOR Reserve may be expended only
upon (i) the declaration of a State emergency by passage of a joint resolution approved by a two-
thirds majority of the members of both houses of the General Assembly and subsequently
approved by the Governor; or (ii) the declaration of a disaster emergency by the Governor. For
Fiscal Year 2007-08, the Long Appropriation Bill (the "Long Bill"), in conjunction with other
legislation, designates the funds that constitute the TABOR Reserve. These funds include
portions of the Major Medical Insurance Fund, the Subsequent Injury Fund, the Worker's
Compensation Cash Fund, the Wildlife Cash Fund and Fund Equity, and certain State properties
up to a value of $101.5 million designated by the Governor. The funds and other assets described
above, in aggregate, meet the TABOR Reserve requirement.

Statutes | mplementing TABOR. A number of statutes implementing TABOR have been enacted
by the General Assembly that, among things, (i) define the revenues and spending included in the State's
fiscal year revenue and spending for purposes of TABOR's revenue and spending limits, (ii) provide for
the accounting treatment of refunds owed by the State under TABOR and (iii) define State operations that
qualify as "enterprises" within the meaning of TABOR and which are exempt from the provisions thereof.

The "Ratchet Down" Effect of TABOR. As discussed above, TABOR limits year-to-year
increases in revenues, and therefore spending, to the percentage change in the U.S. Bureau of Labor
Statistics Consumer Price Index for Denver, Boulder and Greeley, all items, all urban consumers, or its
successor index, plus the percentage change in State population in the prior calendar year, plus any voter
approved revenue (i.e., tax) increase. There are no provisions in TABOR to account for cyclical revenue
swings. This originally produced a "ratchet down" effect whenever State revenues declined from one
Fiscal Year to the next and then rebounded in subsequent years. The ratcheting down occurred as the
result of TABOR requirements that the State's revenue base be reduced to the lower amount of revenues
received in prior year without limitation, but that the State's revenue base may be increased only to the
extent of the limitations described above and that any excess of revenues over such limitations must be
refunded to the taxpayers. Such a ratcheting down occurred between Fiscal Years 2001-02 and 2002-03,
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when State revenues declined by 13%, followed by increases in State revenues in each subsequent Fiscal
Year.

Legislation enacted during the 2002 legislative session described in "The "Growth Dividend"
below, mitigated the "ratcheting down" effect of TABOR through the decennial census adjustment.
Referendum C, approved by the State's voters on November 1, 2005 and described in "Colorado
Economic Recovery Act" below, has eliminated the "ratcheting down" effect of TABOR on the State
altogether.

The" Growth Dividend." House Bill ("HB") 02-1310 and Senate Bill ("SB") 02-179 enabled the
State to recoup revenues lost as the result of the TABOR limits having been computed during the 1990s
using population estimates that were too low. This undercount resulted in lower TABOR limits and
higher refunds than would have occurred using more accurate population figures. The percentage change
of 6% associated with this lost revenue was called the "growth dividend."

The TABOR limit for Fiscal Year 2001-02 was calculated using the 2000 census measure of the
State's population compared with an estimate of 1999 population that was not yet revised to reflect the
2000 census. In 2001, the U.S. Bureau of the Census reported that the State's population between 1990
and 2000 was undercounted by 6%.

Since the State was not in a TABOR surplus position in Fiscal Year 2001-02, the State could not
recoup the excess amount refunded to taxpayers through the 1990s as the result of the undercounting of
the State's population. HB 02-1310 and SB 02-179 permitted the growth dividend to be carried forward
for up to nine years. The growth dividend was applied to the TABOR limit in an amount that maximizes
the TABOR revenue growth rate subject to available TABOR revenues. In subsequent years, the unused
amount of the growth dividend is applied in a similar manner until either the cumulative amount by which
the TABOR limit is increased equals 6% (the original growth dividend amount) or the nine-year limit is
reached.

The State used the 6% growth dividend in Fiscal Years 2003-04 and 2004-05, which eliminated
the TABOR surplus in Fiscal Year 2003-04 and reduced the TABOR surplus in Fiscal Year 2004-05.
This adjustment allowed the State to retain $283.3 million and $187.2 million in additional revenues in
Fiscal Years 2003-04 and Year 2004-05, respectively.

Colorado Economic Recovery Act. During the 2005 legislative session, the General Assembly
and the Governor agreed to four pieces of legislation that mitigated the effects of TABOR in an effort to
relieve State budget challenges. Three of these measures, collectively referred to herein as "The
Colorado Economic Recovery Act," were designed primarily to provide additional revenues for State
operations, as well as the methodology for the allocation of additional revenues by subsequent
appropriation. Implementation of two measures included in the Colorado Economic Recovery Act
required statewide voter approval, and on November 1, 2005, State voters approved one of the two
measures, referred to as "Referendum C," later codified as Sections 24-77-103.6 and 24-77-106.5,
CR.S.

Referendum C permits the State to retain and appropriate State revenues in excess of the current
TABOR limit on State spending for the period of July 1, 2005, through June 30, 2010 (Fiscal Years
2005-06 through 2009-10). Referendum C does not, however, affect the 6% limit on the annual growth of
total appropriations from the General Fund.
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Referendum C establishes an "Excess State Revenues Cap" that serves as the new limit on State
fiscal year spending beginning in Fiscal Year 2010-11. The Excess State Revenues Cap is an amount
equal to the highest total State revenues for a Fiscal Year from the period of Fiscal Year 2005-06 through
Fiscal Year 2009-10. In each subsequent Fiscal Year, the Excess State Revenue Cap is adjusted for
inflation and a percentage change in State population, as well as such sum for the qualification or
disqualification of enterprises. For purposes of the Excess State Revenues Cap, inflation, the percentage
change in State population and the qualification or disqualification of an enterprise or debt service
changes retain their meanings as they currently exist under TABOR and State law.

Referendum C also created the "General Fund Exempt Account" in the General Fund which is
comprised of the moneys collected by the State in excess of the TABOR limit on State fiscal year
spending. Moneys in the General Fund Exempt Account, once appropriated, may be used to fund:
(1) health care; (ii) public elementary, high school and higher education, including any related capital
construction; (iii) retirement plans for firefighters and police officers if the General Assembly determines
such funding to be necessary; and (iv) strategic transportation projects in the Colorado Department of
Transportation ("CDOT") Strategic Transportation Project Investment Program. H.B. 05-1350 specifies
how moneys in the General Fund Exempt Account are to be appropriated or transferred under
Referendum C.

Referendum C provides that, for each Fiscal Year that the State retains and spends State revenues
in excess of the TABOR limit on State fiscal year spending, the Director of Research of the Legislative
Council is required to prepare by October 15" an excess State revenues legislative report that identifies
the amount of excess State revenues retained by the State and describes how such excess State revenues
have been expended. Referendum C requires that the report be published and made available on the
official web site of the Colorado General Assembly. In addition, the Controller is required to prepare a
report each Fiscal Year that identifies revenues that the State is authorized to retain pursuant to
Referendum C and to certify the same no later than September 1 following the end of the Fiscal Year.
Accordingly, the State was allowed to retain $1,116.1 million in Fiscal Year 2005-06 and $1,311.6
million in Fiscal Year 2006-07. See "APPENDIX C — THE STATE GENERAL FUND — General Fund
Overview."

OSPB currently forecasts that as the result of Referendum C, the additional revenue that will be
available for the State to retain and appropriate beyond the TABOR limit as the result of Referendum C
will be $1,174 million in Fiscal Year 2007-08, $1,182.3 million in Fiscal Year 2008-09, and $1,203.6
million in Fiscal Year 2009-10.

Effect of TABOR on the Series 2007B Notes. Voter approval under TABOR is not required for
the issuance of the Series 2007B Notes because they constitute a multiple fiscal year direct or indirect
debt or other financial obligation for which adequate present cash reserves are pledged irrevocably and
held for payments in all future years within the meaning of TABOR. Further, the revenue and spending
limits of TABOR are not expected to affect the ability of the State to collect and spend the Pledged
Revenues for the payment of the principal of and interest on the Series 2007B Notes and any Parity Lien
Notes.

State Funds

The principal operating fund of the State is the General Fund. All revenues and moneys not
required by the State constitution or statutes to be credited and paid into a special fund are required to be
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credited and paid into the General Fund. See "SOURCES OF STATE FUNDS TO PAY THE SERIES
2007B NOTES — The State General Fund" and "APPENDIX C — THE STATE GENERAL FUND."

The State also maintains several statutorily created special funds for which specific revenues are
designated for specific purposes, some of which constitute Borrowable Resources available for the
purpose, if necessary, of paying the principal of the Series 2007B Notes. See "THE SERIES 2007B
NOTES - Security and Sources of Payment — The Series 2007 Notes Repayment Account" and
"SOURCES OF STATE FUNDS TO PAY THE SERIES 2007B NOTES — The State Education Fund;"
"— The State Highway Fund"; "— Borrowable Resources."

Budget Process

Phase | (Executive). The budget process begins in June of each year when State departments
overseen by the Governor prepare both operating and capital budgets for the Fiscal Year beginning 13
months later. In August, these budgets are submitted to the OSPB, a part of the Governor's office, for
review and analysis. The OSPB advises the Governor on departmental budget requests and overall
budgetary status. Budget decisions are made by the Governor following consultation with affected
departments and the OSPB. Such decisions are reflected in the first budget submitted in November by
each department to the Joint Budget Committee of the General Assembly (the "JBC"), as described
below. In January, the Governor makes additional budget recommendations to the JBC for the budget of
all branches of the State government, except that the elected executive officials and the judicial branch
make recommendations to the JBC for their own budgets.

Phase || (Legidative). The JBC, consisting of three members from each house of the General
Assembly, develops the legislative budget proposal embodied in the Long Bill, which is introduced in and
approved by the General Assembly. Following receipt of testimony by State departments and agencies,
the JBC marks up the Long Bill and directs the manner in which appropriated funds are to be spent. The
Long Bill includes General Fund appropriations provided for generally by tax revenues, cash funds,
appropriations provided for by departmental charges for services and expenditure information regarding
federal funds not subject to legislative appropriation. The Long Bill usually is reported to the General
Assembly in March or April with a narrative text. Under current practice, the Long Bill is reviewed and
debated in party caucuses in each house. Amendments may be offered by each house, and the JBC
generally is designated as a conference committee to reconcile differences. The Long Bill always has
been adopted prior to commencement of the Fiscal Year in July. Specific bills creating new programs or
amending tax policy are considered separately from the Long Bill in the legislative process. The General
Assembly takes action on these specific bills, some of which include additional appropriations separate
from the Long Bill. The Long Bill for Fiscal Year 2007-08 was adopted by the General Assembly on
April 20, 2007, and approved by the Governor on May 4, 2007.

Phase |11 (Executive). The Governor may approve or veto the Long Bill or any specific bills. In
addition, the Governor may veto line items in the Long Bill or any bill that contains an appropriation.
The Governor's veto is subject to override by a two-thirds majority of each house of the General
Assembly.

Phase 1V (Legidative). During the Fiscal Year for which appropriations have been made, the
General Assembly may increase or decrease appropriations through supplemental appropriations. Any
supplemental appropriations are considered amendments to the Long Bill and are subject to the line item
veto of the Governor.
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Revenues and Unappropriated Amounts. The amount of General Fund revenues available for
appropriation is based upon revenue estimates that, together with other available resources, is required by
law to exceed annual appropriations by 4% (the "Unappropriated Reserve"). The Unappropriated
Reserve is available for possible deficiencies in revenues. See "APPENDIX C — THE STATE
GENERAL FUND - Revenue Estimation — Revenue Shortfalls."

Expenditures; The Balanced Budget and Statutory Spending Limitation. The State constitution
requires that expenditures for any Fiscal Year not exceed revenues for such Fiscal Year. Total
unrestricted General Fund appropriations for each Fiscal Year are limited in accordance with Section 24-
75-201.1, C.R.S., to the lesser of an amount equal to 5% of State personal income or 106% of the
unrestricted General Fund appropriations during the preceding Fiscal Year (sometimes referred to
hereinafter as the 6% limit). Excluded from this limitation are: (i) any General Fund appropriation that,
as a result of any requirement of federal law, is made for any new program or service or for any increase
in the level of service for any existing program beyond the existing level of service; (ii) any General Fund
appropriation that, as a result of any requirement of a final State or federal court order, is made for any
new program or service or for any increase in the level of service for an existing program beyond the
existing level of service; or (iii) any General Fund appropriation of any moneys that are derived from any
increase in the rate or amount of any tax or fee that is approved by a majority of the registered electors of
the State voting at any general election. The limitation on the level of General Fund appropriations may
be exceeded for a given Fiscal Year upon the declaration of a State fiscal emergency by the General
Assembly, which may be declared by the passage of a joint resolution approved by a two-thirds majority
vote of the members of both houses of the General Assembly and approved by the Governor. General
Fund revenues in excess of General Fund appropriations, the Unappropriated Reserve, statutory rebates
and statutory transfers are to be retained in the General Fund and be available for appropriation for the
Fiscal Year in which the excess is realized or for any future Fiscal Year, subject to the limitation on
increases in General Fund appropriations. See "TABOR" above for a discussion of spending limits
imposed on the State by TABOR and changes to these limits as the result of the recent approval of
Referendum C.

Fiscal Year Spending and Emergency Reserves. TABOR imposes restrictions on increases in
fiscal year spending without voter approval and requires the TABOR Reserve. See "TABOR" above.

Fiscal Controlsand Financial Reporting

No moneys may be disbursed to pay any appropriations unless a commitment voucher has been
prepared by the agency seeking payment and submitted to the central accounting system, that is managed
by the Office of the State Controller, a division of the Department of Personnel. The Controller is head of
the Office of the State Controller and has statutory responsibility for reviewing each commitment voucher
submitted to determine whether the proposed expenditure is authorized by appropriation and whether the
appropriation contains sufficient funds to pay the expenditure. All payments from the Treasury are made
by warrants signed by the Controller and countersigned by the Treasurer, or by electronic funds transfer.
The signature of the Controller on a warrant is full authority for the Treasurer to pay the warrant upon
presentation.

The Controller is appointed by the Executive Director of the Department of Personnel. The
Controller has statutory responsibility for coordinating all procedures for financial administration and
financial control in order to integrate them into an adequate and unified system, conducting all central
accounting and issuing warrants for payment of claims against the State. The Controller prepares a
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comprehensive annual financial report in accordance with generally accepted accounting principles
("GAAP") applicable to governmental entities, with certain statutory exceptions.

Basis of Accounting

For a detailed description of the State's basis of accounting, see Note 5 to the State's Fiscal Year
2005-06 Comprehensive Annual Financial Report included in Appendix A to this Official Statement.

Basis of Presentation of Financial Results and Estimates

The financial reports and financial schedules contained in this Official Statement are based on
different principles. The cash flow schedules include all financial activity reported specifically in the
General Fund on a cash basis, while the financial statements and revenue estimates are computed on the
modified accrual basis of reporting. Revenue estimates are prepared for those revenues that are related
primarily to the general taxing powers of the State, and to a lesser degree include intergovernmental
transactions, charges for services and receipts from the federal government. The General Fund as defined
in the financial statements includes revenues and expenditures for certain special (cash) funds that are
related to fees, permits and other charges.

Financial Audits

Financial and post-performance audits of all State agencies are performed by the State Auditor
(the "Auditor") through her staff as assisted by independent accounting firms selected by the Auditor.
The Auditor is an employee of the legislative branch and is appointed for a term of five years by the
General Assembly based on the recommendations of the Legislative Audit Committee of the General
Assembly. The present Auditor has been appointed to a term expiring on June 30, 2011. The Legislative
Audit Committee consists of members of both houses of the General Assembly and has responsibility to
direct and review audits conducted by the Auditor.

The State's Fiscal Year 2005-06 Comprehensive Annual Financial Report, including the State
Auditor's Opinion thereon, is appended to this Official Statement. The Office of the State Auditor, the
State’s auditor, has not been engaged to perform and has not performed, since the date of its report
included herein, any procedures on the financial statements addressed in that report. The Office of the
State Auditor has not performed any procedures relating to this Official Statement.

SOURCES OF STATE FUNDSTO PAY THE SERIES 2007B NOTES

As discussed in "THE SERIES 2007B NOTES — Security and Sources of Payment — The Series
2007 Notes Repayment Account," if on June 26, 2008, the amount credited to the Principal Subaccount of
the Series 2007 Notes Repayment Account is less than the principal amount of the Series 2007A Notes,
the Series 2007B Notes and any Parity Lien Notes, the Treasurer is required to deposit the amount of the
deficiency to the Principal Subaccount from any funds on hand or in the custody or possession of the
Treasurer and eligible for investment; provided, however, that prior to the application of Current General
Fund Revenues eligible for investment or any Borrowable Resources, the Treasurer is to first utilize all
other funds that are eligible for investment.
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It is presently anticipated that any such deficiency would be funded first from amounts in the
State Education Fund, then from amounts in the State Highway Fund, followed, if necessary, by
application of Borrowable Resources and finally Current General Fund Revenues. The covenant of the
Treasurer to use all other funds that are eligible for investment does not constitute a pledge of or lien on
such funds for such purpose, and there is no limit on the availability or use of such funds for any other
purpose permitted or required by law. In addition, the right of the Treasurer to use Borrowable Resources
or Current General Fund Revenues that are eligible for investment for deposit to the Series 2007 Notes
Repayment Account is subordinate to the use of such funds for payment of any general fund tax and
revenue anticipation notes of the State issued during Fiscal Year 2007-08, including, without limitation,
the General Fund Notes discussed in "INVESTMENT CONSIDERATIONS — Subordination Regarding
Certain State Funds."

In the event that such a deposit to the Principal Account is necessary, the Treasurer is required to
take such actions as may be necessary to identify and designate the District Notes as an investment of the
funds used to make such deposit, and the Owners of the Series 2007B Notes will have no right or claim to
any amounts received by the State under the District Notes after June 25, 2008.

See also "DISTRICT RESOLUTIONS AND DISTRICT NOTES — Participation in the Loan
Program."

The State Education Fund

The State Education Fund was established by Amendment 23, that also mandates that there be
deposited therein all revenues collected from 5 of 1% of the State's existing income tax, and exempts
those funds from the revenue limitations of "TABOR." See "STATE FINANCIAL INFORMATION -
TABOR." The State legislature may appropriate moneys from the State Education Fund only to increase
funding in preschool through 12™ grade education or for purposes specifically provided in Amendment 23
as discussed in "SOURCE OF PAYMENT OF PROGRAM LOANS - State Equalization Funding —
Amendment 23." The State Education Fund represents a shift of General Fund moneys to a restricted cash
fund. Moneys in the State Education Fund may not be transferred to the General Fund, and therefore the
State Education Fund is not a Borrowable Resource.

The following information has been prepared by the Treasurer's office to show the actual and
estimated cash and investment balances in the State Education Fund in Fiscal Year 2004-05 through
Fiscal Year 2007-08.

State of Colorado
State Education Fund

Actual and Estimated Cash and | nvestment Balances
(dollar amounts expressed in millions)

Fiscal Year ~ Jul Aug Sep  Oct Nov Dec Jan Feb Mar Apr May Jun
2004-05 $164.9 $188.1 $194.5 $215.5 $240.9 $265.1 $304.3 $329.6 $353.1 $376.6 $257.2 $110.1
2005-06 91.4 106.5 127.3 1509 179.0 211.5 240.2 265.7 290.1 3242 56.5 98.2
2006-07 129.5 158.8 190.7 2129 2329 2666 301.0 3320 3584 3925 116.7 170.3
2007-08' 202.5 2374 2738 303.7 3322 3803 4294 4736 5113 5599 166.5 2349

! Amounts for November 2007 and thereafter are estimates made by the Treasurer's office.
Source: State Treasurer's Office
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The State Highway Fund

The State Highway Fund is established by Section 43-1-219, C.R.S., and all receipts from the
following sources are to be credited thereto: (i) such appropriations as may, from time to time, be made
by law to the fund from excise tax revenues; (ii) all revenues accruing to the fund by law, by way of
excise taxation from the imposition of any license, registration fee or other charge with respect to the
operation of any motor vehicle upon any public highways in the State, and the proceeds from the
imposition of any excise tax on gasoline or other liquid motor fuel; and (iii) certain receipts from the
Limited Gaming Fund. Moneys in this fund are to be expended for, among other things, the construction,
reconstruction, repair, improvement, planning, supervision and maintenance of the State highway system
and other public highways, including any county and municipal roads and highways, together with the
acquisition of rights-of-way and access rights for the same; provided, however, that receipts from the
Limited Gaming Fund are to be used solely for public roads and highways leading to and within a 50-mile
radius of any limited gaming community (currently Black Hawk, Central City, Cripple Creek and any
Indian lands where limited gaming is authorized).

The following information has been prepared by the Treasurer's office to show the actual and
estimated cash and investment balances in the State Highway Fund in Fiscal Year 2004-05 through Fiscal
Year 2007-08.

State of Colorado
State Highway Fund

Actual and Estimated Cash and | nvestment Balances
(dollar amounts expressed in millions)

Fiscal Year ~ Jul Aug Sep  Oct Nov Dec Jan Feb Mar Apr May Jun
2004-05 $ 4575 $ 4275 $ 4694 $ 460.7 $ 503.0 $ 496.6 $ 519.6 $ 499.4 § 5534 $ 542.6 § 564.3 $ 492.1
2005-06 4979 472.0 4541 4377  505.1 568.8 575.1 584.6 6256 641.1 6404  638.1
2006-07 690.2  702.7 1,001.5 1,030.7 1,033.4 1,006.8 987.6 1,009.8 1,103.4 1,117.3 1,142.7 1,133.9
2007-08' 1,084.2 1,065.9 1,236.4 1,231.5 1,234.7 1,202.9 1,180.0 1,206.5 1,3184 1,335.0 1,129.4 1,025.2

! Amounts for November 2007 and thereafter are estimates made by the Treasurer's office.

Source: State Treasurer's Office
Borrowable Resour ces

Borrowable Resources consist of 16 major funds of the State other than the General Fund, as well
as over 600 other funds and accounts. By constitutional or statutory provision and judicial decision,
certain State funds, such as the Public School Permanent Fund, the State Education Fund and the
Highway Users Tax Fund, are not Borrowable Resources. An opinion of the Attorney General dated
April 17, 2003, clarified what the State may consider to be a Borrowable Resource by narrowing the
definition of "custodial funds" versus "public funds." Borrowable Resources are considered to be moneys
in the State pool, and as such are invested as described in "Investment Policies" below.

The ability of the Treasurer to pay the Series 2007B Notes from Borrowable Resources will
depend upon the availability of funds in the State Treasury that are eligible for investment. See "General
Fund Cash Flow" below. In addition, the availability of Borrowable Resources may be affected by the
State's statutory obligation to assure the timely payment of certain school district bonds and lease
obligations pursuant to Section 22-41-110, C.R.S., commonly referred to as the "State Intercept Act."
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The following tables set forth actual Borrowable Resources for Fiscal Year 2006-07 and the
estimated Borrowable Resources for Fiscal Year 2007-08. See also "FORWARD LOOKING
STATEMENTS."

[Remainder of page intentionally left blank]
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The State General Fund

The General Fund is the principal operating fund of the State. All revenues and moneys not
required by the State constitution or statutes to be credited and paid into a special fund are required to be
credited and paid into the General Fund. See "APPENDIX C — THE STATE GENERAL FUND" for a
discussion of the General Fund.

DEBT AND CERTAIN OTHER FINANCIAL OBLIGATIONS

The State

The State constitution prohibits the State from incurring debt except for limited purposes, for
limited periods of time and in inconsequential amounts. The State courts have defined debt to mean any
obligation of the State requiring payment out of future years' general revenues. Accordingly, the State
currently has, and upon issuance of the Series 2007B Notes will have, no outstanding general obligation
debt.

The State has entered into lease-purchase agreements, including agreements providing security
for certificates of participation in such agreements, in order to finance various public projects. The
obligations of the State to make lease payments beyond any current Fiscal Year are contingent upon
appropriations by the General Assembly. At June 30, 2006, the minimum lease payments due in Fiscal
Year 2007-08 under lease-purchase agreements were approximately $8.2 million.

State Departments and Agencies

Certain State departments and agencies, including State universities, also have the authority to
issue revenue bonds payable from specified sources other than the general revenues of the State, and to
enter into lease-purchase agreements the payment of which are subject to annual appropriation by the
General Assembly, in order to finance various public projects. Such obligations do not constitute a debt
or liability of the State. For the outstanding aggregate principal amount of such obligations as of June 30,
2006 and certain obligations issued in July and August 2006, see Notes 25 and 38 to the audited financial
statements of the State appended to this Official Statement.

For the purpose of financing certain qualified federal aid transportation projects in the State,
CDOT issues Transportation Revenue Anticipation Notes, currently outstanding in the aggregate principal
amount of $1.271 billion. These notes are payable solely from certain federal and State funds that are
allocated on an annual basis by the State Transportation Commission, in its sole discretion, and certain
other moneys. The allocated funds are expected to be comprised of highway moneys paid directly to
CDOT by the U.S. Department of Transportation, and appropriations of revenues from the Highway
Users Tax Fund allocated by statute to CDOT.

State Authorities
A number of State authorities have issued financial obligations to support activities related to the

special purposes of such entities. Such obligations do not constitute a debt or liability of the State.
Generally, State authorities are independent bodies, governed by their own boards, some including ex-
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officio State officials and/or members appointed by the Governor or ranking members of the General
Assembly (in most cases with the consent of the State Senate).

Prior to July 1, 2001, the Colorado Housing and Finance Authority ("CHFA") was permitted by
statute to establish capital reserve funds for the purpose of paying debt service, and is required to request
additional funding from the Governor and General Assembly if such reserve funds are depleted, although
the General Assembly is not required to make an appropriation for such reserve funds. No request for
additional funding to establish or replenish such reserve funds has ever been made by CHFA.

LITIGATION AND INVESTIGATIONS

No Litigation Affecting the Series 2007B Notes

There is no litigation pending, or to the knowledge of the State threatened, either seeking to
restrain or enjoin the issuance or delivery of the Series 2007B Notes or questioning or affecting the
validity of the Series 2007B Notes or the proceedings or authority under which they are to be issued.
There is also no litigation pending, or to the State's knowledge threatened, that in any manner questions
the right of the Treasurer to adopt the State Resolution and to secure the Series 2007B Notes in the
manner provided in the State Resolution and the Loan Program Act.

Governmental | mmunity

The Colorado Governmental Immunity Act, Article 10 of Title 24, C.R.S. (the "Immunity Act"),
provides that public entities and their employees acting within the course and scope of their employment
are immune from liability for tort claims under State law based on the principle of sovereign immunity,
except for those specifically identified events or occurrences defined in the Immunity Act. Whenever
recovery is permitted, the Immunity Act also generally limits the maximum amount that may be
recovered to $150,000 for injury to one person in any single occurrence and an aggregate of $600,000 for
injury to two or more persons in any single occurrence, except that no one person may recover in excess
of $150,000. The Immunity Act does not limit recovery against any employee who is acting outside the
course and scope of his/her employment. The Immunity Act specifies the sources from which judgments
against public entities may be collected and provides that pubic entities are not liable for punitive or
exemplary damages. The Immunity Act does not prohibit claims in State court against public entities or
their employees based on contract and may not prohibit such claims based on other common law theories.
However, the Immunity Act does bar certain federal actions or claims against the State or State
employees sued in their official capacities under federal statutes when such actions are brought in State
court. The Eleventh Amendment to the U.S. Constitution bars certain federal actions or claims against
the State or State employees sued in their official capacities under federal statutes when such actions are
brought in federal court.

Self Insurance

In 1985, the General Assembly passed legislation creating a self-insurance fund, the Risk
Management Fund, and established a mechanism for claims adjustment, investigation and defense, as well
as authorizing the settlement and payment of claims and judgments against the State. The General
Assembly also utilizes the self-insurance fund for payment of State workers' compensation liabilities.
The State currently maintains self-insurance for claims arising on or after September 15, 1985, under the
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Immunity Act and claims against the State, its officials or its employees arising under federal law. See
Notes 6-H, 22 and 26 to the financial statements appended to this Official Statement for a description of
the Risk Management Fund. Judgments awarded against the State for which there is no insurance
coverage or that are not payable from the Risk Management Fund ordinarily require a legislative
appropriation before they may be paid.

Current Litigation and Investigations

For a description of the pending material litigation in which the State is a defendant, see Note 37
to the audited financial statements included as Appendix A hereto. The State Attorney General does not
believe that any of such actions, or any combination thereof, will result in a materially adverse effect with
regard to the financial resources of the State, or the continuous operation thereof, or the security for the
Series 2007B Notes. The State Attorney General also does not believe that since June 30, 2006, there
have been any material actions initiated in which the State is a defendant that will result in a materially
adverse effect with regard to the financial resources of the State, or the continuous operation thereof, or
the security for the Series 2007B Notes.

On December 13, 2007, the Mesa County Board of County Commissioners and several taxpayers
filed a lawsuit in the Denver district court against the Colorado Department of Education challenging the
validity of SB 07-199 on the basis that it violates provisions of TABOR and seeking, among other things,
to enjoin the Colorado Department of Education from certifying a mill levy in accordance with SB 07-199
and to refund to taxpayers who paid more property taxes that such taxpayers should pay the amount of
excess property taxes paid plus 10%. See "SOURCE OF PAYMENT OF PROGRAM LOANS -
TABOR." The State cannot predict what the ultimate outcome of such litigation might be. However, the
State does not believe that such litigation would adversely affect its ability to repay the Series 2007 Notes.

In September of 2007, the Internal Revenue Service (the "Service") informed the State that the
Service closed its examination of the State of Colorado Education Loan Program Tax and Revenue
Anticipation Notes, Series 2004B (the "Series 2004B ETRANS") which were issued in the aggregate
principal amount of $295,000,000 and matured on August 9, 2005, with no change to the position that
interest received by holders of the Series 2004B ETRANS is excludable from gross income for federal
income tax purposes.

FORWARD LOOKING STATEMENTS

This Official Statement, including but not limited to the material set forth in "SOURCE OF
PAYMENT OF PROGRAM LOANS — Sources of Funding of Total Program"; "— Summary Financial
Information Regarding the Participating Districts,” "SOURCES OF STATE FUNDS TO PAY THE
SERIES 2007B NOTES" and "APPENDIX C — THE STATE GENERAL FUND," contains statements
relating to future results that are "forward looking statements." When used in this Official Statement, the
words "estimate," "anticipate," "forecast," "project," "intend," "propose," "plan," "expect" and similar
expressions identify forward looking statements. Any forward looking statement is subject to risks and
uncertainties that could cause actual results to differ materially from those contemplated in such forward
looking statements. Inevitably, some assumptions used to develop the forward looking statements will
not be realized and unanticipated events and circumstances will occur. Therefore, it can be expected that
there will be differences between forward looking statements and actual results, and those differences
may be material.
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RATINGS

Fitch, Inc., Standard & Poor's, a Division of The McGraw-Hill Companies, Inc. and Moody's
Investors Service, Inc. have assigned the Series 2007B Notes the ratings set forth on the cover page of this
Official Statement. An explanation of the significance of such ratings may be obtained from the related
rating agency.

Generally, a rating agency bases its ratings on the information and materials furnished to it and on
investigations, studies and assumptions of its own. There is no assurance that a current rating will remain
in effect for any given period of time or that it will not be revised downward or withdrawn entirely if, in
the judgment of the rating agency circumstances so warrant. Any downward revision or withdrawal of a
rating may have an adverse effect on the market price of the Series 2007B Notes. The State has not
undertaken any responsibility either to bring to the attention of the Owners and Beneficial Owners of the
Series 2007B Notes any proposed change in or withdrawal of a rating, or to oppose any such proposed
revision or withdrawal.

CONTINUING DISCLOSURE

In accordance with the exemption set forth in paragraph (d)(3) of Rule 15¢2-12 promulgated by
the Securities and Exchange Commission under the Securities Exchange Act of 1934, as amended, no
undertaking to report annual financial information or operating data as set forth in the final Official
Statement, or audited financial statements, will be provided by the State in connection with the Series
2007B Notes as the Series 2007B Notes have a stated maturity of less than 18 months. However, the
Treasurer nevertheless undertakes in the State Resolution, for the benefit of the Owners and Beneficial
Owners of the Series 2007B Notes, to provide to each NRMSIR (either directly or, if then authorized by
the Securities and Exchange Commission, through filing with the Central Post Office) in a timely manner
during such time as the Series 2007B Notes are outstanding notice of any of the following events with
respect to the Series 2007B Notes if deemed by the State to be material: principal and interest payment
delinquencies, nonpayment related defaults, adverse tax opinions or events affecting the tax-exempt status
of the Series 2007B Notes, modifications to rights of the Owners of the Series 2007B Notes, defeasances,
release, substitution or sale of property securing repayment of the Series 2007B Notes and rating changes,
as well as certain other events that are not applicable to the Series 2007B Notes.

The covenants of the State set forth in "THE SERIES 2007B NOTES — Security and Sources of
Payment — Defeasance of the Series 2007B Notes"; "— Covenants of the State" constitute a part of the
undertaking of the Treasurer to provide certain information for the benefit of the Owners and Beneficial
Owners of the Series 2007B Notes.

The obligations of the Treasurer pursuant to the undertaking are for the benefit of the Owners and
Beneficial Owners of the Series 2007B Notes, and, if necessary, may be enforced by such Owners and
Beneficial Owners by specific performance of such obligations by any judicial proceeding available.
However, breach of the Treasurer's obligations pursuant to the undertaking does not constitute an Event
of Default under the State Resolution, and none of the rights and remedies provided in the State
Resolution for Events of Default will be available to the Owners or Beneficial Owners of the Series
2007B Notes in such event.
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LEGAL MATTERS

All legal matters incident to the validity and enforceability of the Series 2007B Notes, as well as
the treatment of interest on the Series 2007B Notes for purposes of federal and State income taxation, are
subject to the approving legal opinion of Kutak Rock LLP, Denver, Colorado, as Bond Counsel. The
substantially final form of the opinion of Bond Counsel is appended to this Official Statement. Certain
legal matters will be passed upon for the State by the Office of the Attorney General of the State and by
Hogan & Hartson LLP, Denver, Colorado, as special counsel to the State in connection with the
preparation of this Official Statement. Payment of legal fees to Bond Counsel and special counsel are
contingent upon the sale and delivery of the Series 2007B Notes.

TAX MATTERS

Generally

In the opinion of Kutak Rock LLP, Bond Counsel, under existing laws, regulations, rulings and
judicial decisions, interest on the Series 2007B Notes is excluded from gross income for federal income
tax purposes and is not a specific preference item for purposes of the federal alternative minimum tax.
The opinion described in the preceding sentence assume the accuracy of certain representations and
compliance by the State with covenants designed to satisfy the requirements of the Internal Revenue Code
of 1986, as amended, that must be met subsequent to the issuance of the Series 2007B Notes. Failure to
comply with such covenants could cause interest on the Series 2007B Notes to be included in gross
income for federal income tax purposes retroactive to the date of issuance of the Series 2007B Notes.
The State has covenanted to comply with such requirements. Bond Counsel has expressed no opinion
regarding other federal tax consequences arising with respect to the Series 2007B Notes. Such interest is
also not included in Colorado taxable income or Colorado alternative minimum taxable income under
Colorado income tax laws.

Notwithstanding Bond Counsel's opinion that interest on the Series 2007B Notes is not a specific
preference item for purposes of the federal alternative minimum tax, such interest will be included in
adjusted current earnings of certain corporations, and such corporations are required to include in the
calculation of alternative minimum taxable income 75% of the excess of such corporation's adjusted
current earnings over its alternative minimum taxable income (determined without regard to such
adjustment and prior to reduction for certain net operating losses).

The accrual or receipt of interest on the Series 2007B Notes may otherwise affect the federal
income tax liability of the owners of the Series 2007B Notes. The extent of these other tax consequences
will depend upon such owner's particular tax status and other items of income or deduction. Bond
Counsel has expressed no opinion regarding any such consequences. Purchasers of the Series 2007B
Notes, particularly purchasers that are corporations (including S corporations and foreign corporations
operating branches in the United States), property or casualty insurance companies, banks, thrifts or other
financial institutions, certain recipients of Social Security or Railroad Retirement benefits, taxpayers
otherwise entitled to claim the earned income credit, or taxpayers who may be deemed to have incurred or
continued indebtedness to purchase or carry tax-exempt obligations, should consult their tax advisors as
to the tax consequences of purchasing or owning the Series 2007B Notes.

The amount treated as interest on the Series 2007B Notes and excluded from gross income will

depend upon the taxpayer's election under Internal Revenue Service (the "Service") Notice 94-84, 1994-2
C.B. 559. Notice 94-84 states that the Service is studying whether the amount of the payment at maturity
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on debt obligations such as the Series 2007B Notes that is excluded from gross income for federal income
tax purposes is (i) the stated interest payable at maturity or (ii) the difference between the issue price of
the Series 2007B Notes and the aggregate amount to be paid at maturity of the Series 2007B Notes (the
"original issue discount"). For this purpose, the issue price of the Series 2007B Notes is the first price at
which a substantial amount of the Series 2007B Notes is sold to the public (excluding bond houses,
brokers or similar persons or organizations acting in the capacity of underwriters, placement agents or
wholesalers). Until the Service provides further guidance, taxpayers may treat either the stated interest
payable at maturity or the original issue discount as interest that is excluded from gross income for federal
income tax purposes. However, taxpayers must treat the amount to be paid at maturity on all tax-exempt
debt obligations with a term that is not more than one year from the date of issue in a consistent manner.
Taxpayers should consult their own tax advisors with respect to the tax consequences of ownership of
Series 2007B Notes if the taxpayer elects original issue discount treatment.

Tax Treatment of Original 1ssue Premium

The following disclosure relates to purchasers of the Series 2007B Notes who, under Notice
94-84 discussed above, treat the stated interest payable at the maturity of the Series 2007B Notes as the
amount excluded from gross income for federal income tax purposes. An amount equal to the excess of
the issue price of a Series 2007B Note over its stated redemption price at maturity constitutes original
issue premium on such Series 2007B Note. An initial purchaser of a Series 2007B Note must amortize
any original issue premium in accordance with the provisions of Section 171 of the Internal Revenue
Code of 1986, as amended. Purchasers of a Series 2007B Note with original issue premium should
consult with their tax advisors with respect to the determination and treatment of amortizable premium for
federal income tax purposes and with respect to state and local tax consequences of owning Series 2007B
Notes with original issue premium.

Changesin Federal and State Tax Law

From time to time, there are legislative proposals in the Congress and in the states that, if
enacted, could alter or amend the federal and state tax matters referred to above or adversely affect the
market value of the Series 2007B Notes. It cannot be predicted whether or in what form any such
proposal might be enacted or whether if enacted it would apply to notes issued prior to enactment. In
addition, regulatory actions are from time to time announced or proposed and litigation is threatened or
commenced which, if implemented or concluded in a particular manner, could adversely affect the market
value of the Series 2007B Notes. An example of such litigation is the case of Davis v. Kentucky
Department of Revenue, 197 S.W.3d 557 (2006), the oral argument for which was heard by the U.S.
Supreme Court on November 5, 2007 with a decision expected to be rendered in the spring of 2008,
challenging Kentucky's taxation of bonds issued by other states and their political subdivisions differently
than it taxes bonds issued by Kentucky and its political subdivisions. It cannot be predicted whether any
such regulatory action will be implemented, how any particular litigation or judicial action will be
resolved, or whether the Series 2007B Notes or the market value thereof would be impacted thereby.
Purchasers of the Series 2007B Notes should consult their tax advisors regarding any pending or proposed
legislation, regulatory initiatives or litigation. The opinions expressed by Bond Counsel are based upon
existing legislation and regulations as interpreted by relevant judicial and regulatory authorities as of the
date of issuance and delivery of the Series 2007B Notes and Bond Counsel has expressed no opinion as of
any date subsequent thereto or with respect to any pending legislation, regulatory initiatives or litigation.
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UNDERWRITING

The Series 2007B Notes will be purchased from the State by the Underwriter specified on the
cover page hereof pursuant to a competitive sale for an aggregate purchase price of $310,619,900, being
the principal amount of the Series 2007B Notes plus original issue premium of $626,100 and less an
aggregate underwriting discount of $6,200.

FINANCIAL ADVISOR

RBC Dain Rauscher Inc., doing business under the name RBC Capital Markets, Denver,
Colorado, is acting as Financial Advisor to the State in connection with the issuance of the Series 2007B
Notes. Pursuant to its contract with the State, the Financial Advisor is not permitted to submit a bid to
purchase the Series 2007B Notes.

MISCELLANEOUS

The cover page, prefatory information and appendices to this Official Statement are integral parts
hereof and must be read together with all other parts of this Official Statement. The descriptions of the
documents, statutes, reports or other instruments included herein do not purport to be comprehensive or
definitive and are qualified in the entirety by reference to each such document, statute, report or other
instrument. During the offering period of the Series 2007B Notes, copies of the State Resolution and
certain other documents referred to herein may be obtained from the Financial Advisor at RBC Capital
Markets, One Tabor Center, 1200 17" Street, Suite 2150, Denver, Colorado 80202, Attention: Terry
Casey, telephone number (303) 595-1204. So far as any statements made in this Official Statement
involve matters of opinion, forecasts, projections or estimates, whether or not expressly stated, they are
set forth as such and not as representations of fact.

OFFICIAL STATEMENT CERTIFICATION

The preparation of this Official Statement and its distribution have been authorized by the
Treasurer. This Official Statement is hereby approved by the Treasurer as of the date on the cover page
hereof.

By:_ /9 Cary Kennedy
Treasurer of the State of Colorado
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REPORT LAYOUT

The Comprehensive Annual Financial Report
is presented in three sections: Introductory,
Financial, and Statistical. The Introductory
Section includes the controller’s transmittal
letter and the state’s organization chart.
The Financial Section includes the auditor’s
opinion, management’s discussion and anal-
ysis, the basic financial statements, and the
combining statements and schedules. The
Statistical Section includes fiscal, economic,
and demographic information about the state.

INTERNET ACCESS

The Comprehensive Annual Report and other

financial reports are available on the State

Controller’s home page at:
http://www.colorado.gov/dpa/dfp/sco
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December 8, 2006
To the Citizens, Governor, and L egidators of the State of Colorado

It isour privilege to present the Comprehensive Annua Financial Report (CAFR) on the operations of the State
of Colorado for the fiscal year ended June 30, 2006. Thisreport is prepared by the Office of the State Controller
and is submitted as required by Section 24-30-204 of the Colorado Revised Statutes. The State Controller is
responsible for managing the finances and financial affairs of the state and is committed to sound financia
management and governmental accountability.

We believe the financia statements are fairly presented in al material aspects. They are presented in a manner
designed to set forth the financial position, results of operations, and changesin net assets or fund balances of the
major funds and nonmajor funds in the aggregate. All required disclosures have been included to assist the
members of the General Assembly, the financial community, and the public in understanding the state’'s
financia affairs.

Except as noted below, the basic financia statements contained in the CAFR are prepared in conformity with
generaly accepted accounting principles (GAAP) applicable to government as prescribed by the Governmental
Accounting Standards Board (GASB), and except for the discretely presented component units, they are audited
by the State Auditor of Colorado. The basic financia statements comprise the Management Discussion and
Andyss (MD&A), financid statements, notes to the financia statements, and Required Supplementary
Information. The MD&A, which begins on page 19, contains additional financial analysis and supplementary
information that is required by GASB and should be read in conjunction with this transmittal letter. The
schedules comparing budgeted to actual activity, included in the section titled Required Supplementary
Information, are not presented in accordance with GAAP, rather, they reflect the budgetary basis of accounting
which defers certain payroll and Medicaid expenditures to the following fiscal year. In addition to the basic
financid statements, the CAFR includes, combining financia statements that present information by fund
category, certain narrative information that describes the individual fund categories, supporting schedules, and
statistical tables that present financial, economic, and demographic data about the state.

The funds and entities included in the CAFR are those for which the state is financially accountable based on
criteria for defining the financial reporting entity as prescribed by GASB. The primary government is the legal
entity that comprises the mgjor and nonmajor funds of the state, its departments, agencies, and state institutions
of higher education. It aso includes certain university activities that are legally separate but have been blended
with the accounts of the ingtitution that is financially accountable for the activity.

The date’'s elected officias are financialy accountable for other legally separate entities that qualify as
discretely presented component units. The following entities qualify as discretely presented component units of
the state:



University of Colorado Hospital Authority

Colorado Water Resources and Power Development Authority

Denver Metropolitan Major League Baseball Stadium District

University of Colorado Foundation

Colorado State University Foundation

Colorado School of Mines Foundation

University of Northern Colorado Foundation

CoverColorado

Venture Capital Authority
Additional information about these component units and other related entities is presented in Note 2 of the
financia statements (see page 69). Audited financial reports are available from each of these entities.

PROFILE OF THE STATE OF COLORADO

Colorado became the thirty-eighth state of the United States of Americawhen it was admitted to the unionin
1876. Its borders encompass 104,247 square miles of the high plains and the Rocky Mountains with
elevations ranging from 3,350 to 14,431 feet above sea level. The state’'s major economic sectors include
agriculture, manufacturing, technology, tourism, energy production, and mining. Considerable economic
activity is generated in support of these sectors by government, wholesale and retail trade, transportation,
communications, public utilities, finance, insurance, real estate, and other services. Given the state's semi-
arid climate, water resource development, alocation, and conservation are ongoing issues for state
management.

The state maintains a separation of powers utilizing three branches of government — executive, legidative,
and judicia. The executive branch comprises four major elected officials — Governor, State Treasurer,
Attorney General, and Secretary of State. Most departments of the state report directly to the Governor;
however, the Departments of Treasury, Law, and State report to their respective elected officials, and the
Department of Education reports to the elected State Board of Education. The elected officials serve four-
year terms with the number of terms limited in duration.

The Legidature is bicameral and comprises thirty-five senators and sixty-five representatives who are also
term limited. It is a citizen legislature whose general session lasts 120 days beginning in January of each
year. Specia sessions may be called by the Governor at his discretion and are limited to the topics identified
by the Governor. The Legidature's otherwise plenary power is checked by the requirement for the
Governor’s signature of its legislation and by specific limitations placed in the State Constitution by voters.
The most significant fiscal limitation is the restriction related to issuing debt, raising taxes, and changing
existing spending limits. From afiscal perspective, the Joint Budget Committee of the Legislature, because
of its preparation of the annual budget and supplemental appropriations bills, holds the most important power
vested in the Legislature. The Committee is bipartisan with members drawn from each of the houses of the
Legidature. The Governor’s Office of State Planning and Budgeting develops and submits an executive
branch budget proposal, but there is no requirement for the Joint Budget Committee to adopt that proposal.

The Judicial Branch is responsible for resolving disputes within the state, including those between the
executive and legidlative branches of government, and for supervising offenders on probation. The branch
includes the Supreme Court, Court of Appeals, and district and county courts, served by 262 justices and
judges in 22 judicial districts across the state (excluding 17 Denver county court judges). Municipal courts
are not part of the state system. There are also seven water courts, one in each of the major river basins. The
Judicial Branch budget is appropriated by the Legislature, and it is funded primarily from general-purpose
revenues of the General Fund.



ECONOMIC CONDITION AND OUTLOOK

The state’ s General Fund revenues reflect the overall condition of the state economy, which showed strong
growth in Fiscal Year 2005-06, increasing by $585.0 million (9.5 percent) over the prior year amount. The
revenues would have been greater by $220.4 million (total change of 13.1 percent) if not for the diversion of
that amount of general-purpose sales tax revenue from the General Fund to the Highway Users Tax Fund.
The general-purpose revenue growth is consistent with personal income growth in the state of 6.1 percent
and 5.8 percent (forecast) for 2005 and 2006, respectively. It aso reflects a significant state employment
increase as 49,600 jobs were added in 2005 and 46,600 are forecast to be added in 2006. Colorado’s
employment increase of 2.2 percent in July 2006 was the sixteenth highest rate of increase in the nation.

PERCENT CHANGE |N REAL GROSS Inflation adjusted national gross domestic product (GDP)
DOMESTIC PRODUCT grew at an annual rate of 3.2 percent in calendar 2005 and at

2.2 percent in the third quarter of 2006. GDP grew

50, 3.0 percent from the third quarter of 2005 to the third
quarter of 2006 (al percentage changes in the balance of
this paragraph are measured on the third quarter to third
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301 quarter basis). National personal consumption expend-
20| itures, which account for two-thirds of GDP and were up
10, 2.7 percent, dightly lagged the aggregate growth rate while

private domestic investment (including nonresidential
structures, equipment and software, residential, and changes
in inventories) outpaced the 2.7 percent rate at 6.1 percent.
Residentia investment declined 7.9 percent (fourth
consecutive quarter of decline) offsetting a 14.4 percent increase in nonresidential structures. Government
spending also lagged the quarter-over-quarter rate at a 1.7 percent as a decline in national defense
expenditures (1.2 percent) offset increases in state and local government spending (2.6 percent) and federa
nondefense spending growth (3.0 percent). Quarter-over-quarter export growth (9.0 percent) dlightly
exceeded import growth (7.2 percent).
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Colorado economic activity and in-migration are interdependent, and the economic recovery in Fiscal Years
2004-05 and 2005-06 affected net in-migration in calendar year 2005. In-migration more than doubled from
an average of approximately 11,800 in 2003 and 2004 to over 24,400 in 2005. It remains off its peak amount
of about 61,600, which occurred in 2001. International in-migration declined slightly from 19,700 to 18,800,
for 2004 and 2005 respectively, and the 2004 out-

migration to other states of about 5500 was COMPONENTS OF COLORADO'S
reversed with a net in-migration from other states of POPULATION CHANGE Net-Migration
about 5,500 in 2005. The short term economic W Births

effect of total in-migration is reduced by the large 150,000 - @ Deaths
proportion of international in-migration that likely
results in new households that have a lower level of 100,000
economic activity than households migrating from
other states. The information in the adjacent chartis 50,000 |
based on current Census Bureau estimates. Data for
the year 2000 is not included in the chart because a

large adjustment was made to total state population
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for that year, and matching annual estimates for (50’000)’1996 1998 2001 2003 2005

deaths and births are not available for that year.

The Governor’s Office of State Planning and Budgeting (OSPB) predicts that Colorado’s economy will
continue improving in the near term, and it has made the following forecast for Colorado’s major economic
variables:

¢+ Employment will grow by 2.6 percent in 2006.



+ Unemployment will average 4.6 percent for 2006 compared with 5.1 percent in 2005, and it is expected
to fall to 4.5 percent by 2008.

¢+ Wages and salary income will grow by 5.3 percent in 2006 and 5.4 percent in 2007.

¢+ Total persona income will increase by 5.8 percent in 2006 and 5.9 percent in 2007.

+ Netin-migration is expected to be 30,000 in 2006 with total population growth of 1.4 percent.
+ Retail trade sales will increase 5.5 percent in 2006 and 5.7 percent in 2007.

¢+ Colorado inflation will increase from 2.1 percent in 2005 to 3.5 percent in 2006 and then fall to
3.2 percent in 2007.

MAJOR GOVERNMENT FISCAL INITIATIVES

In the 2006 legidative session, the Legidature passed and the Governor signed significant legidation affecting
the fiscal operations of the state. The most immediate impact was the result of various pieces of legidation that
implemented the voter’s passage of Referendum C in the November 2005 eection, which alowed the state to
retain revenues in excess of the limits set in the State Constitution.

Referendum C created a General Fund Exempt Account within the General Fund that consists of the retained
revenues. Because the amount of retained revenues would not be known until well after the end of the fiscal
year, the legidature appropriated a spending plan for the General Fund Exempt Account based on the December
2005 estimate of the amount to be retained. As aresult, the state' s budget shows $815.2 million appropriated for
the activities designated in Referendum C including health care, education, and fire and police pensions.

In addition to the amounts appropriated in the Genera Fund Exempt Account, the retained revenues made it
possible for the legidature to increase Generad Fund appropriations by approximately $113.0 million. The
increase brought the growth in Genera Fund appropriations to the statutory limit, which activated existing
statutory requirements including paying back moneys to the cash funds that were transferred into the General
Fund in prior years and diverting sales tax revenues to the Highway Users Tax Fund. The ability to retain excess
revenues also resulted in significant General Fund surplus (fund balance on the budgetary basis) that will be
transferred to the Capital Projects Fund and the Highway Users Tax Fund in Fiscal Year 2006-07 under pre-
existing statutory requirements. These existing statutory requirements when added to the $815.2 million
appropriated from the Genera Fund Exempt Account exceeded the resources available and certain existing
General Fund appropriations were reduced.

The Legidature passed |egidlation to address the unfunded actuaria liability of the Public Employees Retirement
Association. The bill provides for additional funding of .5 percent of salary each year beginning in 2008 until an
additiona 3 percent is being contributed by the state. This additional funding will terminate when each division
of PERA reaches 100 percent funding status. The additional funding will come from changes to state employee
salaries. Thehill aso:
+ changed benefit provisions for new hires beginning January 1, 2007,
+ reduced the prescribed amortization period for the unfunded actuarial liability from 40 to 30 years,
¢+ required the General Assembly to contract for an independent actuaria study before benefits are
increased,
+ required full actuarial costing of purchases of service credit,
+ changed the composition of the PERA board by removing the State Auditor and replacing elected
members with gubernatoria appointees with relevant professional experience, and

+ dlowed new employees of Higher Education Indtitutions to select the PERA or state defined
contribution plan in addition to their existing options.

During the regular 2006 Legidlative Session, the Legidature passed laws that among other requirements
prohibited state agencies from contracting for services with a contractor who knowingly employs or contracts
with illegal aliens and requires state contractors to certify compliance with this law. The Governor caled a
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Specia Session of the Legidature in June 2006 to address additiona issues related to illegal immigration. One
of the laws passed in the Specia Session requires verification of lawful presence in the United States before an
applicant quaifies for certain public benefits. The legidature addressed other immigration issues in the regular
and specia sessions, however, the two items discussed above continue to significantly affected the fisca
operations of state government primarily in the areas of contracting, purchasing, and benefits disbursement.

BUDGETARY AND OTHER CONTROL SYSTEMS

The Genera Assembly enacts the annual state budget for all ongoing programs, except for federal and custodial
funds. New programs are funded for the first time in enabling legidation and are continued through the Long
Appropriations Act in future periods. For the most part, appropriations lapse at the end of the fiscal year unless
extenuating circumstances prompt the State Controller to approve an appropriation rollforward. Capita
construction appropriations are normally effective for three years.

The state records the budget in its accounting system along with estimates of federal awards and custodia funds
of the various departments. Revenues and expenses/expenditures are accounted for on the basis used for the
fund in which the budget is recorded except for certain budgetary basis exceptions (see Note RSI-1A).
Encumbrances are aso recorded and result in a reduction of the budgeted spending authority. Encumbrances
represent the estimated amount of expenditures that will be incurred when outstanding purchase orders,
contracts, or other commitments are fulfilled. Encumbrances in the Genera Fund are not reported as a
reservation of fund balance unless the related appropriations are approved for rollforward to the subsequent
fiscd year. Fund balance is reserved for encumbrances that represent legal or contractua obligations in the
Capital Projects Fund and the Department of Transportation’ s portion of the Highway Users Tax Fund.

In developing the state’ s accounting system, consideration has been given to the adequacy of internal accounting
controls. Internal accounting controls are designed to provide reasonable, but not absolute, assurance regarding
the safeguarding of assets against loss from unauthorized use or disposition. Those controls also assure the
reliability of financial records for preparing financial statements and maintaining the accountability for assets.
The concept of reasonable assurance recognizes that the cost of a control should not exceed the benefits likely to
be derived from that control. The evaluation of costs and benefits requires estimates and judgments by
management. All internal control evaluations occur within this framework. We believe that the state' s interna
accounting controls adequately safeguard assets and provide reasonable assurance of proper recording of
financia transactions.

RISK MANAGEMENT

The dtate self-insures its agencies, officials, and employees againgt the risk of loss related to generd liability,
motor vehicle liability, and workers compensation. Property claims are not sdf-insured, as the state has
purchased insurance. The state uses the General Fund to account for the risk management function including
operations and al matured claims or judgments. (See Note 6-H on page 77, Note 22 on page 103, Note 26 on
page 111). Actuarially determined and other long-term risk management claims are reported only on the
government-wide Statement of Net Assets. Medical claims for officials and employees are managed through the
Group Benefits Plan Fund, a Pension and Employee Benefits Trust Fund that also became self-insured during
Fiscal Year 2005-06. The Regents of the University of Colorado, the Board of Governors of the Colorado State
University System, and the Board of Trustees of University of Northern Colorado individually manage the risks
to which they are exposed and do not participate in the state’ s risk management fund.

INDEPENDENT AUDIT

The State Auditor performs an audit of the Basic Financial Statements. The opinion of the auditor is on page 16
of this report. Besides auditing the statewide financia statements, the auditor will from time to time audit the
financial statements and operations of various departments and institutions within state government.
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In 1996, the United States Congress amended the Single Audit Act of 1984. The amended act clarifies the
state’' s and the auditor’ s responsibility for ensuring that federal moneys are used and accounted for properly.
Under the requirements of this act, transactions of major federal programs are tested. The state prepares a
Schedule of Expenditures of Federal Awards for inclusion in the State Auditor’s Statewide Single Audit
Report. The State Auditor issues reports on the schedule, the financial statements, internal controls, and
compliance with the requirements of federal assistance programs.

CASH MANAGEMENT

Statutes direct the State Treasurer to invest cash that is not immediately needed to pay obligations of the state.
These investments may consist of obligations of the United States, commercial paper of prime quality,
repurchase agreements, bank acceptance agreements, and other investment instruments. The State Treasurer
also invests funds of the Colorado Water Resources and Power Development Authority, a component unit, and
the Great Outdoors Colorado Trust Fund, a related organization. Both are accounted for in the treasurer’s
agency funds. At June 30, 2006, the State Treasurer held the following investments at fair value:

Amount in
Investment Type Millions

U.S. Government Securities $ 1,927.3
Commercial Paper 1,403.5
Asset Backed Securities 722.4
Corporate Bonds 492.3
Mutual Funds 103.0
Mortgages Securities 79.7
Total $ 4,728.2

CERTIFICATE OF ACHIEVEMENT

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate
of Achievement for Excellence in Financia Reporting to the State of Colorado for its comprehensive annual
financia report for the fiscal year ended June 30, 2005. Thiswas the ninth consecutive year that the government
has achieved this prestigious award. In order to be awarded a Certificate of Achievement, a government must
publish an easily readable and efficiently organized comprehensive annua financia report. This report must
satisfy both generally accepted accounting principles and applicable legal requirements.

A Certificate of Achievement isvalid for a period of one year only. We believe that our current comprehensive
annual financial report continues to meet the Certificate of Achievement Program’s requirements, and we are
submitting it to the GFOA to determine its eigibility for another certificate.

ACKNOWLEDGMENTS
In conclusion, | thank my staff and the accountants and program managers in al of the state departments and

branches whose time and dedication have made this report possible. | reaffirm our commitment to maintain the
highest standards of accountability in financia reporting.

Sincerely,

Leslie M. Shenefelt
State Controller
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Sally Symanski, CPA

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 8, 2006

Independent Auditor’s Report

Members of the Legidative Audit Committee:

We have audited the accompanying financial statements for the governmental activities, the
business-type activities, the aggregate discretely presented component units, each magjor fund and
the aggregate remaining fund information of the State of Colorado as of and for the fiscal year ended
June 30, 2006, which collectively comprise the State’ s basic financial statements aslisted 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 total assets, 3 percent of the net assets, and 7 percent of the total revenue
of Higher Education Institutions, a major enterprise fund, and 2 percent of the total assets, 2 percent
of the net assets, and 5 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 they relate 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 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 also 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 areasonable basis for our opinions.

In our opinion, based on our audit and the reports of other auditors, the financial statements referred
to above present fairly, in al material respects, the respective financial position 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 June 30,
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2006, 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.

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 grants and other matters will be issued under a
separate cover. That report, upon itsissuance, 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 40 and
“Budgetary Information” and “Infrastructure Assets Reported Under The Modified Approach” on
pages 129 through 141 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, and statistical tables 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 usin 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 and the statistical section have not been subjected to the auditing procedures applied in the
audit of the basic financial statements and, accordingly, we express no opinion on them.

Sty G
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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 financia statements and notes should be reviewed in
their entirety. To avoid duplication of the analysis, the cause of the significant items identified in the Financia
Highlights Section and the Overal Financial Position and Results of Operations Section are explained in the
Individual Fund Analysis Section that follows.

FINANCIAL HIGHLIGHTS

Government-wide:

Assets of the state’'s governmental activities exceeded liabilities by $15,083.9 million, an increase of
$957.6 million as compared to the prior year amount of $14,126.3 million. Assets of the state’s business-type
activities exceeded liabilities by $4,456.8 million, an increase of $479.6 million as compared to the prior year
amount of $3,977.2 million. Intotal, net assets of the state increased by $1,437.2 million to $19,540.7 million.

Fund Level:

Governmental fund assets exceeded liabilities resulting in total fund balances of $4,318.7 million (prior year
$3,441.1 million), of which, $2,905.2 million (prior year $2,349.3 million) was reserved, and the balance of
$1,413.5 million (prior year $1,091.8 million) was unreserved. In total, governmental fund balances increased
$877.6 million from the prior year primarily due to increases in the General Fund, the Capital Projects Fund, and
nonmajor Special Revenue Funds in the aggregate. The unreserved undesignated fund balance of the General
Fund (on the GAAP basis) was $295.9 million and $0 at June 30, 2006, and June 30, 2005, respectively. This
significant increase was the result of alarge transfer into the General Fund from the Controlled Maintenance Trust
Fund and the passage of Referendum C in the 2005 election, which allowed the state to retain revenues in excess
of the constitutional limits.

Enterprise Fund assets exceeded liabilities resulting in total net assets of $4,456.8 million (prior year
$3,977.2 million), of which, $3,392.4 million (prior year $3,106.0 million) was restricted or invested in capital
assets, and the balance of $1,064.4 million (prior year $871.2 million) was unrestricted. The total increase of
$479.6 million in Enterprise Fund net assets primarily occurred in the Higher Education Institutions and
Unemployment Insurance funds.

Debt Issued and Outstanding:

The outstanding governmental activities notes, bonds, and certificates of participation at June 30, 2006 were
$2,029.9 million (prior year $2,096.3 million), which is 34.6 percent (prior year 40.6 percent) of financial assets
(cash, receivables, and investments) and 10.5 percent (prior year 11.3 percent) of total assets of governmental
activities. The 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
$2,572.0 million (prior year $2,148.5 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. Inthe
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 $1,116.1 million of revenues in excess of the
TABOR limit is not shown as a TABOR Refund Liability on the Fiscal Year 2005-06 financia statements; the
$2.9 million shown on the financial statements is the amount of Fiscal Y ear 2004-05 TABOR refund that was not
distributed as June 30, 2006. (See page 26 for more information on the TABOR requirements and Referendum
C)
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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 MDA),
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 Satement 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 financia 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. Increasesin 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 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.

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 financialy
accountable. More information on the discretely presented component units can be found in Note 2 on page
69.

Fund Level 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
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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 essentialy a
short-term view that excludes capital assets, debt, and other long-term liabilities. The modified accrua 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 isused 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. Interna 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 Fundsis 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.

¢+  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 accrual
accounting.

The state has elected to present combining financial statements for its component units. 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 (RSl)

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, RSl 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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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
2006 2005 2006 2005 2006 2005
Noncapital Assets $ 6,301,963 $ 5,558,672 $ 4,747,593 $ 3,962,351 $11,049,556 $ 9,521,023
Capital Assets 12,972,737 12,962,066 3,279,660 3,122,815 16,252,397 16,084,881
Total Assets 19,274,700 18,520,738 8,027,253 7,085,166 27,301,953 25,605,904
Current Liabilities 2,004,430 2,166,682 787,471 757,133 2,791,901 2,923,815
Noncurrent Liabilities 2,186,405 2,227,761 2,782,982 2,350,862 4,969,387 4,578,623
Total Liabilities 4,190,835 4,394,443 3,570,453 3,107,995 7,761,288 7,502,438
Invested in Capital Assets,

Net of Related Debt 11,662,529 11,771,877 2,256,602 2,238,068 13,919,131 14,009,945
Restricted 1,719,232 1,455,029 1,135,776 867,919 2,855,008 2,322,948
Unrestricted 1,702,104 899,389 1,064,422 871,184 2,766,526 1,770,573
Total Net Assets $15,083,865 $14,126,295 $ 4,456,800 $ 3,977,171 $19,540,665 $18,103,466

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, as well as, significant current year increases in those balances.
However, this measure must be used with care because large portions of the balances relate to capital assets or
restricted assets that may be unavailable to meet the day-to-day payments of the state.

Capital assets, net of related debt, account for $13,919.1 million or 71.2 percent of the state’s total net assets,
which represents a decrease of $90.8 million from the prior year. This line item shows the origina costs of
capital assets reduced by depreciation to date and any remaining debt or lease liabilities the state incurred to
obtain the assets. The current year decline in the amount indicates that current year depreciation exceeded the
liquidation of borrowing related to the capital assets, which means the state is not paying off the borrowing for
capital assets at the rate at which the capital assets are declining in service utility. 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 $2,855.0 million or 14.6 percent
of net assets, which represents a $532.1 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.
The largest increases were in restrictions related to Unemployment Insurance ($227.1 million) and Highway
Construction and Maintenance ($145.3 million).

The Unrestricted Net Assets of $2,766.5 million or 14.2 percent of total net assets represents the amount by which
total assets exceed total liabilities after al restrictions are considered. This represents an increase of
$995.9 million from the prior fisca year. The governmental activities unrestricted net assets account for
approximately $802.7 million of this increase with the balance in business-type activities. The largest portion of
unrestricted net assets is reported in the General Fund and in Special Revenue Funds, and generally, legidlative
action is required to make the Special Revenue Fund resources available for state programs other than the
program for which the revenue was collected.
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Another important measure of the state’s financial hedth is the change in net assets from the prior year. The
following condensed statement of activities shows that net assets of both the governmental and business-type
activities increased during the fiscal year. The Fiscal Year 2004-05 balances have been restated to aggregate
Payments to School Districts and Payments to Other Governments in the function that made those payments and
to disaggregate the Wildlife Fund and College Access Network Fund out of Other Business-Type Activities. For
the governmental activities, revenues and transfers-in exceeded expenses and transfers-out resulting in net assets
increasing by $1,086.5 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 $877.6 million. Program
revenue of the governmental activities increased by $278.4 million (5.8 percent), and general-purpose revenues
increased by $1,103.0 million (14.9 percent) while expenses increased by $1,074.9 million (9.5 percent) from the
prior year.

Business-type activities' revenues and transfers-in exceeded expenses by $476.3 million resulting in an increase
in net assets. Program revenue of the business-type activities increased by $809.6 million while expenses
decreased by $237.3 million. Transfers from the governmental activities to the business-type activities decreased
from $555.5 million to $80.9 million primarily due to the new Higher Education funding mechanism under which
transfers to the ingtitutions are replaced with student stipends and fee for service contracts with the institutions.
The following table was derived from the current and prior year government-wide Satement of Activities.

(Amounts in Thousands)

Total
Governmental Business-Type Primary
Activities Activities Government
Restated Restated Restated
Programs/Functions 2006 2005 2006 2005 2006 2005
Program Revenues:
Charges for Services $ 759,259 $ 743,151 $ 3,451,987 $ 2,704,665 $ 4,211,246 $ 3,447,816
Operating Grants and Contributions 3,909,382 3,684,878 1,466,045 1,403,928 5,375,427 5,088,806
Capital Grants and Contributions 447,283 409,458 16,856 16,667 464,139 426,125
General Revenues:
Taxes 7,451,149 6,396,801 34,728 - 7,485,877 6,396,801
Restricted Taxes 922,872 868,251 - - 922,872 868,251
Unrestricted Investment Earnings 35,372 29,736 - - 35,372 29,736
Other General Revenues 84,335 95,912 - - 84,335 95,912
Total Revenues 13,609,652 12,228,187 4,969,616 4,125,260 18,579,268 16,353,447
Expenses:
General Government 164,276 434,357 - - 164,276 434,357
Business, Community, and Consumer Affairs 449,411 604,096 - - 449,411 604,096
Education 4,394,236 3,503,528 - - 4,394,236 3,503,528
Health and Rehabilitation 524,736 532,139 - - 524,736 532,139
Justice 1,197,334 1,164,956 - - 1,197,334 1,164,956
Natural Resources 112,753 66,864 - - 112,753 66,864
Social Assistance 4,348,466 4,060,907 - - 4,348,466 4,060,907
Transportation 1,205,556 960,033 - - 1,205,556 960,033
Interest on Debt 31,969 26,925 - - 31,969 26,925
Higher Education Institutions - - 3,446,716 3,294,154 3,446,716 3,294,154
Unemployment Insurance - - 305,447 352,712 305,447 352,712
Collegelnvest - - 73,745 54,453 73,745 54,453
Lottery - - 402,391 367,474 402,391 367,474
Wildlife - - 91,221 89,023 91,221 89,023
College Access Network - - 115,200 85,235 115,200 85,235
Other Business-Type Activities - - 138,773 93,150 138,773 93,150
Total Expenses 12,428,737 11,353,805 4,573,493 4,336,201 17,002,230 15,690,006
Excess (Deficiency) Before Contributions,
Transfers, and Other Items 1,180,915 874,382 396,123 (210,941) 1,577,038 663,441
Contributions, Transfers, and Other Items:
Transfers (Out) In (80,894) (555,478) 80,894 555,478 - -
Special Item (13,534) (1,112) (707) - (14,241) (1,112)
Total Contributions, Transfers, and Other Items (94,428) (556,590) 80,187 555,478 (14,241) (1,112)
Total Changes in Net Assets 1,086,487 317,792 476,310 344,537 1,562,797 662,329
Net Assets - Beginning 14,126,295 13,807,166 3,977,171 3,616,740 18,103,466 17,423,906
Prior Period Adjustment (128,917) 1,337 3,319 15,894 (125,598) 17,231

Net Assets - Ending $15,083,865 $ 14,126,295 $ 4,456,800 $ 3,977,171 $19,540,665 $18,103,466
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TABOR Revenue, Debt, and Tax-Increase Limits

Background and Current Condition

Fiscal Year 2005-06 is the thirteenth 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 revenuesis limited to
the combination of the percentage change in the state’s population and inflation based on the Denver-Boulder
CPlI-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, that 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 Y ear 2005-06 through Fiscal
Y ear 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 a the annual €election.
Multiple year borrowings can only be undertaken after approval by asimilar 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 Genera Fund. Therefore, the TABOR revenue,
expenditure, debt, and tax-increase limitations are significant factors in the changing fiscal health of the state’s
General Fund. This condition 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 Legidative action) but are required to be
budgeted and spent from the General Fund Exempt Account created in the General Fund by Referendum C.

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 resultsin a
permanent loss of the state's ability to retain revenues collected. Except for the five year refund hiatus,
Referendum C did not change this provision; however, ratchet down did not occur in Fiscal Y ear 2005-06.

In the first three years of operations under TABOR, the state did not exceed the revenue limitation. In Fiscal
Years 1996-97 through 2000-01, state revenues exceeded the TABOR limitation by $139.0 million,
$563.2 million, $679.6 million, $941.1 million, and $927.2 million, respectively. The economic downturn in
Fisca Years 2001-02 and 2002-03 and adjustments for inaccurate population estimates applied in Fiscal
Y ear 2003-04 precluded TABOR refunds in those years. The state was required to refund $41.1 million in Fiscal
Year 2004-05. At the beginning of Fiscal Year 2005-06, this amounted to total required refunds of
$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 2005-06, state revenues SUbjeCt to NONEXEMPT REVENUES OVER(UNDER)
TABOR were $9,161.4 million, which was $1,116.1 mil- ., THE TABOR LIMITATION AFTER ADJUSTMENTS
lion over the adjusted current year limit; however, the
$1,116.1 million is not reported as a liability on the
fund-level General Fund Baance Sheet or the
government-wide Statement of Net Assets because under
Referendum C it will not be refunded to taxpayers. At
the beginning of Fiscal Year 2005-06, the Petroleum
Storage Tank Fund and nearly al Higher Education $00 : : ‘ ‘ ‘ ==
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State Controller makes qualifications of enterprises neutral in the TABOR calculations by removing the activities
revenues from the base upon which the TABOR limit is calculated. In Fiscal Year 2005-06, the TABOR base
was reduced by $374.1 million related to enterprise qualifications.

Under the requirements of current law, the Governor’s Office of State Planning and Budgeting (OSPB) estimates
that the state will retain $3.9 billion during the five-year refund time-out authorized by Referendum C.

Referendum C

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

¢+ The state shall be authorized to retain and spend al 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 Legidature shall appropriate the moneys in the account for health care, education
(including related capital projects), firefighter and police pension funding, and strategic transportation
projects.

+ The Director of Research of the Legislative Council shal 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 of
revenues, which is available four months after fiscal year end. The referendum authorized spending the moneys
in the same year the revenues are retained, and therefore in the 2006 legidative session, the Legislature
appropriated the moneys in the General Fund Exempt Account for Fiscal Year 2005-06. The appropriation was
based on the Legidative Council March 20, 2006, estimate of the total retained revenue, which was
$815.2 million or $300.9 million less than the actual amount retained.

A portion of the revenues retained and spent were earned in various cash funds, but are required to be
appropriated from the General Fund Exempt Account in the General Fund. In lieu of transferring the moneys
from those cash funds to the General Fund Exempt Account, the Legislature reduced some genera funded
appropriations and increased some cash funded appropriations, which is referred to as refinancing the
appropriation. However, there is no requirement for the appropriation refinancing to occur in the same funds that
contributed to the excess revenues.

To understand the effect of Referendum C, it is necessary to understand what likely would have occurred absent
its passage. The last OSPB estimate prior to passage of the referendum showed a $440.4 million TABOR refund
and a shortfall of $117.1 million in the required reserve. After that estimate, cash fund revenues (which are not
available in the General Fund for making a refund) exceeded estimates by $385.1 million. In order to maintain
the required four percent reserve and refund the increasing cash fund revenues from the Genera Fund, the
Legislature would have needed $502.2 million of additional General Fund spending reductions (or refinancings)
or General Fund resource enhancements (transfers in from cash funds). The ne