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Members of the L egislative Audit Committee:

This report contains the results of the financia audit of the Prepaid Tuition Fund of
Collegelnvest as of June 30, 2007. The audit was conducted pursuant to Section 2-3-103,
C.R.S., which authorizes the State Auditor to conduct audits of the departments, institutions and
agencies of State government.
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REPORT SUMMARY

COLLEGEINVEST
PREPAID TUITION FUND
FINANCIAL AUDIT
FISCAL YEAR ENDED JUNE 30, 2007

Purpose and Scope

The Office of the State Auditor, State of Coloraalmaged Clifton Gunderson LLP to conduct
the financial audit of Collegelnvest Prepaid Tuitibund (Prepaid Tuition Fund) for the fiscal
year ended June 30, 2007. Clifton Gunderson LLFopwed this audit in accordance with
auditing standards generally accepted in the Unitates of America and the standards
applicable to financial audits contained @overnment Auditing Standardgsssued by the
Comptroller General of the United States.

The purpose and scope of our audit was to expreepiaion on Collegelnvest's Prepaid Tuition
Fund basic financial statements as of and foridoalf year ended June 30, 2007.

Audit Opinions and Reports

We expressed an unqualified opinion on Collegeltisd®repaid Tuition Fund basic financial
statements, as of and for the fiscal year ended 30n2007.

Summary of Key Findings and Recommendations

There was a significant deficiency relating to teeognition of investments. The finding is
represented as Finding #1 in the Findings and Rewndations section of this report.

There was a significant deficiency relating to sggtion of duties. The finding is represented as
Finding #2 in the Findings and Recommendationsaedf this report.

Summary of Progress in Implementing Prior Year Audt Recommendations

There were no audit recommendations for the yede@&dune 30, 2006.



Required Communication

Auditor’'s Responsibility Under Generally Accepteduditing Standards. Our audit of the
financial statements of the Collegelnvest Prepaididn Fund for the years ended June 30, 2007
and 2006, was conducted in accordance with audstiaigdards generally accepted in the United
States of America. Those standards require thaplae and perform the audits to obtain
reasonable, but not absolute, assurance about evh#ike financial statements are free of
material misstatement. Reasonable assurance audih is obtained by examining evidence
supporting the amounts and disclosures in the filmhstatements on a test basis. An audit does
not include verification of all transactions andc@aent balances, nor does it represent a
certification of the absolute accuracy of the ficiahstatements.

In testing whether the financial statements are dkmaterial misstatement, we focus more of
our attention on items with a higher potential cdterial misstatement, and less on items that
have a remote chance of material misstatement. tlisrpurpose, accounting literature has

defined materiality as “the magnitude of an omissio misstatement of accounting information

that, in the light of surrounding circumstances,kesit probable that the judgment of a

reasonable person relying on the information wdwdgte been changed or influenced by the
omission or misstatement.”

An audit also includes assessing the accountintripies used and significant estimates made
by management, as well as evaluating the overahftial statement presentation. Although we
may make suggestions as to the form and contettieofinancial statements, or even prepare
them in whole or in part, the financial statemeetsain the representations of management. In
an audit, our responsibility with respect to theaficial statements is limited to forming an
opinion as to whether the financial statementsaafair presentation of the Fund’s financial
position, results of operations, and cash flows.

Significant Accounting Policies. There were no significant accounting policies tbeir
application which were either initially selectedatranged during the year.

There were no significant, unusual transactiongantroversial or emerging areas for which
there is a lack of authoritative guidance or cosasn

Management Judgments and Accounting Estimate$he following is management’s
description of the process utilized in forming esttes for the actuarial liability related to the
future cash flows of the Prepaid Tuition Fund:

Management develops assumptions for its annuahaatistudy of the future cash flows of the
Prepaid Tuition Fund. The present value of futcash flows less amounts receivable from
contract payments equals the liability for contseamd benefits payable.

Contract and installment cancellations assumptayesl.75% and 5.12%, respectively, and are
based on the Fund’s past experience of cancelation



The investment yield assumption is based on estgnait the yields that will be available on the

investment portfolio and cash. For both fiscal rgeanded June 30, 2007 and 2006, the
investment yield assumption was 4.5%. The actoabalized yield on investments of the fund

was 3.2%.

Tuition increases are based on the current bestadst of future tuition increases for Colorado
public four-year colleges and universities in etigte at such time plus the State community
colleges. For the fiscal year ended June 30, 20@7tuition increases assumption is 5.5% for
three years and 5.25% thereafter. For the fiseatsyended June 30, 2007 and 2006, the actual
average tuition increased by 9.3% and 10.3%, réispéc However due to contract restrictions,
average tuition as computed under the contractstenmtreased 5.5% in both the fiscal years
ended June 30, 2007 and 2006.

Our conclusion regarding the reasonableness dfitbhee cash flows of the Prepaid Tuition Fund
was based primarily on our testing of the rate efum on the Fund’'s investments, our
examination of past cancellations, our testing l# tuition increases, our tests of internal
controls over receipts and distributions, and o@n@nation of the administrative expenses and
the projections used in the estimation of the Gatgrand Benefits Payable liability.

Audit Adjustments We noted one adjustment during our audit - ansidjent of $134,704 to
reflect investments at fair market value. Thisuatinent has been reflected in the accompanying
financial statements.

Other Information in Documents Containing Audited iRancial Statements In connection
with the Fund’'s annual report, we did not performy gorocedures or corroborate other
information included in the annual report. Howewee read management’s discussion and
analysis of financial conditions and results of raiens and considered whether the information
or the manner in which it was presented was mdiernaconsistent with information or the
manner of presentation of the financial statemeBi@sed on our reading, we concluded that the
information did not require revision.

Disagreements With Management. There were no disagreements with management on
financial accounting and reporting matters, audifnocedures, or other matters which would be
significant to the Fund’s financial statements or @port on those financial statements.

Consultations With Other AccountantsWe were informed by management that they made no
consultations with other accountants on the apjpdicaof generally accepted accounting
principles or generally accepted auditing standards

Major Issues Discussed With Management Prior to Bation. There were nanajor issues,
including the application of accounting principlasd auditing standards, which were discussed
with management prior to our retention as auditors.

Difficulties Encountered in Performing the Audit. We encountered no serious difficulties in
dealing with management related to the performancerr audit.



COLLEGEINVEST PREPAID TUITION FUND
RECOMMENDATION LOCATOR
FISCAL YEAR ENDED JUNE 30, 2007

Rec. Page Entity’s Implementation
No. No. Recommendation Summary Response Date
1 7 Collegelnvest should ensure that Agree 30n2008

the investments are properly
recorded at fair market value.

2 7 Collegelnvest should segregate Agree Noveldbe2007
duties of user setup and through
system administration from duties June 308200

such as vendor setup, accounts
payable and posting journal entries.



DESCRIPTION OF
COLLEGEINVEST
PREPAID TUITION FUND

Organization

The Colorado General Assembly, pursuant to ColoRelMised Statutes 23-3.1-201, et seq., and
23-3.1-301, et seq., established a student oligationd program (Student Loan Program
Funds, which consist of the Borrower Benefit FuBthnd Funds, the Collegelnvest Early
Achievers Scholarship Fund, and the Nursing Teakcban Forgiveness Fund), a post secondary
education expense program (Prepaid Tuition Fund,an Internal Revenue Code Section 529
college savings program (Scholars Choice Fund,cDirartfolio Fund, and Stable Value Plus
Fund), which are administered by Collegelnvest.e phograms assist families in meeting the
expenses incurred in availing themselves of higkduwcation opportunities. The Executive
Director of the Colorado Department of Higher Edimahas responsibility for oversight and
management of Collegelnvest, including appointimg Director. In addition, Collegelnvest has
a nine person Board of Directors (Board) designatethe Governor and approved by the State
Senate to serve four year terms.

Colorado Prepaid Tuition Fund

The Prepaid Tuition Fund was established in 199pravide families with an opportunity to
save for future college education expenses. Thepdit Tuition Fund offered an annual
enrollment period for purchasers to buy prepaidiamicontracts. The Prepaid Tuition Fund
offers certain federal and state tax advantagesviestors and was designed to keep pace with
average tuition inflation in Colorado. Originallhe investment was valued at and paid out at
the level of average tuition or an average mininafrd% per year over the life of the contract
(when held until the first payment date), whichewes greater, at the time of payment. The
contract terms were amended on February 20, 2003der the new terms, the investment is
valued and paid out at the lesser of 1) the peagentncrease in actual average tuition or 2)
5.5%. A purchaser can use amounts paid from tleedrt Tuition Fund to pay for eligible
expenses at private and public colleges, univessitand vocational schools throughout the
United States.

The Colorado Constitution and other State laws ipibkthe State from providing its full faith
and credit to obligations of other entities, suchthe Prepaid Tuition Fund. As a result,
payments from the Prepaid Tuition Fund are nota@puiaed in any way by the State, and are not
considered to have created a debt or obligatiorthef State. Such payments are limited
obligations, payable from the Prepaid Tuition Fuimgt not from the other assets of the State or
Collegelnvest. In accordance with State law, i§itetermined that the Prepaid Tuition Fund is
not actuarially sound as determined by an actuaa#liation, Collegelnvest may direct the
distribution of available assets. If it is detemed that the Prepaid Tuition Fund is not



financially sound as determined by an annual auttén Collegelnvest may discontinue

permanently or for a period of time may suspenariqular aspect of the Prepaid Tuition Fund
and the execution of additional contracts. As ofést 1, 2002, the Fund was closed to new
investors.

During the March 2004 legislative session, the Gantssembly enacted H.B. 04-1350, making
changes to the Prepaid Tuition Fund. Effectivey dul2004, the State Treasurer is required to
invest moneys in the Prepaid Tuition Fund baseduprection from Collegelnvest's Board of
Directors. Prior to July 1, 2004, the State Treassinvested moneys in the Prepaid Tuition Fund
based on the advice and recommendations of Coflegsi. Collegelnvest is required to
evaluate the actuarial soundness of the Fund itherlast day of the fiscal year, more than ten
percent of the Fund is invested in 1) common ofegpred stock, 2) corporate bonds, notes or
debentures that are convertible into common stockpreferred stock, or 3) investment trust
shares. Collegelnvest may contract with a privatesultant to provide this evaluation. As of
June 30, 2007, none of these criteria were mes, dinuevaluation was not necessary.



FINDINGS AND RECOMMENDATIONS

Prepaid Tuition Fund
Finding #1: Investments

The Governmental Accounting Standards Board (GASBatement No. 31 requires that

investments be reported at fair market value. HeuitGASB Statement No. 40 requires that
governmental entities disclose the fair market @adfi each investment type held. During the
course of our audit, we noted that all of the itnesits of the Prepaid Tuition Fund were

recorded on the books of Collegelnvest at amortcesi. For financial statement purposes, an
adjustment had been made to the amortized coshvasiments for the difference between

historical cost and fair market value. The adjwsttrshould have been made for the difference
between amortized cost and fair market value. Assalt, investments and unrealized gains
were misstated by approximately $135,000. Althotlgh misstatement was immaterial to the
financial statements as a whole, there were misifieations between investment types in the
footnotes to the financial statements required BYsB8 Statement No. 40 that were material as a
result of this error.

This error was due to the fact that there was & laicreview by knowledgeable staff of
investment balances prior to issuing the finansiatements.

Recommendation #1:

Collegelnvest should establish year end procediaresaluing and adjusting investments and
implementing a procedure to review the values.

Collegelnvest’'s Response:

Agree. Collegelnvest records the amortized cosbuants in its general ledger for internal
management purposes and should have reclassifesg timounts in the financial statements
prior to delivering the financial statement draftthe auditors. Collegelnvest will establish year
end procedures for reviewing the valuation and sidjent of investment values prior to
delivering the financial statement draft to theitard. This will be implemented for fiscal year
end June 30, 2008.

Finding #2: Segregation of Duties

Collegelnvest is responsible for designing and ennting internal controls that are sufficient

to adequately safeguard its assets. A componesirafig internal control over assets, such as
cash, would include a proper segregation of dutiésa single employee has access to vendor
setup rights, accounts payable, and blank chedakstbcould create a situation where a false
vendor could be established and paid without bdatgcted in a timely manner.



As a part of our audit, we gained an understandfragccess controls over network and financial
systems. During our discussions with managemeret, discovered that both the Senior
Accountant and the Accountant Il have full systedmamnistration rights to the Great Plains
financial software. Also, both positions have ascto blank check stock, vendor setup rights,
and the accounts payable module. Finally, thed@ehicountant possesses rights to enter and
post journal entries. However, as a mitigatingtawn neither of these individuals receive the
bank statement or prepare or review the bank relcaimns.

Recommendation #2:

Collegelnvest should improve its internal controler cash and other assets by expanding its
internal control procedures to include controlsroemployees’ access to accounting system
modules and blank check stock. In addition, Ca@lagest should adequately segregate the
duties of user setup and system administration fohres such as vendor setup, accounts
payable, and posting journal entries. Finally,cacting duties should be assigned to ensure that
adequate segregation of duties exists.

Collegelnvest’'s Response:

Agree. Collegelnvest has already taken steps torseaccess to blank check stock from
personnel that have system administration righssaff with full administration rights do not
have the authority to send wires, do not have actedlank check stock and do not have
accounts payable invoice signature authority. &g@linvest has the following compensating
controls that mitigate the risk associated with oacting department staff with full
administration rights to software:

1. All checks and corresponding invoices are revietmwethe Chief Financial Officer.
2. Collegelnvest performs a detailed review of actaddudget on a quarterly basis.

Additionally, Collegelnvest will implement a revieaf all new accounts payable vendors on a
monthly basis. All new vendors will be approved thg Controller and the Chief Financial
Officer. This process will be implemented as ofvBimber 30, 2007.

Collegelnvest also plans to transfer responsibility administrative rights to the Information
Technology Department by June 30, 2008. In therimt Collegelnvest believes the controls
surrounding cash disbursements will be sufficientitigate the risk associated with accounting
department staff with full administration rightstiithe transfer of this function.



DISPOSITION OF PRIOR AUDIT RECOMMENDATIONS

There were no findings or recommendations repartede financial audit of the Prepaid Tuition
Fund for the fiscal year ended June 30, 2006.
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Independent Auditor's Report

Members of the Legislative Audit Committee:

We have audited the accompanying basic financadéstents of Collegelnvest (a division of the
Department of Higher Education, State of Colordei@paid Tuition Fund as of and for the years
ending June 30, 2007 and 2006, as listed in tHe t#lcontents. These financial statements are
the responsibility of Collegelnvest Prepaid Tuitiennd’s management. Our responsibility is to
express an opinion on these financial statemermsiscban our audits.

We conducted our audits in accordance with audstagdards generally accepted in the United
States of America and the standards applicablan@né€ial audits contained iGovernment
Auditing Sandards, issued by the Comptroller General of the Unitedtes. Those standards
require that we plan and perform the audits to inbteasonable assurance about whether the
financial statements are free of material misstatdm An audit includes examining, on a test
basis, evidence supporting the amounts and disessu the financial statements. An audit also
includes assessing the accounting principles used significant estimates made by
management, as well as evaluating the overall fi@histatement presentation. We believe that
our audits provide a reasonable basis for our opini

As discussed in Note 1 — Organization and Summéargignificant Accounting Policies, the
financial statements of the Prepaid Tuition Funel iatended to present the financial position,
results of operations and cash flows for only h@tion of the financial reporting entity, State of
Colorado, that is attributable to the transactioh€ollegelnvest Prepaid Tuition Fund. They do
not purport to, and do not present fairly, the ficial position of the State of Colorado as of June
30, 2007 and 2006, and the changes in its finapaisition and its cash flows, where applicable,
for the years then ended, in conformity with acaowun principles generally accepted in the
United States of America.

In our opinion, the financial statements referredlbove present fairly, in all material respects,
the financial position of Collegelnvest Prepaidtitui Fund, as of June 30, 2007 and 2006, and
the changes in its financial position and its cistvs for the years then ended in conformity

with accounting principles generally accepted m thited States of America.

1 0 Member of
International



In accordance withGovernment Auditing Standardsve have also issued our report dated
December 10, 2007 on our consideration of Collegedh Prepaid Tuition Fund’s internal
control over financial reporting and on our testst® compliance with certain provisions of
laws, regulations, contracts, grant agreementso#mer matters. The purpose of that report is to
describe the scope of our testing of internal @rgver financial reporting and compliance and
the results of that testing, and not to provideopmion on the internal control over financial
reporting or on compliance. That report is angnaé part of an audit performed in accordance
with Government Auditing Standar@sd should be considered in assessing the resfutiar
audit.

Collegelnvest Prepaid Tuition Fund has net defigftapproximately $1,865,000 and $2,278,000
as of June 30, 2007 and 2006, respectively. Dursogl year 2005, a bond laddering strategy
was implemented with the goal of matching bond mii@s and coupon payments to expected
net cash outflows. The bond portfolio will be exated on an annual basis and rebalanced, if
necessary. The intent of the Collegelnvest Prepaition Fund is to hold the investments to
maturity, which should reduce the Fund’s economapeshdency on market fluctuations. The
Collegelnvest Prepaid Tuition Fund is dependentuppositive return on its investments and/or
future contributions from Collegelnvest to meetatdigations. See Notes 1, 9, and 10 in Notes
to Financial Statements.

The Management’s Discussion and Analysis on pagds 18 is not a required part of the basic
financial statements but is supplemental inforrmatiequired by accounting principles generally
accepted in the United States of America. We hapied certain limited procedures, which
consisted principally of inquiries of managememgareling the methods of measurement and
presentation of this supplemental information. Heave we did not audit the information and
express no opinion on it.

C%V/@»WAL/A

Greenwood Village, Colorado
December 10, 2007
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COLLEGEINVEST
PREPAID TUITION FUND
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2007 AND 2006

This section of the Prepaid Tuition Fund’s finahstatements is a discussion and analysis of the
financial performance of the Prepaid Tuition Fukdr(d) for the years ended June 30, 2007 and
2006. The Fund is a qualified state tuition pragnaursuant to Internal Revenue Code (IRC)
Section 529. Collegelnvest, a division of the Depant of Higher Education of the State of
Colorado, administers the Funds; the Student Leagr&n Funds, which consists of the Borrower
Benefit Fund, the Bond Funds, the CollegelnvestyEachievers Scholarship Fund (formerly the
College in Colorado Scholarship Trust), and theshgr Teacher Loan Forgiveness Fund; and the
College Savings Program, which consists of the B&chdChoice, Direct Portfolio, and Stable
Value Plus Funds. The Fund is presented as aigtapr fund in the State of Colorado
Comprehensive Annual Financial Report. CollegedtigeBoard of Directors (Board) approves
the annual budget and the investment policy of Rnepaid Tuition Fund. Management of
Collegelnvest is responsible for the financial estants, footnotes and this discussion. The
management’s discussion and analysis should beineadnjunction with the Fund’s financial
statements.

Overview of the Financial Statements:

This annual report contains two sections — managesngiscussion and analysis (this section) and
the basic financial statements. The basic findistédements include a Statement of Net Assets, a
Statement of Revenues, Expenses and Changes irNetdgsets, and a Statement of Cash Flows.

The Statement of Net Assets presents informatiocallaf the Fund’s assets and liabilities, with the
difference between the two reported as net asdBiger time, increases or decreases in the net
assets may serve as a useful indicator of whelleeirtancial position of the Fund is improving or
deteriorating.

The Statement of Revenues, Expenses and ChangesdnNet Assets presents information that
reflects how the Prepaid Tuition Fund’s net asseésged during the past year. All changes in the
net assets are reported as soon as the underly@ng giving rise to the change occurs, regardless
of the timing of the related cash flows. Thusgerawes and expenses are reported in the statement
for some items that will only result in cash floimduture fiscal periods.

The Statement of Cash Flows reports the Fund's ftasls from operating, investing, and non-
capital financing activities.

Analysis of Financial Activities:

The Fund was designed to provide families with @paostunity to save for future college
education expenses. The Fund offers certain FedadlState tax advantages to investors. A
purchaser can use amounts paid from the Fund tdopagligible expenses at private and public
colleges, universities, and vocational schools ughomut the United States. As of August 1,
2002, the Fund was closed to new enrollments aftd, galthough current investors with
installment contracts may continue to make confragtnents.

12



COLLEGEINVEST
PREPAID TUITION FUND
MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
JUNE 30, 2007 AND 2006

Analysis of Financial Activities (continued):
Effective February 20, 2003, the contract termseveenended as follows:

+«+ Prior to the First Payout Date (the date identifirethe contract on which is the anticipated
date funds are needed to pay for school) withdsaeah be made from the Fund accounts.
The withdrawals will be the lesser of:
1) a pro rata share of assets in the Fund;
2) the amount contributed; or
3) average tuition as defined in the contract.

% The value of annual tuition unit increases forrestions will be limited to the lesser of 1)
the percentage increase in actual average tuiti@olarado public colleges and universities
(as defined in the Program Disclosure Statemeng) 6.5%.

Collegelnvest utilizes the Borrower Benefit Fundtlin the Student Loan Program Funds of
Collegelnvest) for payment of general and admiaiste expenses and other activities necessary
to fulfill the purposes of the various funds, irdilng the Fund. Expenses paid from the Borrower
Benefit Fund related to the Fund are allocatechtbraimbursed by the Fund.

Comparison of Current Year Results to Prior Year:

Condensed Statement of Net Assets as of June 30: 2007 2006 2005
(dollar amounts expressed in thousands)
Assets:
Cash and investments $ 33,867 $ 34337 $ 37,284
Advance payment contract receivables 2,694 3,633 4,894
Interest receivable 409 427 428
Total assets 36,970 38,397 42,606
Liabilities:
Accounts payable, accrued expenses and arn
due to Student Loan Program Fu 87 85 77
Contracts and benefits payable - cur 4,59¢ 4,27¢ 3,92¢
Contracts and benefits payable - noncu 34,15 36,31« 38,55¢
Total liabilities 38,835 40,675 42,563
Net assets restricted for contracts and benefits $ (1,865 $ (2,278) $ 43

Cash and investments decreased by $470,000 froey3Iyr2006 to June 30, 2007. For the fiscal
year ended June 30, 2007, cash received from meess redeemed, installment payments, and
interest on investments amounted to approxim#&#l¢ million, while cash decreased due to

13



COLLEGEINVEST
PREPAID TUITION FUND
MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
JUNE 30, 2007 AND 2006

Comparison of Current Year Results to Prior Year (ontinued):

tuition payments, cancellations, rollovers, and @strative expenses amounting to
approximately $3.8 million. This resulted in a imetrease in cash of $669,000. The investments
decreased by $1.1 million which is primarily due ttee Fund adjusting its fixed income
investments to fair market value at June 30, 200Fe Fund expects to hold its fixed income
investments to maturity and therefore, does natigate realizing investment losses. However,
if the Fund’s cash flows vary materially from thdseecasted, the Fund may have to liquidate
certain investments at the market value, whichactel at a loss.

Cash and investments decreased by approximatedyriilion from June 30, 2005 to June 30,
2006. For the fiscal year ended June 30, 2006, castived from installment payments and
interest on investments amounting to approxima$y® million, while cash decreased due to
tuition payments, cancellations, and rollovers amtiog to approximately $3.6 million. This
resulted in a net decrease in cash of $700,00@. ifestments decreased by $2.3 million which
is primarily due to the Fund adjusting its fixeddame investments to fair market value at June
30, 2006.

Advance payment contract receivables decreasedoxmately $1.0 million from June 30,
2006 to June 30, 2007. The decrease was a combimdtinstallment contract principal payments
received of $800,000 and cancellations and rolktenther qualified plans of $143,000. Advance
payment contract receivables decreased by apprtdyr#il.3 million from June 30, 2005 to June
30, 2006. The decrease was a combination of im&at contract principal payments received of
$1.0 million and cancellations and rollovers toenthualified plans of $255,000.

The decrease to contracts and benefits payableJuma 30, 2006 to June 30, 2007 of $1.8 million
was the net result of (1) a decrease of approxlyn@®5 million for payments to contract holders

for current tuition payments, cancellations andok@rs, and (2) an increase in the liability of

approximately $1.7 million due to the accumulatafnfuture benefits to contract holders. The

decrease to contracts and benefits payable from 302005 to June 30, 2006 of $1.9 million was
the net result of (1) a decrease of approximat@lg #illion for payments to contract holders for

current tuition payments, cancellations, and raisy and (2) an increase in the liability of

approximately $1.7 million due to the accumulatidriuture benefits to contract holders. See the
contracts and benefits expense variance explarfatidarther details.
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COLLEGEINVEST
PREPAID TUITION FUND
MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
JUNE 30, 2007 AND 2006

Comparison of Current Year Results to Prior Year (ontinued):

Condensed Statement of Revenues, Expenses and
Changesin Net Assets for the Years Ended June 30: 2007 2006 2005
(dollar amounts expressed in thousands)

Operating revenues:

Contract income $ 251 % 303 $ 393
Investment income 1,463 1,588 1,037
Net realized and unrealized gain (loss) on investments 714 (2,260) 2,102

Total operating revenues 2,428 (369) 3,532

Operating expenses:

Contracts and benefits expense 1,821 1,757 6,534
Other expenses 194 195 216
Total operating expenses 2,015 1,952 6,750

Net operating income (loss) before transfers 413 (2,321) (3,218)
Transfer from Student Loan Program Funds - - 1,600
Change in net assets 413 (2,321) (1,618)
Net assets, beginning of year (2,278) 43 1,661
Net assets, end of year $ (1,865) $ (2,278) $ 43

Contract income decreased by $52,000 for the yeded June 30, 2007 from the year ended
June 30, 2006 due primarily to the continued radacin the number of participants making
installment contract payments. The number of Imstnt contracts decreased by approximately
210 from 1,300 as of June 30, 2006 to 1,090 asuoé B0, 2007 primarily as a result of final
installment payments received from contract hold@dditionally, during the contract’s early
amortization period, a large percentage of the hlgmiayment is used for paying the interest
and as the contract is paid down, more of the nipmidlyment is applied to principal, resulting
in a decrease in contract income.

Contract income decreased by $90,000 for the yeded June 30, 2006 from the year ended
June 30, 2005. The decrease is due to a reductidhe number of participants making
installment contract payments. The number of lms&nt contracts decreased by 235 from
1,535 as of June 30, 2005 to 1,300 as of June®{ Rrimarily as a result of final installment
payments received from contract holders.
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COLLEGEINVEST
PREPAID TUITION FUND
MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
JUNE 30, 2007 AND 2006

Comparison of Current Year Results to Prior Year (ontinued):

Investment income and net realized and unrealized gain on investments are comprised of the following:

2007 2006 2005
(dollar amounts expressed in thousands)
Interest income $ 1463 $ 158 $ 1,005
Dividend income - - 32
Total investment income $ 1463 $ 158 $ 1,037
Realized gain on investments $ - $ - $ 1,885
Unrealized gain (loss) on investments 714 (2,260) 217

Net realized and unrealized gain on investment $ 714 $ (22600 $ 2,102

During the year ended June 30, 2005, the BorrowameBt Fund within the Student Loan
Program Funds transferred $1.6 million to the Fumdtilizing gains on earnings and the $1.6
million transfer, the Fund effected a change inntsestment strategy from 60% equity and 40%
fixed income to 100% fixed income as of January®200he goal of the amended investment
strategy is to minimize volatility of investmentlwas and returns by purchasing high grade bonds
with maturities that match projected future caskwi of the Fund. The increases in interest income
and decreases in dividend income are due to a ehanthe investment policy statement and
investment strategy of the Fund as described below.

Interest income decreased by $125,000 for the geded June 30, 2007 from the year ended
June 30, 2006. The change is primarily due tontlaurity of two investments totaling $1.8
million. Interest income increased by $583,000 dividend income decreased by $32,000 for
the year ended June 30, 2006 from the year ended30y 2005.

For the years ended June 30, 2007 and 2006, intexesme was comprised of interest on

corporate and treasury bonds. For the year endgwsel J0, 2005, interest income was comprised
of interest on Treasury Inflation-Protected Seasifor the first half of the year and on corporate
and treasury bonds for the last half of the yedihe annualized yield on investments, including
unrealized gains and losses, of the Fund was 3r%442%) for the fiscal years ended June 30,
2007 and 2006, respectively.

The fixed income investment portfolio had an uneeal gain of $714,000 and a loss of $2.3
million as of June 30, 2007 and 2006, respectiviig to market adjustments of investment values.

Contracts and benefits expense consists of theahmaarual of future benefits adjusted for the
actual experience of tuition payments, cancellati@md rollovers during the year. This expense
increased by $64,000 for the year ended June 31, #0m the year ended June 30, 2006, and
decreased by $4.8 million for the year ended JOn@@06 from the year ended June 30, 2005. The
changes are due primarily to a change in the imast return assumption for the Fund’'s
investments. For the year ended June 30, 2009;uhd revised its investment strategy and the
investment return assumption was reduced to 4.2¢higher investment return assumption results
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COLLEGEINVEST
PREPAID TUITION FUND
MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
JUNE 30, 2007 AND 2006

Comparison of Current Year Results to Prior Year (ontinued):
in a lower liability. Therefore, lowering the instenent return assumption as of June 30, 2005
increased the liability and the corresponding espemr accrual of future benefits. The small

increase for fiscal year 2007 was due to contralttdr withdrawals slightly lower than expected.

The Fund’'s statute limits its administrative expengo 1% of contract price. The Fund’s
expenses subject to this limit have been as fotlows

2007 2006 2005

(dollar amounts expressed in thousands)
Expenses subject to the 1% cap $ 171,000 $ 175,000 $ 192,000
1% cap $ 278,000 $ 308,000 $ 341,000

Expenses did not exceed the 1% cap of contraa foicthe years ended June 30, 2007, 2006, or
2005. There is no assurance that the 1% cap wikuificient to cover operating costs in the
future as the overall program decreases.

Economic Factors and Future Years' Rates:

% As of August 1, 2002, the Fund suspended executfonew contracts. The Fund is
collecting payments on installment contracts bugsdoot have any other incoming cash
payments except what it receives in interest income

s The Fund’'s amended contract terms limit the anm&atentage increases in average
tuition for distributions to the lesser of 1) thergentage increase in actual average tuition
of Colorado public colleges and universities, 06525%. In addition, the Fund offers a
minimum cumulative return of 4% per annum calcuage the time of distribution.
Average tuition as computed under these contrantstencreased 5.5% in fiscal years
2006 and 2007 from $30.88 per unit as of Augu&005 to $32.58 per unit as of August
1, 2006 and to $34.37 as of August 1, 2007. Acavakage tuition of Colorado public
colleges and universities increased by 10.3% aBih Jor the 2006-2007 and 2007-2008
school years, respectively.

% During the year ended June 30, 2005, the Fund amdeitsl investment policy. The goal
of the amended investment strategy is to minimiakatiity of investment values and
returns by purchasing high grade bond investmeiitts nvaturities that match projected
future cash flows of the Fund. The Fund has impla#ed the amended investment
strategy. See Note 2 in the notes to financi&kstants for details on investments.
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COLLEGEINVEST
PREPAID TUITION FUND
MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
JUNE 30, 2007 AND 2006

Economic Factors and Future Years’ Rates (continugd

K/
£ %4

*0

Future fair market valuation of fixed income setieas may fluctuate based on interest
rates. The Fund’s intent is to hold these investsi¢o maturity. The Fund has not
liquidated any investments prior to maturity sithe amended investment policy was
placed into effect. However, if the Fund liquidhtBxed income securities prior to

maturity it may experience different returns thapected.

The contract and benefit liability is calculatedséa on assumptions determined by
management. Management utilizes past experierccayedl as consultation with an
actuary who is experienced in prepaid tuition pldogietermine the assumptions used in
the liability calculation. The assumptions relatedhe timing of cash flows were used as
a basis for management’s investment decisions. iaNegs between the cash flows
experienced by the Fund and the assumptions wil®emanagement may impact the
ability of the Fund to meet its obligations as tkkeyne due.

The Borrower Benefit Fund did not contribute anynms or fund any general and
administrative expenses during the years ended 30n2007 or 2006. During the year
ended June 30, 2005, the Borrower Benefit Fundritniied $1.6 million to the Fund to
implement the new fixed income investment strateggontributions are considered
voluntary contributions and may not be availabléuture years. If it is determined that
the Fund is not financially sound, then the Fund/ miscontinue permanently or for a
period of time may suspend that particular aspettteoFund.

Requests for Information:

This report is designed to provide a general oeswvpf the Fund's finances. Questions
concerning any of the information provided in theéport or requests for additional information
should be addressed to: Kenton J. Spuehler, Ghirencial Officer, Collegelnvest, 1801
Broadway, Suite 1300, Denver, CO 80202.
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Assets

Current assets:
Cash deposits
Investments

COLLEGEINVEST
PREPAID TUITION FUND
STATEMENTS OF NET ASSETS
JUNE 30, 2007 AND 2006
(dollar amounts expressed in thousands)

Advance payment contract receivables

Interest receivable

Total current assets

Noncurrent assets:
Investments

Advance payment contract receivables

Total noncurrent assets

Total asse’

Liabilities
Current liabilities:

2007

1,962 $

1,837
616
409

4,824

30,068

2,078

32,146

36,970

Accounts payable and accrued expenses
Due to Student Loan Program Funds

Contracts and benefits payable
Total current liabilities

Noncurrent liabilities:
Contracts and benefits payable

Total noncurrent liabilities

Total liabilities

Net assets restricted for contracts and benefits

Total net asse

29
58

4,595

4,682

34,153

34,153

38,835

$

(1,865)

(1,865  $

The accompanying notes are an integral part of these financial statements.
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2006

1,293
32
815

427

2,567

33,012

2,818

35,830

38,397

33
52

4,276

4,361

36,314
36,314
40,675
(2,278)

(2,278)



COLLEGEINVEST
PREPAID TUITION FUND

STATEMENTS OF REVENUES, EXPENSES AND

CHANGES IN FUND NET ASSETS

FOR THE YEARS ENDED JUNE 30, 2007 AND 2006

(dollar amounts expressed in thousands)

Operating revenues
Contract income $
Investment income
Net realized and unrealized (loss) gain on investments

Total operating revenue

Operating expenses
Contracts and benefits expense
General and administrative expenses
Salaries and benefits

Total operating expenst

Change in net asse

Net assets, beginning of ye.

Net assets, end of ye $

2007 2006
251  $ 303
1,463 1,588
714 (2,260)
2,428 (369)
1,821 1,757
138 142
56 53
2,015 1,952
413 (2,321)
(2,278) 43
(1,865 $  (2,278)

The accompanying notes are an integral part of these financial statements.
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COLLEGEINVEST
PREPAID TUITION FUND
STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED JUNE 30, 2007 AND 200
(dollar amounts expressed in thousand

2007 200¢
Cash Flows from Operating Activities
Cash receipts from advance payment contracts $ 1,056 $ 1,323
Cash distributions for advance payment contracts (3,529) (3,406)
Cash payments to suppliers for goods and services (170) (151)
Cash payments to employees for service (56) (53)
Net cash used by operating activiti (2,699 (2,287
Cash Flows from Investing Activities
Redemptions of investme 1,85z 73
Income received from investme 1,51¢ 1,58¢
Net cash provided by investing activiti 3,36¢ 1,662
Increase (decrease) in cash and cash equival 66¢ (625;
Cash and cash equivalents, beginning of peri 1,29 1,91¢
Cash and cash equivalents, end of period $ 1,962 $ 1,293

The accompanying notes are an integral part of these financial stat:
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COLLEGEINVEST
PREPAID TUITION FUND

STATEMENTS OF CASH FLOWS (continued)

FOR THE YEARS ENDED JUNE 30, 2007 AND 2006

(dollar amounts expressed in thousands)

Reconciliation of net gain (loss) to net ca:
used by operating activities

Change in net assets
Items reflected as investing activities

Income received from investments

Adjustments to reconcile net gain (loss) to n
cash used by operating activitie:

Net depreciation (appreciation) of fair value of investments

Changes in operating assets and liabilitie

Advance payment contract receivables
Interest receivable

Accounts payable and accrued expenses
Due to Student Loan Program Funds
Contracts and benefits payable

Net cash used by operating activitie

$

The accompanying notes are an integral part of these financial statements.
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2007 2006
413 $ (2,321)
(1,515) (1,589)
(714) 2,249
939 1,261

18 1

(4) 14
6 (6)
(1,842) (1,896)
(2,699 $ (2,287)



COLLEGEINVEST
PREPAID TUITION FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

1. Organization and Summary of Significant Accountng Policies

Pursuant to the Colorado Revised Statutes 23-3L12Geq., and 23-3.1-301, et seq., as amended,
Collegelnvest is a division of the Colorado Depamimof Higher Education (Department) of the
State of Colorado. The Executive Director of thepBrtment (Executive Director) has
responsibility for oversight and management of €invest and appoints the Director of
Collegelnvest. In addition, Collegelnvest hasreeferson Board of Directors (Board) designated
by the Governor and approved by the State Senaerve four-year terms.

The Colorado General Assembly established a studlgigation bond program (Student Loan

Program Funds), a post secondary education exgpeogeam (Prepaid Tuition Fund), a college

savings program (Scholars Choice, Direct Portfaiod Stable Value Plus Funds), a scholarship
trust program (Collegelnvest Early Achievers Scigblgp Fund) and a Nursing Teacher Loan
Forgiveness program (Nursing Teacher Loan Forgserneund) which are administered by

Collegelnvest. The mission of Collegelnvest ib¢oColorado’s higher education financing leader
and to help Colorado families break down the fimangarriers to college. The operations of the
programs of Collegelnvest are accounted for undmreally accepted accounting principles.

Collegelnvest receives no grants from, and is ttetravise financially assisted by, the State or any
local government of the State. Collegelnvest ieaterprise under Section 20, Article X of the

Colorado Constitution.

Prepaid Tuition Fund

The Prepaid Tuition Fund (Fund) was establishetO®/ to provide families with an opportunity
to save for future college education expensese Hund offered an annual enroliment period for
purchasers to buy prepaid tuition contracts uaty 31, 2002. Effective August 1, 2002, the Fund
ceased accepting new contracts. The Fund offetairte-ederal and State tax advantages to
investors.

The Fund was designed to keep pace with averagatinflation in Colorado. Under the original
contract terms, a purchaser bought tuition unitsetbeon current average tuition levels and the
investment was valued and paid out at the levalvefage tuition or an average minimum of 4%
per year over the life of the contract (when heitluhe first payout date), whichever was greater,
at the time of payout. The contract terms wereraiee on February 20, 2003. Under the new
terms, the annual increase in average tuition &sedebelow is limited to the lesser of 1) the
percentage increase in actual average tuition &r&to public colleges and universities, or 2)
5.5%.

Average tuition is determined annually by the Fbogdadding (1) the sum of the applicable year’s
resident, undergraduate, general full-time tuitagnall Colorado public four-year colleges and
universities, to (2) the average full-time tuitianthe State community colleges for that year.I- Ful
time tuition equates to the tuition charged for ¢lgeivalent of fifteen credit hours for each of two
semesters. The total of (1) and (2) above is theded by the number of Colorado public four-
year colleges and universities in existence at sinoh plus one for the State community colleges.
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COLLEGEINVEST
PREPAID TUITION FUND
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2007 AND 2006

1. Organization and Summary of Significant Accountng Policies (continued)
Prepaid Tuition Fund (continued)

A purchaser can use amounts contributed and eam#te Fund to pay eligible expenses at
private and public colleges, universities and viocetl schools throughout the United States.

A qualified withdrawal is a withdrawal made to pawalified higher education expenses of the
student.  All withdrawals other than qualified vdthwals are considered non-qualified
withdrawals. Non-qualified withdrawals are subject 10% penalty on earnings per Section 529
of the Internal Revenue Code. A non-qualified dittwal is not subject to the 10% penalty only if
the withdrawal is: (i) made on account of the deat disability of the student; (i) made on
account of a scholarship received by the studerhd extent that the withdrawal does not exceed
the amount of the scholarship; or (iii) a non-tdgatvansfer to another account or to another
Section 529 program on behalf of a student or fdiffarent student who is a family member of the
original student. A nonqualified withdrawal mays@lbe subject to recapture in the event a
deduction had been taken from Colorado taxablemeco

The Colorado Constitution and other State laws ipibthe State from providing its full faith and
credit to obligations of other entities, such asFand. As a result, payments from the Fund are no
guaranteed in any way by the State, and are nalidened to have created a debt or obligation of
the State. Such payments are limited obligatipagable from the Fund, but not from the other
assets of Collegelnvest or the State.

In accordance with the Colorado Revised StatutésSj23-3.1-206.7(5)(d), Collegelnvest shall
evaluate the actuarial soundness of the Prepattbidtund if, on the last day of the fiscal year,
more than ten percent of the Fund is invested mmngon or preferred stock; corporate bonds, notes,
or debentures that are convertible into common refepred stock; or investment trust shares.
Collegelnvest may contract with a consultant tdger this actuarial evaluation. If, based upon an
actuarial evaluation, Collegelnvest determines ttat~und is not actuarially sound, Collegelnvest
may direct the distribution of available assetss oA June 30, 2007 and 2006 investments of the
Fund were 100% fixed income and therefore, an aatualuation was not obtained. The Fund
has estimated its contract and benefit liabilityohgdune 30, 2007 and 2006 based on cash flows
prepared by an actuary without a formal actuargdort. The CRS also states that if it is
determined that the Fund is not financially souhén the Fund may discontinue permanently or
for a period of time may suspend a particular aspethe Fund and the execution of additional
contracts. Likewise, if it is determined that atess amount exists in the Fund, Collegelnvest
would calculate the portion of such excess thatldvbe attributable on a pro rata basis to each
tuition unit. As of August 1, 2002, the Fund susjed execution of new contracts.
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COLLEGEINVEST
PREPAID TUITION FUND
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2007 AND 2006

1. Organization and Summary of Significant Accounng Policies (continued):

Reporting Entity:

The Fund was established to account for operatimsisare financed and operated in a manner
similar to private business enterprises, whereititent is that costs of providing goods and
services to the general public on a continuingshsi financed or recovered primarily through
user charges. Purchaser payments and the eathemg®n are invested to meet the obligations
for future higher education expenses of a namedestuunder each contract. The payment of
general and administrative expenses and otheritesivof the Fund necessary to fulfill its
purposes are recorded within the Fund. There @hrer funds of Collegelnvest combined with
the Fund in the accompanying financial statemefitsus, the accompanying financial statements
are not intended to present the financial positi@sults of operations, and cash flows of
Collegelnvest as a whole in conformity with accangpirinciples generally accepted in the United
States of America.

Budgets and Budgetary Accounting:

By statute, the Fund is continuously appropriatedugh user charges. Therefore, the budget is
not legislatively adopted and a Statement of Regsraind Expenses — Budget to Actual is not a
required part of these financial statements. Tbtalgeted expenses for the Prepaid Tuition
Fund for the fiscal year ended June 30, 2007 w&r@ fillion, compared to actual expenses of

$2.0 million. The actual contract and benefit exqee was over by approximately $200,000,

primarily due to timing of certain actuarial assuiops. The actual contract and benefit expense
for the fiscal year ended June 30, 2007 is detexdhusing actuarial cash flows while the budget
is determined based on a variety of cash inflow@nflow assumptions using historical data.

The Executive Director and the Board exercise aogktsesponsibilities, including budgetary and
financial oversight.

Basis of Accounting:

The accompanying financial statements have beepapé in accordance with accounting

principles generally accepted in the United StafeAmerica and standards of the Governmental
Accounting Standards Board (GASB). The Fund hadiexp pronouncements issued on or before
November 30, 1989 by the Financial Accounting Saatsl Board, the Accounting Principles

Board, and the Committee on Accounting Procedwee for pronouncements that conflict with

or contradict those of the GASB.

The accrual basis of accounting is utilized by thend. Revenues are recognized in the

accounting period in which they are earned and msgx are recognized in the period they are
incurred.
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COLLEGEINVEST
PREPAID TUITION FUND
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2007 AND 2006

1. Organization and Summary of Significant Accournihg Policies (continued):
Operating Revenues and Expenses:

The Fund distinguishes between operating revenugsgpenses and nonoperating items in the
Statements of Revenues, Expenses and Changes dthN@inAssets. Operating revenues and
expenses generally result from providing servigesconnection with the Fund’s purpose of

providing a college savings vehicle to its cust@neOperating revenues consist of investment
income and fees collected from contract holderper&ting expenses include the cost of payments
for tuition, cancellations and rollovers of contsaand for service and administrative expenset. Al
revenues and expenses not meeting this definittenrgported as nonoperating revenues and
expenses or capital contributions.

Cash and Cash Equivalents:

The Fund considers all cash, demand deposit acs;oamdl State Treasurer’'s cash pool to be cash
equivalents.

Investments:

Investments are carried at fair value, which am@anily determined based on quoted market prices
at June 30, 2007 and 2006.

Advance Payment Contract Receivables:

Advance payment contract receivables are recorti¢ideacontract base price. Contract income
represents a 7.0% charge for paying over time lansahllment contracts (an approximate effective
rate of 6.78%).

Compensated Absences:

Compensated absences, known as general leavelesclacation pay and are included in accounts
payable and accrued expenses. Compensated abasnbased on an employee's length of service
and are earned ratably during the term of employm¥ested and accumulated general leave that
is expected to be liquidated by employees of thedFs accrued and charged against current
operations.

Due to Student Loan Program Funds:
The Borrower Benefit Fund within the Student LoawagPam Funds of Collegelnvest advances the

Fund monies for operating expenses. Advancesperating expenses are repaid quarterly without
interest.
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COLLEGEINVEST
PREPAID TUITION FUND
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2007 AND 2006

1. Organization and Summary of Significant Accounng Policies (continued):

Contracts and Benefits Payable/Expense:

Contracts and benefits payable represent the @tyatetermined net present value of education
expenses that will be paid in future years to sitglevhen they attend the college or university of
their choice. The contracts and benefits payabaljusted and reflected as contracts and benefits
expense for the effects of future tuition increaaed contract cancellations in accordance with
contract terms as amended.

Revenue Recognition:

Advance payment contracts are recorded gross hatltash or receivable offset by contracts and
benefits payable with no effect on net income.

Expense Limitation:

The annual administrative expenses of the Fundiuéxg contracts and benefits expense and
amortization of software costs) is limited by thel@@ado Revised Statutes 23-3.1-206.7(5)(e)(l) to
1% of the contract price. For the fiscal yearseehdune 30, 2007 and 2006, the Fund was in
compliance with this requirement.

Use of Estimates:

The preparation of financial statements in confoymwith accounting principles generally accepted
in the United States of America requires managerteemhake estimates and assumptions that
affect the reported amounts of assets and liadsilaind disclosure of contingent assets and liabilit

at the date of the financial statements and therteg amounts of revenues and expenses during the
reporting periods. Actual results could differrsfggantly from these estimates.

Reclassifications:

Certain amounts in the June 30, 2006 financiagstahts have been reclassified to conform to the
current year’'s presentation.

2. Cash Deposits and Investments:
Cash Deposits

All cash deposits are held by a bank as agenti®r=und or the State Treasurer. Receipts on
installment contracts are deposited to demand degasounts daily.
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COLLEGEINVEST
PREPAID TUITION FUND
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2007 AND 2006

2. Cash Deposits and Investments (continued):
Cash Deposits (continued)

Collegelnvest deposits cash with the Colorado Statasurer as required by Colorado Revised
Statutes (CRS). The State Treasurer pools thgseside and invests them in securities approved
by CRS 24-75-601.1. Collegelnvest reports its esladrthe treasurer’s unrealized gains/losses
based on its participation in the State Treasurposl. All of the Capital Treasurer’s
investments are reported at fair value, which temeined based on quoted market prices at June
30, 2007 and 2006. The State Treasurer does westiany of the pool resources in any external
investment pool, and there is no assignment ofmeceelated to participation in the pool. The
unrealized gain included in “Investment Income’leefs only the change in fair value during the
current fiscal year. Additional information on ttreasurer’s pool may be obtained in the State
of Colorado’s Comprehensive Annual Financial Report

Cash deposits as of June 30 are as follows:
2007 2006
(dollar amounts expressed in thousands)

State Treasurer's Cash Pool $ 1958 $ 1,290
Demand Deposit Accounts 4 3
Total cash deposits $ 1,962 $ 1,293

Custodial Credit Risk — Cash Deposits:

Custodial credit risk is the risk that, in the etveri the failure of a depository financial
institution, the Fund will not be able to recovés deposits or will not be able to recover
collateral securities that are in the possessicanadutside party. Monies in the demand deposit
accounts are insured by federal depository inserémicthe first $100,000. Deposits in excess of
the $100,000 limit are collateralized subject te throvisions of the State’s Public Deposit
Protection Act (PDPA) for monies held within thex®t

The carrying amount and bank balance of demandsitepacounts was $4,000 and $4,000 as of
June 30, 2007 and $3,000 and $3,000 as of Jurz086, All amounts were fully insured by the
FDIC and therefore, the Fund did not have any dlistaredit risk on its cash deposits as of
June 30, 2007 and 2006.

Investment Authority and Policy:
Under the Colorado Revised Statutes 23-3.1-216, $itete of Colorado Treasury has

responsibility for the investment of the Fund's nesn based on the direction of
Collegelnvest’s Board of Directors.
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COLLEGEINVEST
PREPAID TUITION FUND
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2007 AND 2006

2. Cash Deposits and Investments (continued):

Investment Authority and Policy (continued):

The Fund’s goal is to have cash available for fitdistributions, cancellations, and expenses.
The primary investment objective for the Fund'seastable assets is to match bond maturities

and bond coupon payments to expected net cashowstfl The table below identifies the
investment types that are authorized for the Fund:

Authorized Maximum Maximum
Investment Maximum Percentage Investment in
Type Maturity of Portfolio One Issuer

U.S. Treasury Obligations None None None
U.S. Agency Securities None None None
Certificates of Deposit 12 months [B] [B]
Commercial Paper 9 months None [A]
Corporate Debt None None [A]
Repurchase Agreements [C] None None [A]
Banker’'s Acceptances None None [A]
Money Market Funds N/A None [A]

[A] No more than 10% of the total amount of theefi-income portion shall be committed to the sdiegriof
any one issuer at the time of purchase, with tloegtion of securities issued or guaranteed byuhédaiith
and credit of the United States or AAA rated sd@sgiissued by governmental agencies as to while tis
no limit.

[B] No more than 5% of the assets of the shomtarvestment account shall be committed to cedtiéis of
deposit from one institution.

[C] Repurchase agreements must be secured bylte&sury Obligations or U.S. Agency Securities.

Custodial Credit Risk — Investments:

The custodial credit risk for investments is thekrthat, in the event of the failure of the
counterparty (e.g., broker-dealer) to a transactio@ Fund will not be able to recover the value
of its investment or collateral securities that mr¢he possession of another party. The Fund’s
securities are held by the counterparty in the Fundme and therefore, custodial credit risk is
minimal.

Interest Rate Risk:
Interest rate risk is the risk that changes in markterest rates will adversely affect the fair
value of an investment. Generally, the longer riegurity of an investment, the greater the

sensitivity of its fair value to changes in mark#erest rates. One of the ways that the Fund
manages exposure to interest rate risk is by panega combination of shorter term and longer
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COLLEGEINVEST
PREPAID TUITION FUND
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2007 AND 2006

2. Cash Deposits and Investments (continued):
Interest Rate Risk (continued):

term investments and by timing cash flows from maas so that a portion of the portfolio is
maturing or coming close to maturity evenly ovendias necessary to provide the cash flow and
liquidity needed for operations. The Fund monitibyes interest rate risk inherent in its portfolio
by measuring the weighted average maturity of istfplio. The Fund has no specific
limitations with respect to this metric. Additidlya the Fund intends to hold its fixed income
investments to maturity. The Fund had $4.6 millidrcorporate bonds subject to call options for
both years on December 31, 2007 and 2006.

2007 2006
Weighted Weighted
Average Average
Investment Fair Maturity Fair Maturity
Type Value (in years) Value (in years)

(dollar amounts expressed in thousands)

U.S. Agency Securities $ 4,956 108 $ 4,641 11.9

Corporate Debt 26,916 4.7 28,371 54

Money Market Mutual Funds 33 N/A 32 N/A
$____ 31905 $_33044

Credit Risk:

Generally, credit risk is the risk that an issukeam investment will not fulfill its obligation tthe

holder of the investment. This is measured by designment of a rating by a nationally
recognized statistical rating organization. Presgrbelow is the minimum rating required by
(where applicable) the Fund’s investment policy Hreactual ratings for each investment type:

As of June 30, 2007;
Standard & Poor's Rating as of Year End

Investment Minimum
Type Rating AAA AA+ AA AA- A+ A NR
(dollar amounts expressed in thousands)
U.S. Agency Securities AAA $ 4956 - - - -
Corporate Debt *] - $797 $3,804 $15,750 $ 5,128 $1,437
Money Market Mutual Funds N/A - - - - $ 33

30



COLLEGEINVEST
PREPAID TUITION FUND

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2007 AND 2006

2. Cash Deposits and Investments (continued):

Credit Risk (continued):

As of June 30, 2006:

Investment
Type

Standard & Poor's Rating as of Year End

Minimum
Rating AAA AA+ AA AA- A+ A NR

(dollar amounts expressed in thousands)

U.S. Agency Securities AAA $ 4641 - - - - - -
Corporate Debt [* - - - $ 4547 $21,482 $1,397 $ 945
Money Market Mutual Funds N/A - - - - - - $ 32
As of June 30, 2007:
Moody's Rating as of Year End
Investment Minimum
Type Rating  Aaa Aal Aa2 Aa3 Al A3 NR

(dollar amounts expressed in thousands)

U.S. Agency Securities Aaa 4,956 - - - - -
Corporate Debt [*] - $2232 $10,181 $11,793 $1,273 $1,437
Money Market Mutual Funds N/A - - - - - - $ 33
As of June 30, 2006:
Moody's Rating as of Year End
Investment Minimum
Type Rating  Aaa Aal Aa2 Aa3 Al A3 NR

U.S. Agency Securities
Corporate Debt
Money Market Mutual Funds

]

(dollar amounts expressed in thousands)

Aaa $ 4,641 - : - - - :
! - $ 785 $ 7,125 $16,864 $1,255 $1,397 $ 945
N/A . - . - - -5 R

The Fund's investment policy provides for a minimum ratificgableast AA by at least one of the major rating
agencies upon acquisition for each specific issue. Anystment downgrades will be evaluated and appropriate
action taken, as necessary. The investment policy prshilmtestments which cause more than 10% of the fixed
income portion to be invested in securities with a less tin@estment grade rating, or investments which cause the
fixed income portion to have an overall quality fhis less than A as rated by Moody's or StandaRbé&'s.

Concentrations of Credit Risk:

Concentration of credit risk is the risk of lostributed to the magnitude of an investment in a
single issuer. The investment policy of the Fuodtains limitations on the amount that can be
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2. Cash Deposits and Investments (continued):

Concentrations of Credit Risk (continued):

invested in any one issuer, as noted above. Im&gs in any one issuer that represent 5% or
more of total the Fund investments as of June @07 2nd 2006 are as follows:

2007 2006
Investment Fair Fair
Issuer Type Value Value

(dollar amounts expressed in thousands)

FNMA U.S. Agency Securities $4,681 $4,383
Goldman Sachs Corporate Debt $3,364 $3,315
Morgan Stanley Corporate Debt $3,323 $3,327
Merrill Lynch & Co. Corporate Debt $3,302 $3,256
JP Morgan Chase Corporate Debt $2,597 $2,537
Citigroup Corporate Debt $2,250 $2,213
Wells Fargo Corporate Debt $2,083 $2,045
Nationsbank Corporate Debt $1,720 -

Bank of America Corporate Debt $3,155 $3,129
AlG/International Lease Finance Corporate Debt - $2,200

3. Advance Payment Contract Receivables:

Until August 1, 2002, purchasers entered into adegrayment contracts for a number of tuition
units. The Fund values and pays out tuition up@sed on future average tuition (as defined in
the contract terms) to the designated student vieeor she attends an eligible college of his or
her choice. The contracts were purchased with atioree lump sum payment, a monthly

payment plan, or a combination plan. The monthldynpent plan allowed the purchaser to
determine the monthly payment amount and the nurab@ayments the purchaser wished to
make. The combination plan allowed the purchasdregin paying with a lump sum payment
and his or her first monthly payment, followed hybsequent monthly payments. Monthly
payment plans are generally for full term (from wntract date until at least three months
before the scheduled payout date), five yearsemiyears. The full term monthly payment plan
has a preset number of months based on the pagaut yhe full term monthly payment plans
range from 10 months remaining for payout year 200854 months remaining for payout year
2020. Contracts for monthly payment plans genemalbvide for payment of a contract base
price and a charge for paying over time (at an @gprate effective rate of 6.78%). Advance
payment contract receivables are $2.7 million a8d $nillion as of June 30, 2007 and 2006,
respectively. The Fund expects to collect appretéty $616,000 in contract receivables during
the fiscal year ended June 30, 2008. The remala@ million is expected to be collected from
July 1, 2008 through June 30, 2020.
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4. Contracts and Benefits Payable:

The following table presents total contracts andefiss payable of the Fund, including the
obligation related to advance payment contractivabkes, measured at the actuarial net present
value (APV) of the future contracts and benefifgemse. The valuation method reflects the present
value of estimated contracts and benefits expahsesvill be paid in future years and is adjusted
for the effects of projected tuition increases @adcellations of certain contracts. Net assets
represent assets available to meet the Fund’saatst@nd benefits payable obligations.

As of June 30: 2007 200¢
(dollar amounts expressed in thousands)
APV of Future Contracts and Benefits Pay $ 38,74¢ 3 40,59(
Total Assets Available for Future Contracts anddis are as follows:
Cash deposits $ 1,962 $ 1,293
Investments 31,905 33,044
Advance payment contract receivables 2,694 3,633
Interest receivable 409 427
Less:
Accounts payable and accrued expe (29) (33)
Due to Student Loan Program Fu (58) (52)
Total Assets Available for Future Contracts and &itm Payabl $ 36,88 $ 38,31:
Excess (Deficit) Assets $ (1,865) $ (2,278)
Total Assets Available as a Percentage of ConteadsBenefits 95% 94%
Payabl

The following assumptions developed by managemeng wsed in the actuarial analysis as of June

30, 2007 and 2006. These assumptions are badedtorical data both for the State and national
trends.

Investment rates The investment yield assumptitdased on estimates of the yields that will
be available on the investment portfolio and ca$tar both fiscal years
ended June 30, 2007 and 2006, the investment g&sldmption was 4.5%.
For the fiscal years ended June 30, 2007 and Z@@6actual annualized
yield on investments was 3.2% and (4.2%), respagtiv The actual

annualized yield on advance payment contract rabkdg was 6.78% for
both years.

Tuition increases Tuition increases are based encthirent best estimate of future tuition
increases for Colorado public four-year collegas amversities in existence
at such time plus the State community collegest ti® fiscal year ended
June 30, 2007, the tuition increases assumptiérbib for three years and
5.25% thereafter. For the fiscal year ended June2806, the tuition
increases assumption is 5.5% per year for foursyaad 5.25% thereatfter.
For the fiscal years ended June 30, 2007 and 2@®0€, actual
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4. Contracts and Benefits Payable (continued):

average tuition increased by 9.3% and 10.3%gentsely. Average tuition
as computed under the contract terms increased i5.5%h the fiscal years
ended June 30, 2007 and 2006.

Cancellations Cancellations occur when a partid¢ipalis funds into another type of plan
or ceases to make installment payments on an odista contract.
Contract cancellations are estimated to be 1.75%year. Installment
cancellations are estimated to be 5.12% per year.

The following schedule of the estimated distribatmf contracts and benefits payments does not
convey the same information as the actuarial nesgmt value of future contracts and benefits
presented on the previous page. The actuarigirasent value represents management’s estimate
of assets required today so that all participarnitde paid in the future. The following schedole

the estimated distribution of contracts and besi@ityments shows future benefits payments using
an expected long-term annualized rate of tuitimwgn of 5.5% per annum for the first three years
and 5.25% thereafterThe schedule assumes that contracts that haveecediohir matriculation

will be distributed 45% in the first year, 20% hretsecond year, 15% in the third year and 10% in
both the fourth and fifth year.

Total
(dollar amounts expressed in thousa
2008 $ 4,403
2009 4,225
2010 4,097
2011 4,308
2012 3,955
2013-2017 18,384
2018-2022 7,495
2023-2026 309

Total Estimated Contracts and Benefits Distribudion $ 47,176

5. Retirement Plan:
Plan Description:

Most of Collegelnvest's employees patrticipate idedined benefit pension plan. The plan’s
purpose is to provide income to members and tlaenilfes at retirement or in case of death or
disability. The plan is a cost sharing multiple poyer plan administered by the Public
Employees’ Retirement Association (PERA). PERA watablished by state statute in 1931.
Responsibility for the organization and administratof the plan is placed with the Board of
Trustees of PERA. Changes to the plan requirslign by the General Assembly. The state
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5. Retirement Plan (continued):
Plan Description (continued):
plan and other divisions’ plans are included in RERfinancial statements, which may be

obtained by writing PERA at PO Box 5800, Denverlgtado 80217, by calling PERA at 1-800-
759-PERA (7372), or by visitingww.copera.org

Non-higher education employees hired by the sti¢e danuary 1, 2006, are allowed 60 days to
elect to participate in a defined contribution negtient plan administered by the state’s Deferred
Compensation Committee rather than becoming a meafiRERA. If that election is not made,
the employee becomes a member of PERA, and the eremballowed 60 days from
commencing employment to elect to participate ieéined contribution plan administered by
PERA rather than the defined benefit plan.

Prior to legislation passed during the 2006 sessiogher education employees may have
participated in social security, PERA’s defined éf@nplan, or the institution’s optional
retirement plan. Based on the 2006 legislatioghéi education employees hired on or after
January 1, 2008, have the additional option ofigp#dting in the state’s defined contribution
plan or PERA’s defined contribution plan, which afiscussed below, as well as the plans
available to other employees in their institution.

PERA members electing the defined contribution pdaia allowed an irrevocable election
between the second and fifth year to use theimddficontribution account to purchase service
credit and be covered under the defined benefreraent plan. However, making this election
subjects the member to the rules in effect forehused on or after January 1, 2007, as discussed
below. Employer contributions to both defined cimition plans are the same as the
contributions to the PERA defined benefit plan.

Defined benefit plan members (except state trogperst after five years of service and are
eligible for full retirement based on their origifdre date as follows:

e Hired before July 1, 2005 — age 50 with 30 yearsewice, age 60 with 20 years of
service, or age 65 with 5 years of service.

e Hired between July 1, 2005 and December 31, 2086y-age with 35 years of service,
age 55 with 30 years of service, age 60 with 2@syefservice, or age 65 with 5 years of
service.

e Hired on or after January 1, 2007 — any age wityed%'s of service, age 55 with 30 years
of service, age 60 with 25 years of service, or@gwith 5 years of service.

Members are also eligible for retirement benefithaut a reduction for early retirement based
on their original hire date as follows:

e Hired before January 1, 2007 — age 55 with a mininod 5 years of service credit and
age plus years of service equals 80 or more.
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5. Retirement Plan (continued):
Plan Description (continued):

e Hired on or after January 1, 2007 — age 55 withimmum of 5 years of service credit
and age plus years of service equals 85 or more.

State troopers and judges comprise a small pegentd plan members but have higher
contribution rates, and state troopers are eligibteretirement benefits at different ages and
years of service.

Members automatically receive the higher of thansef retirement benefit or money purchase
benefit at retirement. Defined benefits are catad as 2.5 percent times the number of years of
service times the highest average salary (HASY. réirements before January 1, 2009, HAS is
calculated as one-twelfth of the average of thédsg salaries on which contributions were paid,
associated with three periods of 12 consecutivethsonf service credit and limited to a 15
percent increase between periods. For retirenadtes January 1, 2009 or persons hired on or
after January 1, 2007, more restrictive limits plseced on salary increases between periods used
in calculating HAS.

Retiree benefits are increased annually basedeindhginal hire date as follows:
e Hired before July 1, 2005 — 3.5 percent, compouraaealally.

e Hired between July 1, 2005 and December 31, 20& desser of 3 percent or the actual
increase in the national Consumer Price Index.

e Hired on or after January 1, 2007 — the lesser péigent or the actual increase in the
national Consumer Price Index, limited to a 10 peteceduction in a reserve established
for cost of living increases related strictly to$e hired on or after January 1, 2007. (The
reserve is funded by 1 percent of the employerrdmrttons for this population.)

Members disabled, who have five or more years nfice credit, six months of which has been
earned since the most recent period of memberghigy receive retirement benefits if
determined to be permanently disabled. If a menthes before retirement, their eligible
children under the age of 18 (23 if a full timedsnt) or their spouse may be entitled to a single
payment or monthly benefit payments. If there asetfigible child or spouse then financially
dependent parents, beneficiaries, or the membstddes may be entitled to a survivor’s benefit.

Funding Policy:
The contribution requirements of plan members &ed €mployers are established, and may be
amended, by the General Assembly. Salary sulgeBERA contribution is gross earnings less

any reduction in pay to offset employer contribntioto the state sponsored IRC 125 plan
established under Section 125 of the Internal Res€nde.
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5. Retirement Plan (continued):
Funding Policy (continued):

Most employees contribute 8.0 percent (10.0 perfoergtate troopers) of their salary, as defined in
CRS 24-51-101(42), to an individual account in pen. From July 1, 2006, to December 31,
2006, the state contributed 10.65 percent (13.8%epéefor state troopers and 14.16 percent for the
Judicial Branch) of the employee’s salary. Fromuday 1, 2007, through June 30, 2007, the state
contributed 11.15% (13.85 percent for state tradpad 14.66 percent for the Judicial Branch).

During all of Fiscal Year 2006-07, 1.02 percentred employees total salary was allocated to the
Health Care Trust Fund.

Per Colorado Revised Statutes, an amortizatiorogerf 30 years is deemed actuarially sound.
At December 31, 2005, the division of PERA in whitle state participates was underfunded
with an infinite amortization period, which meanhsitt the unfunded actuarially accrued liability
would never be fully funded at the current conttid rate.

In the 2004 legislative session, the general aslemlihorized an Amortization Equalization
Disbursement (AED) to address a pension-fundingrtiiilo The AED requires PERA
employers to pay an additional .5 percent of salmginning January 1, 2006, an additional
.5 percent of salary in 2007, and subsequent yeaeases of .4 percent of salary until the
additional payment reaches 3.0 percent in 2012.

In the 2006 legislative session, the general asgemiihorized a Supplemental Amortization
Equalization Disbursement (SAED) that requires PEgdployers to pay an additional one half
percentage point of total salaries paid beginniagudry 1, 2008. The SAED is scheduled to
increase by one half percentage point through 28%8lting in a cumulative increase of three
percentage points. For state employers, each yaae'ialf percentage point increase in the SAED
will be deducted from the amount of changes te statployees’ salaries, and used by the employer
to pay the SAED. Both the AED and SAED will teriati@ when funding levels reach 100 percent.

Historically members have been allowed to purcteseice credit at reduced rates. However,
legislations passed in the 2006 session requinatifuture agreements to purchase service credit be
sufficient to fund the related actuarial liability.

Collegelnvest’'s contributions to the Defined BenPlian and the Health Care Trust Fund for the
fiscal years ending June 30, 2007, 2006 and 2006 $&000, $4,000 and $5,000, respectively.
These contributions met the contribution requirehh@neach year.

6. Voluntary Tax-deferred Retirement Plans:
PERA offers a voluntary 401k plan entirely sepafeden the defined benefit pension plan. The

State offers a 457 deferred compensation plan artdic agencies and institutions of the State
offer 403b or 401(a) plans.

37



COLLEGEINVEST
PREPAID TUITION FUND
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2007 AND 2006

7. Other Postretirement Benefits and Life Insurance:

Health Care Program

The PERA Health Care Program began covering beregfipients and qualified dependents on
July 1, 1986. This benefit was developed afteislagon in 1985 established the Program and
the Health Care Fund; the program was convertedl ttast fund in 1999. Under this program,

PERA subsidizes a portion of the monthly premium liealth care coverage. The benefit
recipient pays any remaining amount of that premibrough an automatic deduction from the
monthly retirement benefit. Effective July 1, 20@88e maximum monthly subsidy is $230 per
month for benefit recipients who are under 65 yedmge and who are not entitled to Medicare;
and $115 per month for benefit recipients who d&eéars of age or older or who are under 65
years of age and entitled to Medicare. The maximubsidy is based on the recipient having 20
years of service credit, and is subject to reduadiip5 percent for each year less than 20 years.

The Health Care Trust Fund is maintained by an eyapls contribution as discussed above in
Note 5.

Monthly premium costs for participants depend om liealth care plan selected, the number of
persons covered, Medicare eligibility, and the namtf years of service credit. PERA contracts
with a major medical indemnity carrier to administdéaims for self-insured medical benefit
plans, and another carrier for prescription besefand with several health maintenance
organizations providing services within Coloradds of December 31, 2006, there were 42,433
enrollees in the plan.

Life Insurance Program

During Fiscal Year 2007, PERA provided its membarsess to a group decreasing term life
insurance plan offered by UnumProvident in which, 191 members participated. Active

members may join the Unum Provident Plan and coaticoverage into retirement. Premiums
are collected by monthly payroll deductions or otheeans. In addition, PERA maintained
coverage for 12,790 members under closed grous pladerwritten by Anthem Life, Prudential,

and New York Life.

8. Risk Management:
Self Insurance

The State of Colorado currently self-insures iterages, officials, and employees for the risks of
losses to which they are exposed. That includggergl liability, motor vehicle liability, and
worker’'s compensation. The State Risk Managemantlks a restricted General Fund used for
claims adjustment, investigation, defense, andcauzthtion for the settlement and payment of
claims or judgements against the State excepnipia@/ee medical claims. Property claims are not
self-insured; rather the State has purchased imsgra
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8. Risk Management (continued):

Self Insurance (continued)

Colorado employers are liable for occupationalriefand diseases of their employees. Benefits
are prescribed by the Worker's Compensation AdColbrado for medical expenses and loss of
wages resulting from job-related disabilities. Btate utilizes the services of Pinnacol Assurance
(formerly Colorado Compensation Insurance Authprayrelated party, to administer its plan. The

State reimburses Pinnacol Assurance for the cuc@sttof claims paid and related administrative

expenses.

Collegelnvest participates in the Risk ManagememtdE- State agency premiums are based on an
assessment of risk exposure and historical expeyiehiabilities are reported when it is probable
that a loss has occurred and the amount of theicks be reasonably estimated. Liabilities include
an amount for claims that have been incurred butremmorted. Because actual claims liabilities
depend on such complex factors as inflation, cremgéegal doctrines and damage awards, the
process used in computing claims liability does mextessarily result in an exact amount. Claims
liabilities are reevaluated periodically to takeoinconsideration recently settled claims, the
frequency of claims and other economic and soaabfs.

The limits of liability for which the State acceptssponsibility pursuant to the Colorado
Governmental Immunity Act, section 24-10-101 arédews:

Liability Limits of Liability
General & Automobile Each person $150,000

Each occurrence $600,000

There were no significant reductions or changessarance coverage from the prior year. Settled
claims did not exceed insurance coverage in attyeopast three fiscal years.

Furniture and Equipment

The State of Colorado carries a $15,000 deduatdgkacement policy on all state owned furniture
and equipment. For each loss incurred, Collegsinigeresponsible for the first $1,000 of the
deductible and the State of Colorado is respongiblthe next $14,000 of the deductible. Any loss
in excess of $15,000 is covered by the insuranc&cap to replacement cost.

9. Net Assets:

Restricted net assets includes net assets thaesirected for use either externally imposed by
creditors, grantors, contributors, or laws and legns of other governments or imposed by law
through constitutional provisions or enabling l&gisn.
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9. Net Assets (continued):

The Fund had a deficiency in restricted net asse$i.9 million and $2.3 million as of June 30,
2007 and 2006, respectively. The deficiency imprily due to the Fund adjusting its fixed income
investments to fair market value and recording alimed gains and losses based on this
adjustment. The Fund expects to hold its fixedmne investments to maturity and therefore, does
not anticipate realizing investment losses.

Net assets are restricted for the purpose of ngdtiture payments for higher education
expenses as stipulated by the Colorado Revisedt&a23-3.1-206.7(5)(a) and as agreed to in
the advance payment contracts.

10. Economic Dependency on Market Fluctuations:

The Fund had an operating gain for the year endad 30, 2007 and an operating loss for the
year ended June 30, 2006. The Borrower Benefiduthin the Student Loan Program Funds

transferred $1.6 million to the Fund during theryeaded June 30, 2005 to provide the Fund
with sufficient assets to implement a revised itwvest strategy. The Borrower Benefit Fund has
no obligation to provide additional transfers ire tfuture. A bond laddering strategy was

implemented with the goal of matching bond matesitand coupon payments to expected net
cash outflows. The bond portfolio will be evaluwhaten an annual basis and rebalanced, if
necessary. The intent of the Fund is to hold nivestments to maturity which should reduce the
Fund’s economic dependency on market fluctuations.
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Independent Auditor’s Report on Internal Control Over
Financial Reporting and on Compliance and Other Maters Based on an
Audit of Financial Statements Performed in Accordarce
with Government Auditing Standards

Members of the Legislative Audit Committee:

We have audited the basic financial statementsotie@elnvest (a division of the Department of
Higher Education, State of Colorado) Prepaid Tuaitkund as of and for the years ending June
30, 2007 and 2006, and have issued our reportdhetated December 10, 2007. We conducted
our audit in accordance with auditing standardsegdly accepted in the United States of
America and the standards applicable to financialita contained in Government Auditing
Standards, issued by the Comptroller General obthieed States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considefeadllegelnvest's internal control over
financial reporting as a basis for designing outitaug procedures for the purpose of expressing
our opinion on the financial statements, but notthe purpose of expressing an opinion on the
effectiveness of the entity’s internal control o¥erancial reporting. Accordingly, we do not
express an opinion on the effectiveness of thayentnternal control over financial reporting.

Our consideration of internal control over finamcraporting was for the limited purpose
described in the preceding paragraph and wouldnecessarily identify all deficiencies in
internal control over financial reporting that mighe significant deficiencies or material
weaknesses. However, as discussed below, we fiddntertain deficiencies in internal control
over financial reporting that we consider to bengigant deficiencies.

A control deficiency exists when the design or agien of a control does not allow management
or employees, in the normal course of performirgrthssigned functions, to prevent or detect
misstatements on a timely basis. A significantaiefcy is a control deficiency, or combination
of control deficiencies, that adversely affects #mity's ability to initiate, authorize, record,
process, or report financial data reliably in ademce with generally accepted accounting
principles such that there is more than a remddiiood that a misstatement of the entity’s
financial statements that is more than inconsedgientll not be prevented or detected by the
entity’s internal control. We consider the defraees described in the accompanying schedule
of findings and responses to be significant deficies in internal control over financial
reporting (Findings 1 and 2).
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A material weakness is a significant deficiencycombination of significant deficiencies, that
results in more than a remote likelihood that aemal misstatement of the financial statements
will not be prevented or detected by the entitpt®inal control.

Our consideration of the internal control over finel reporting was for the limited purpose
described in the first paragraph of this sectiod would not necessarily identify all deficiencies
in the internal control that might be significanéfidiencies and, accordingly, would not
necessarily disclose all significant deficiencidsatt are also considered to be material
weaknesses. However, we believe that none ofigméfisant deficiencies described above is a
material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance abouthe@h€ollegelnvest's financial statements are
free of material misstatement, we performed testiésaccompliance with certain provisions of
laws, regulations, contracts, and grant agreememtscompliance with which could have a
direct and material effect on the determinationfiofincial statement amounts. However,
providing an opinion on compliance with those psomis was not an objective of our audit, and
accordingly, we do not express such an opinion.rékalts of our tests disclosed no instances of
noncompliance or other matters that are requirebetaeported undeGovernment Auditing
Standards

This report is intended solely for the informatiand use of the audit committee, management
and federal awarding agencies and pass-througtiesraind is not intended to be and should not
be used by anyone other than these specified partie

C%V/@»WAL/A

Greenwood Village, Colorado
December 10, 2007
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