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This report contains the results of the financia audit of the Prepaid Tuition Fund of Collegelnvest as of
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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, 2008

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, 2008. 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 Standards, issued 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, 2008.

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 30n2008.

Summary of Key Findings and Recommendations
There were no findings for the year ended Jun2G08.
Summary of Progress in Implementing Prior Year Audi Recommendations

The audit report for the year ended June 30, 2Gfiitamed two recommendations. Both
recommendations were implemented. The DispostibRrior Year Audit Recommendations
begins on page 4.



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 Teacban 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§itletermined 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 Jyl2004, 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 ofegored 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, 2008, none of these criteria were mes, dinuevaluation was not necessary.



DISPOSITION OF PRIOR AUDIT RECOMMENDATIONS

Fiscal Year 2007 Recommendations

Number Recommendation Disposition

1 Collegelnvest should ensure that the investn Implemented
are properly recorded at fair market value.

2 Collegelnvest should segregate duties of Implemented
setup ad system administration from duties s
as vendor setup, accounts payable and pc
journal entries
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Independent Auditor’'s Report
Members of the Legislative Audit Committee:

We have audited the accompanying basic financetkestents of Collegelnvest (a division of the
Department of Higher Education, State of Colora@@paid Tuition Fund as of and for the years ended
June 30, 2008 and 2007, as listed in the table ootenits. These financial statements are the
responsibility of Collegelnvest Prepaid Tuition Eisimanagement. Our responsibility is to express a
opinion on these financial statements based owodits.

We conducted our audits in accordance with audstagdards generally accepted in the United States
of America and the standards applicable to findnaiadits contained inGovernment Auditing
Sandards, issued by the Comptroller General of the Uniteates. Those standards require that we plan
and perform the audits to obtain reasonable assaralmout whether the financial statements arediree
material misstatement. An audit includes examinomga test basis, evidence supporting the amounts
and disclosures in the financial statements. Agitaalso includes assessing the accounting priesipl
used and significant estimates made by managenasntyvell as evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

As discussed in Note 1 — Organization and Summa§ignificant Accounting Policies, the financial
statements of the Prepaid Tuition Fund are intertdedresent the financial position and results of
operations and cash flows for only that portionhaf financial reporting entity, State of Coloratiat is
attributable to the transactions of CollegelnvesipRid Tuition Fund. They do not purport to, amd d
not present fairly, the financial position of theat® of Colorado as of June 30, 2008 and 2007 tland
changes in its financial position and its cash Hpwhere applicable, for the years then ended, in
conformity with accounting principles generally apted in the United States of America.

In our opinion, the financial statements referredabove present fairly, in all material respectg t
financial position of Collegelnvest Prepaid TuitiBand, as of June 30, 2008 and 2007, and the ekang
in its financial position and its cash flows foretlyear then ended in conformity with accounting
principles generally accepted in the United Stafesmerica.

Member of

Offices in 17 states and Washington, DC International



In accordance withGovernment Auditing Sandards, we have also issued our report dated
December 18, 2008 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 and grant agreememntother matters. The purpose of that report is
to describe the scope of our testing of internalti@ over financial reporting and compliance
and the results of that testing, and not to proad@pinion on the internal control over financial
reporting or on compliance. That report is angnaé part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the resfutiar
audit.

Collegelnvest Prepaid Tuition Fund has net defigftapproximately $1,520,000 and $1,865,000
as of June 30, 2008 and 2007, respectively. Dursogl year 2005, a bond laddering strategy
was implemented with the goal of matching bond mii@és 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 meetatsdigations. See Notes 1, 9 and 10 in the
Notes to Financial Statements.

The Management’'s Discussion and Analysis on pagésorigh 12 is not a required part of the
basic financial statements but is supplementargrinétion required by accounting principles
generally accepted in the United States of Amerld&e have applied certain limited procedures,
which consisted principally of inquiries of managethregarding the methods of measurement
and presentation of the required supplementaryrnmétion. However, we did not audit the
information and express no opinion on it.

C%WALA

Greenwood Village, Colorado
December 18, 2008



COLLEGEINVEST
PREPAID TUITION FUND
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2008 AND 2007

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, 2008 and
2007. 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, also administers the Student Loan Prodfamds, which consists of the Borrower
Benefit Fund, the Bond Funds, the CollegelnvestyEachievers Scholarship Fund, the Nursing
Teacher Loan Forgiveness Fund, and the Health Bareider Fund; and the College Savings
Program, which consists of the Scholars ChoicegdDiPortfolio, and Stable Value Plus Funds.
The Fund is presented as a proprietary fund inStade of Colorado Comprehensive Annual
Financial Report. Collegelnvest’'s Board of DiregstBoard) approves the annual budget and the
investment policy of the Prepaid Tuition Fund. Mgement of Collegelnvest is responsible for
the financial statements, footnotes and this dsons The management’s discussion and analysis
should be read in conjunction with the Fund'’s firiahstatements.

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 irNetAgsets, and a Statement of Cash Flows.

The Statement of Net Assets presents informaticallaf 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 wheltleefirtancial 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 ughout 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.

7



COLLEGEINVEST
PREPAID TUITION FUND
MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
JUNE 30, 2008 AND 2007

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

+«+ Prior to the First Payout Date (the date identifrethe 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 alied to and reimbursed by the Fund.

Comparison of Current Year Results to Prior Year:

Condensed Satement of Net Assets as of June 30: 2008 2007 2006
(dollar amounts expressed in thousands)
Assets:
Cash and investments $ 32576 $ 33867 $ 34,337
Advance payment contract receivables 1,965 2,694 3,633
Interest receivable 383 409 427
Total assets 34,924 36,970 38,397
Liabilities:
Accounts payable, accrued expenses and an
due to Student Loan Program FL 10< 87 8¢t
Contracts and benefits payable - cur 5,03 4,59t 4.27¢
Contracts and benefits payable - noncu 31,30¢ 34,15: 36,31«
Total liabilities 36,444 38,835 40,675
Net assets restricted for contracts and benefits $ (1,520) $ (1,865) $ (2,278)

Cash and investments decreased by $1.3 million flare 30, 2007 to June 30, 2008. For the
fiscal year ended June 30, 2008, cash received fiorastments redeemed, installment
payments, and interest on investments amounted!.tb idillion, while cash decreased due to
tuition payments, cancellations, rollovers, and gulstrative expenses



COLLEGEINVEST
PREPAID TUITION FUND
MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
JUNE 30, 2008 AND 2007

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

amounting to over $4 million. This resulted inet mcrease in cash of $4,000. The investments
decreased by $1.3 million which is due to redenmptibinvestments of $1.9 million, and offset
somewhat by an increase in fair market value ofr@pmately $548,000 in the fixed income
investment portfolio during the year ended June ZmM8. As of June 30, 2008 the Fund’'s
unrealized loss on its investments was $771,00@. Hind 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, whichabel at a loss.

Cash and investments decreased by approximatel§y, 3T from June 30, 2006 to June 30,
2007. For the fiscal year ended June 30, 2007, castived from installment payments and
interest on investments amounted to over $4.4 onilliwhile cash decreased due to tuition
payments, cancellations, rollovers, and adminisgatxpenses amounting to over $3.7 million.
This resulted in a net increase in cash of $669,0D@ investments decreased by $1.1 million
which is primarily due to the Fund adjusting itsefil income investments to fair market value at
June 30, 2007.

Advance payment contract receivables decreased28,@0 from June 30, 2007 to June 30, 2008.
The decrease was a combination of installment aonprincipal payments received of $625,000

and cancellations and rollovers to other qualifidghs of $104,000. Advance payment contract
receivables decreased by $939,000 from June 3@ #00une 30, 2007. The decrease was a
combination of installment contract principal payrsereceived of $796,000 and cancellations and
rollovers to other qualified plans of $143,000.

The decrease to contracts and benefits payableJumm 30, 2007 to June 30, 2008 of $2.4 million
was the net result of (1) a decrease of approxlyn@f9 million for payments to contract holders

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

approximately $1.5 million due to the accumulatafnfuture benefits to contract holders. The

decrease to contracts and benefits payable from 302006 to June 30, 2007 of $1.8 million was
the net result of (1) a decrease of approximat@l$ #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.



COLLEGEINVEST
PREPAID TUITION FUND
MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
JUNE 30, 2008 AND 2007

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

Condensed Satement of Revenues, Expenses and
Changesin Net Assets for the Years Ended June 30: 2008 2007 2006
(dollar amounts expressed in thousands)

Operating revenues:

Contract income $ 161 $ 251 $ 303

Investment income 1,445 1,463 1,588

Unrealized gain (loss) on investments 567 714 (2,260)
Total operating revenues 2,173 2,428 (369)

Operating expenses:

Contracts and benefits expense 1,619 1,821 1,757
Other expenses 209 194 195
Total operating expenses 1,828 2,015 1,952
Change in net assets 345 413 (2,321)
Net assets, beginning of year (1,865) (2,278) 43
Net assets, end of year $ (15200 $ (1,865 $ (2,278)

Contract income decreased by $90,000 for the yededce June 30, 2008 from the year ended
June 30, 2007 due primarily to the continued redacin the number of participants making
installment contract payments. The number of lm&nt contracts decreased by approximately
264 from 1,090 as of June 30, 2007 to 826 as oé By 2008 primarily as a result of final
installment payments received from contract holdédditionally, during the contract’s early
amortization period, a large percentage of the higmiayment is used for paying the interest
and as the contract is paid down, more of the nipmiilyment is applied to principal, resulting
in a decrease in contract income.

Contract income decreased by $52,000 for the yedede June 30, 2007 from the year ended
June 30, 2006. The decrease is due to a reductidhe number of participants making
installment contract payments. The number of Ims&nt contracts decreased by 210 from
1,300 as of June 30, 2006 to 1,090 as of June®X, @rimarily as a result of final installment
payments received from contract holders.

10



COLLEGEINVEST
PREPAID TUITION FUND
MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
JUNE 30, 2008 AND 2007

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

Investment income consists of interest on corpaoaate treasury bonds and interest on the State
Treasurer’s cash pool. Interest income decreagekil®,000 for the year ended June 30, 2008
from the year ended June 30, 2007. Two investmetdsing $1.9 million matured during the
year. Interest income decreased by $125,000 foyéar ended June 30, 2007 from the year
ended June 30, 2006. Two investments totaling §ill&on matured during the year ended June
30, 2007. The overall strategy of the Fund waguxhase bonds with maturities that coincide
with withdrawals. The intent is to hold the bortdanaturity. The Fund has not liquidated any
bonds prior to maturity since this strategy wasiptd place in March 2005.

The fixed income investment portfolio had an uneeal gain of $548,000 and $708,000 as of
June 30, 2008 and 2007, respectively, due to madgastments of investment values. The State
Treasurer’s cash pool had an unrealized gain ofG8Mand $6,000 as of June 30, 2008 and
2007, respectively. The annualized yield on fikembme investments, including unrealized gains
and losses, of the Fund was 1.6% and 3.2% forisical fyears ended June 30, 2008 and 2007,
respectively.

Contracts and benefits expense consists of theahmcarual of future benefits adjusted for the
actual experience of tuition payments, cancellati@md rollovers during the year. This expense
decreased by $202,000 for the year ended JunddB8, flom the year ended June 30, 2007, and
increased by $64,000 for the year ended June 3, #6m the year ended June 30, 2006. The
changes are due primarily to changes in the nunebesontracts remaining and the actual
withdrawals made during each year.

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

2008 2007 2006

(dollar amounts expressed in thousands)
Expenses subject to the 1% cap $ 193,000 $ 171,000 $ 175,000
1% cap $ 246,000 $ 278,000 $ 308,000

Expenses did not exceed the 1% cap of contrac foicthe years ended June 30, 2008, 2007, or
2006. 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

11



COLLEGEINVEST
PREPAID TUITION FUND
MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
JUNE 30, 2008 AND 2007

Economic Factors and Future Years’ Rates (continugd

K/
£ %4

The Fund’'s amended contract terms limit the anmeatentage increases in average
tuition for distributions to the lesser of 1) thergentage increase in actual average tuition
of Colorado public colleges and universities, 0525%. In addition, the Fund offers a
minimum cumulative return of 4% per annum calcuase the time of distribution.
Average tuition as computed under these contranistencreased 5.5% in fiscal years
2007 and 2008 from $32.58 per unit as of Augu&0D6 to $34.37 per unit as of August
1, 2007 and to $36.26 as of August 1, 2008. Actwarage tuition of Colorado public
colleges and universities increased by 10.4% abth §or the 2007-2008 and 2008-2009
school years, respectively.

Future fair market valuation of fixed income settas may fluctuate based on interest
rates and/or the underlying credit of the secwitiefhe Fund’s intent is to hold these
investments to maturity. The Fund has not liquedatny investments prior to maturity
since the amended investment policy was placedeffext during fiscal year 2005. A
downgrade in the rating of any fixed income se@sibr changes in liquidity needs of the
Fund could cause the Fund to liquidate fixed inca®eurities prior to maturity. If the
Fund liquidated fixed income securities prior totomdy it may experience different
returns than expected. The Fund may also experiesses as a result of a default by an
issuer of its fixed income securities.

The contract and benefit liability is calculatedséd on assumptions determined by
management. Management utilizes past experierayel as consultation with an
actuary who is experienced in prepaid tuition pldaasietermine the assumptions used in
the liability calculation. The assumptions relatedhe timing of cash flows were used as
a basis for management’s investment decisions. iaNe@s between the cash flows
experienced by the Fund and the assumptions wilzemanagement may impact the
ability of the Fund to meet its obligations as tkheyne due.

If it is determined that the Fund is not finangiadbund, then the Fund may discontinue
permanently or for a period of time may suspentl phaticular aspect of the Fund.

Requests for Information:

This report is designed to provide a general oeswvbf the Fund's finances. Questions
concerning any of the information provided in theport or requests for additional information
should be addressed to: Kenton J. Spuehler, GHiencial Officer, Collegelnvest, 1560
Broadway, Suite 1700, Denver, CO 80202.

12



Assets

Current assets:
Cash deposits
Investments

COLLEGEINVEST
PREPAID TUITION FUND
STATEMENTS OF NET ASSETS
JUNE 30, 2008 AND 2007
(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:

2008

1,966 $

2,223
330
383

4,902

28,387

1,635

30,022

34,924

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

27
82

5,030

5,139

31,305

31,305

36,444

$

The accompanying notes are an integral part of these financial stat:
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(1,520)

(1,520 $

2007

1,962
1,837
616

409

4,824

30,068

2,078

32,146

36,970

29
58

4,595

4,682

34,153
34,153
38,835
(1,865)

(1,865)



COLLEGEINVEST
PREPAID TUITION FUND

STATEMENTS OF REVENUES, EXPENSES AND

CHANGES IN FUND NET ASSETS

FOR THE YEARS ENDED JUNE 30, 2008 AND 2007

(dollar amounts expressed in thousands)

Operating revenues
Contract income
Investment income
Unrealized 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

The accompanying notes are an integral part of these financial stat:

14

$

2008 2007
161 251
1,445 1,463
567 714
2,173 2,428
1,619 1,821
158 138
51 56
1,828 2,015
345 413
(1,865) (2,278)
(1,520 (1,865)




COLLEGEINVEST
PREPAID TUITION FUND
STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED JUNE 30, 2008 AND 200
(dollar amounts expressed in thousand

200¢ 2007
Cash Flows from Operating Activities:
Cash receipts from advance payment contracts $ 799 $ 1,056
Cash distributions for advance payment contracts (3,939) (3,529)
Cash payments to suppliers for goods and services (144) (148)
Cash payments to employees for service (51) (56)
Net cash used by operating activiti (3,335 (2,677
Cash Flows from Investing Activities
Redemptions of investme 1,86¢ 1,86¢
Income received from investme 1,471 1,481
Net cash provided by investing activiti 3,33¢ 3,34¢
Increase (decrease) in cash and cash equival 4 66¢
Cash and cash equivalents, beginning of peri 1,962 1,29:¢
Cash and cash equivalents, end of perit $ 1,96¢ $ 1,962

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, 2008 AND 2007

(dollar amounts expressed in thousands)

Reconciliation of net gain to net cash
used by operating activities

Change in net assets

Items reflected as investing activities
Income received from investments
Adjustments to reconcile net gain to ne

cash used by operating activities:

Net appreciation of fair value of investments

Changes in operating assets and liabilitie

Advance payment contract receivables
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 oetfieancial statements.
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2008 2007
$ 345 $ 413
(1,471) (1,481
(547) (708)

729 93¢

(2) (4)

24 6
(2,413) (1,842)
$ (3335) $ (2677)




COLLEGEINVEST
PREPAID TUITION FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2008 AND 2007

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 studlgiigation bond program (Student Loan

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

savings program (Scholars Choice, Direct Portfaiod Stable Value Plus Funds), a scholarship
trust program (Collegelnvest Early Achievers Scisbigp Fund), a Nursing Teacher Loan

Forgiveness program (Nursing Teacher Loan Forgaseheind) and a Health Care Provider Loan
Repayment program (Health Care Provider Fund) whrehadministered by Collegelnvest. The
mission of Collegelnvest is to be Colorado’s higleelucation financing leader and to help

Colorado families break down the financial barrigrgollege. The operations of the programs of
Collegelnvest are accounted for under generallg@ted accounting principles. Collegelnvest
receives less than 10% of its funding from the éStat any local government of the State, and
therefore, retains its enterprise status undei@e20, 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 averagantinflation 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 &isedebelow 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, 2008 AND 2007

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 studerhéd 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, 2008 and 2007 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, 2008 and 2007 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, 2008 AND 2007

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, whereitient 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, 2008 weré fillion, compared to actual expenses of
$1.8 million. The actual contract and benefit exqggewas greater than budget by approximately
$200,000, primarily due to timing of certain actahassumptions. The actual contract and
benefit expense for the fiscal year ended Jun@08 is determined using actuarial cash flows
while the budget is determined based on a varietash inflow and outflow assumptions using
historical data.

The Executive Director and the Board exercise agktsesponsibilities, 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 rsgx are recognized in the period they are
incurred.
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COLLEGEINVEST
PREPAID TUITION FUND
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2008 AND 2007

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

The Fund distinguishes between operating revenagsgpenses 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, 2008 and 2007.

Advance Payment Contract Receivables:

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

Compensated Absences:

Compensated absences, known as general leavaléaclacation 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 LoaiagPam 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, 2008 AND 2007

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 increaged 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, 2008 and 2007, 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, 2007 financiakstahts 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 agenth®r=und or the State Treasurer. Receipts on
installment contracts are deposited to demand depoounts daily.
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COLLEGEINVEST
PREPAID TUITION FUND
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2008 AND 2007

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 Treasugart@. All of the State Treasurer’s investments

are reported at fair value, which is determinededasn quoted market prices at June 30, 2008
and 2007. The State Treasurer does not investoérthe 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:
2008 2007
(dollar amounts expressed in thousands)

State Treasurer's Cash Pool $ 1,963 $ 1,958
Demand Deposit Accounts 3 4
Total cash deposits $ 1,966 $ 1,962

Custodial Credit Risk — Cash Deposits:

Custodial credit risk is the risk that, in the etver 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 possessicanmadutside party. Monies in the demand deposit
accounts are insured by federal depository inserémrcthe first $100,000. Deposits in excess of
the $100,000 limit are collateralized subject te trovisions of the State’s Public Deposit
Protection Act (PDPA) for monies held within thex®t

The carrying amount and bank balance of demandsitepacounts was $3,000 and $3,000 as of
June 30, 2008 and $4,000 and $4,000 as of Jurz08@, All amounts were fully insured by the
FDIC and therefore, the Fund did not have any diataredit risk on its cash deposits as of
June 30, 2008 and 2007.

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

responsibility for the investment of the Fund’'s nesp 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, 2008 AND 2007

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 sdiesriof
any one issuer at the time of purchase, with tloegtion of securities issued or guaranteed byuhédaith
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 pamega combination of shorter term and longer
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COLLEGEINVEST
PREPAID TUITION FUND
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2008 AND 2007

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

term investments and by timing cash flows from maés 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 $4.7 an8 #illion of corporate bonds subject to call
options for both years on June 30, 2008 and 2@3pectively.

2008 2007
Weighted Weighted
Average Average
Investment Fair Maturity Fair Maturity
Type Value (inyears) Value (in years)

(dollar amounts expressed in thousands)

U.S. Agency Securities $ 5,617 99 $ 4,956 10.8

Corporate Debt 24,973 3.6 26,916 4.7

Money Market Mutual Funds 20 N/A 33 N/A
$ 30,610 $ 31,905

Credit Risk:

Generally, credit risk is the risk that an issueam 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, 2008:
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 $ 5,617 - - - - -
Corporate Debt [*] - $ 811 $ 3,818 $ 7,883 $ 7,860 $ 4,601
Money Market Mutual Funds N/A - - - - - -
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COLLEGEINVEST
PREPAID TUITION FUND

NOTESTO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2008 AND 2007

2. Cash Depositsand I nvestments (continued):

Credit Risk (continued):

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 $ 4,956 - - - - - -
Corporate Debt [*1 - $ 797 $ 3,804 $15,750 $ 5,128 $ 1,437 -
Money Market Mutual Funds N/A - - - - - - $ 33
As of June 30, 2008:
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 $ 5,617 - - - - - -
Corporate Debt ] - $ 811 % 6581 % 8392% 7,739 $ 1,450 -
Money Market Mutual Funds N/A - - - - - - % 20
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 [*1 - $ 2232 $10181 $ 11,793 $ 1,273 $ 1,437 -
Money Market Mutual Funds N/A - - - - - - 3 33

[

The Fund's investment policy provides for a minimum ratihgtdeast AA by at least one of the mgjor rating agencies upon

acquisition for each spedfic issue. Any investment dosdies will be evaluated and appropriate action taken, assaege The
investrrent policy prohibits investments which cause niae 10% of the fixed income portion to be invested in seesiitith a

less than investment grade rating, or investments whigedaa fixed income portion to have an overall quality whediess than A
as rated by Moody's or Standard & Poor'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 @08 2nd 2007 are as follows:

2008 2007
Investment Fair Fair
Issuer Type Value Value

(dollar amounts expressed in thousands)

FNMA U.S. Agency Securities $5,305 $4,681
Goldman Sachs Corporate Debt $3,407 $3,364
Morgan Stanley Corporate Debt $3,273 $3,323
Bank of America Corporate Debt $3,172 $3,155
Merrill Lynch & Co. Corporate Debt $3,151 $3,302
JP Morgan Chase Corporate Debt $2,658 $2,597
Citigroup Corporate Debt $2,196 $2,250
Wells Fargo Corporate Debt $2,094 $2,083
Nations Bank Corporate Debt - $1,720

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 monthidynpent 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 twntract date until at least three months
before the scheduled payout date), five yearsemryears. 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 200942 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 $2.0 million a@d $nillion as of June 30, 2008 and 2007,
respectively. The Fund expects to collect appretéty $330,000 in contract receivables during
the fiscal year ended June 30, 2009. The remalbilng million is expected to be collected from
July 1, 2009 through March 31, 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.

Asof June30: 200¢ 2007
(dollar amounts expressed in thousands)
APV of Future Contracts and Benefits Pay $ 36,33 $ 38,74¢
Total Assets Available for Future Contracts andeBenare as follows:
Cash deposits $ 1,966 $ 1,962
Investments 30,610 31,905
Advance payment contract receivables 1,965 2,694
Interest receivable 383 409
Less:
Accounts payable and accrued expe 27 (29
Due to Student Loan Program R (82 (58
Total Assets Available for Future Contracts andeBenPayable ¢ 34,81 $ 36,883
Excess (Deficit) Assets $ (1,520 $ (1,865)
Total Assets Available as a Percentage of Conaadi®enefits 96% 95%
Payabl

The following assumptions developed by management wsed in the actuarial analysis as of June
30, 2008 and 2007. These assumptions are badadtoncal data both for the State and national
trends.

Investment rates The investment yield assumptidsased on estimates of the yields that will
be available on the investment portfolio and castor both fiscal years
ended June 30, 2008 and 2007, the investment g&sldmption was 4.5%.
For the fiscal years ended June 30, 2008 and 2f867actual annualized
yield on investments was 1.6% and 3.2%, respegtivellThe actual
annualized yield on advance payment contract rabtg was 6.78% for
both years.

Tuition increases Tuition increases are based encthirent best estimate of future tuition
increases for Colorado public four-year colleges @amversities in existence
at such time plus the State community collegest th® fiscal year ended
June 30, 2008, the tuition increases assumpti@bsi for two years and
5.25% thereafter. For the fiscal year ended Juhe2B07, the tuition
increases assumption is 5.5% per year for threms yea 5.25% thereafter.
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4. Contracts and Benefits Payable (continued):

For the fiscal years ended June 30, 2008 and 200 Actual average tuition
increased by 10.4% and 5.7%, respectively. Aveta@n as computed

under the contract terms increased 5.5% in bottigbal years ended June
30, 2008 and 2007.

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 participaritde 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 two 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
2009 $ 4,863
2010 4,812
2011 3,883
2012 3,741
2013 3,871
2014-2018 17,218
2019-2023 4,940
2024 100

Total Estimated Contracts and Benefits Distribugion $ 43,428

5. Retirement Plan:
Plan Description:

Most of Collegelnvest’'s employees participate idedined benefit pension plan. The plan’s
purpose is to provide income to members and tlaanilies at retirement or in case of death or
disability. The plan is a cost sharing multiple pdoyer plan administered by the Public
Employees’ Retirement Association (PERA). PERA \weatablished by state statute in 1931.
Responsibility for the organization and adminisbratof the plan is placed with the Board of
Trustees of PERA. Changes to the plan reqaireactuarial assessment and legislation by the
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5. Retirement Plan (continued):
Plan Description (continued):
General Assembly. The state plan and other dnssiplans are included in PERA's financial

statements, which may be obtained by writing PERR@ Box 5800, Denver, Colorado 80217,
by calling PERA at 1-800-759-PERA (7372), or byiting) http:/Avww.copera.org

Non-higher education employees hired by the stige 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 meaiRERA. 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. Currently, higher education emgés, except for community college
employees, are required to participate in theititunson’s optional plan, if available, unless they
are active or inactive members of PERA with attlea® year of service credit. In that case they
may elect either PERA or their institution’s opt@mplan. Community college employees hired
after January 1, 2008, are required to become menddd®ERA and must elect either PERA’s
defined benefit or defined contribution plan with @ays, unless they had been a PERA member
within the prior twelve months. In that case tla#g required to remain in the PERA plan in
which they participated previously.

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 benefieraent 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 trogpperst 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 yearseice, 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@syefiservice, or age 65 with 5 years of
service.

e Hired on or after January 1, 2007 — any age wityeds'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:
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5. Retirement Plan (continued):
Plan Description (continued):

e Hired before January 1, 2007 — age 55 with a mininui 5 years of service credit and
age plus years of service equals 80 or more.

e Hired on or after January 1, 2007 — age 55 withigimum 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 thangef retirement benefit or money purchase
benefit at retirement. Defined benefits are catmd as 2.5 percent times the number of years of
service times the highest average salary (HASY. r&rements 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 consecutivethsoof service credit and limited to a 15
percent increase between periods. For retirenmadtes January 1, 2009 or persons hired on or
after January 1, 2007, more restrictive limits plieced on salary increases between periods used
in calculating HAS.

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

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

e Hired on or after January 1, 2007 — the lesser péi®ent or the actual increase in the
national Consumer Price Index, limited to a 10 eeteeduction in a reserve established
for cost of living increases related strictly tm$le hired on or after January 1, 2007. (The
reserve is funded by 1 percentage point of salacastributed by employers for
employees hired on or after January 1, 2007.)

Members disabled, who have five or more years ofige 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 timedstnt) 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 membstases may be entitled to a survivor’'s benefit.
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5. Retirement Plan (continued):
Funding Policy:

The contribution requirements of plan members &ed €mployers are established, and may be
amended, by the General Assembly. Salary sulgd@ERA contribution is gross earnings less any
reduction in pay to offset employer contributionsthie state sponsored IRC 125 plan established
under Section 125 of the Internal Revenue Code.stMmployees contribute 8.0 percent (10.0
percent for state troopers) of their salary, agddfin CRS 24-51-101(42), to an individual account
in the plan. From July 1, 2007, to December 3072@he state contributed 11.15 percent (13.85
percent for state troopers and 14.66 percent @dtidicial Branch) of the employee’s salary. From
January 1, 2008, through June 30, 2008, the stateilmuted 12.05 percent (14.75 percent for state
troopers and 15.56 percent for the Judicial BrancBuring all of Fiscal Year 2007-08, 1.02
percent of the employees’ total salary was allataighe Health Care Trust Fund.

Per Colorado Revised Statutes, an amortizatiorogerf 30 years is deemed actuarially sound.
At December 31, 2006, 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 aslsemlihorized an Amortization Equalization
Disbursement (AED) to address a pension-fundingrtiio The AED required PERA
employers to pay an additional .5 percent of salaryanuary of 2006, another .5 percent of
salary in 2007, and subsequent years increasdspefcent 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, eachsyea€ half 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,
legislation passed in the 2006 session requirddiuh&re 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, 2008, 2007 and 2006 $&000, $5,000 and $4,000, respectively.
These contributions met the contribution requirehf@neach year.
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6. Voluntary Tax-deferred Retirement Plans:

PERA offers a voluntary 401k plan entirely sepafeten the defined benefit pension plan. The
State offers a 457 deferred compensation plan ardiic agencies and institutions of the State
offer 403b or 401(a) plans.

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 converted ttoist fund in 1999. The plan is a cost-
sharing multiple-employer plan under which PERAsdizes a portion of the monthly premium
for health care coverage. The benefits and employetributions are established in statute and
may be amended by the General Assembly. PERAdseslihe Health Care Trust Fund in its
Comprehensive Annual Financial Report, which maybtined by writing PERA at PO Box
5800, Denver, Colorado 80217, by calling PERA &00-759-PERA (7372), or by visiting
http://www.copera.org

After the PERA subsidy, the benefit recipient palys balance of the premium through an
automatic deduction from the monthly retirement dfign Monthly premium costs for
participants depend on the health care plan sele¢kee PERA subsidy amount, Medicare
eligibility, and the number of persons covered.feé&ive July 1, 2000, the maximum monthly
subsidy is $230 per month for benefit recipientowne under 65 years of age and who are not
entitled to Medicare; and $115 per month for benefiipients who are 65 years of age or older
or who are under 65 years of age and entitled tdiddee. The maximum subsidy is based on
the recipient having 20 years of service creditl ensubject to reduction by 5 percent for each
year less than 20 years.

Employees are not required to contribute to theltHe2are Trust Fund, which is maintained by
employer’s contributions as discussed above in Nate Beginning July 1, 2004, state
agencies/institutions are required to contribu@2 Joercent of gross covered wages to the Health
Care Trust Fund. Collegelnvest contributed $4800$ and $400 as required by statute in Fiscal
Years 2007-08, 2006-07, and 2005-06, respectivétlyeach year the amount contributed was
100 percent of the required contribution.

The Health Care Trust Fund offers two general typeglans: fully-insured plans offered
through health care organizations and self-insyplads administered for PERA by third party
vendors. As of December 31, 2007, there were 44editolled participants, including spouses
and dependents, from all contributors to the plahDecember 31, 2007, the Health Care Trust
Fund had an unfunded actuarial accrued liabilit$D45 billion, a funded ratio of 19.9 percent,
and a 38-year amortization period.
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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 includggemgl 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

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

State reimburses Pinnacol Assurance for the cucasttof claims paid and related administrative

expenses.

Collegelnvest participates in the Risk Managememidi- State agency premiums are based on an
assessment of risk exposure and historical experiehiabilities are reported when it is probable
that a loss has occurred and the amount of theickns be reasonably estimated. Liabilities include
an amount for claims that have been incurred btireorted. Because actual claims liabilities
depend on such complex factors as inflation, chemgdegal 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 soa@obfs.

The limits of liability for which the State acceptesponsibility pursuant to the Colorado
Governmental Immunity Act, section 24-10-101 aréo#ews:

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

Each occurrence $600,000

There were no significant reductions or changassarance coverage from the prior year. Settled
claims did not exceed insurance coverage in attysopast three fiscal years.
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8. Risk Management (continued):

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.

The Fund had a deficiency in restricted net aggfe®i.5 million and $1.9 million as of June 30,
2008 and 2007, respectively. The deficiency isprily due to the Fund adjusting its fixed income
investments to fair market value and recording alilmed gains and losses based on this
adjustment. The Fund expects to hold its fixedine investments to maturity and therefore, does
not anticipate realizing investment losses.

Net assets are restricted for the purpose of ngedtiture 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, 2008 and an operating gain for the
year ended June 30, 2007. A bond laddering syratems implemented with the goal of

matching bond maturities and coupon payments tcederd net cash outflows. The bond
portfolio will be evaluated on an annual basis asloblanced, if necessary. The intent of the
Fund is to hold the investments to maturity whidimowd reduce the Fund’s economic

dependency on market fluctuations.

11. Subsequent Event:

In September 2008, the Federal National Mortgagsoéiation (FNMA) was placed into
conservatorship of the Federal Housing Finance ggerAdditionally, the U.S. Department of
the Treasury established a secured lending cradility available to FNMA. As a result, the
Fund’'s investments in FNMA securities are not scibfe credit risk or concentration of credit
risk under GASB 40.
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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 statementsolie@elnvest (a division of the Department of Highe
Education, State of Colorado) Prepaid Tuition Fasdof and for the years ending June 30, 2008 and
2007, and have issued our report thereon datednmae 18, 2008. We conducted our audit in
accordance with auditing standards generally aedeptthe United States of America and the stargdard
applicable to financial audits contained@overnment Auditing Standards, issued by the Comptroller
General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considetgmllegelnvest Prepaid Tuition Fund's internal
control over financial reporting as a basis forigieimg our auditing procedures for the purpose of
expressing our opinion on the financial statemedmis,not for the purpose of expressing an opinion o
the effectiveness of the entity’s internal contoder financial reporting. Accordingly, we do not
express an opinion on the effectiveness of thayéntnternal control over financial reporting.

A control deficiency exists when the design or agien of a control does not allow management or
employees, in the normal course of performing thessigned functions, to prevent or detect
misstatements on a timely basis. A significantiaileficy is a control deficiency, or combination of
control deficiencies, that adversely affects thatga ability to initiate, authorize, record, pess, or
report financial data reliably in accordance widmgrally accepted accounting principles such theret

is more than a remote likelihood that a misstatdroéthe entity’s financial statements that is mttran
inconsequential will not be prevented or detectgthe entity’s internal control.

A material weakness is a significant deficiencycombination of significant deficiencies, that iésun
more than a remote likelihood that a material mateshent of the financial statements will not be
prevented or detected by the entity’s internal int

Our consideration of internal control over finarai@porting was for the limited purpose described i
the preceding paragraph and would not necessaldwgtify all deficiencies in internal control over
financial reporting that might be significant déficcies or material weaknessedVe did not identify
any deficiencies in internal control over finanaiaporting that we consider to be material weake®ss
as defined above.

35

Member of

Offices in 17 states and Washington, DC International



Compliance and Other Matters

As part of obtaining reasonable assurance aboutheh€ollegelnvest Prepaid Tuition Fund's

financial statements are free of material misstatanwe performed tests of its compliance with
certain provisions of laws, regulations, contraeisd grant agreements, noncompliance with
which could have a direct and material effect om tletermination of financial statement

amounts. However, providing an opinion on compleegth those provisions was not an

objective of our audit, and accordingly, we do erpress such an opinion. The results of our
tests disclosed no instances of noncompliance leer anatters that are required to be reported
underGovernment Auditing Standards.

This report is intended solely for the informatiand use of the audit committee, management
and federal awarding agencies and pass-througtesrdind 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 18, 2008
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Required Communications to the Legislative Audit Conmittee
December 18, 2008
Members of the Legislative Audit Committee

This letter is to provide you with information atosignificant matters related to our audit of the
financial statements of Collegelnvest Prepaid duifrund for the year ended June 30, 2008.

The following are our observations arising from #ulit that are relevant to the Collegelnvest Baxrd
Directors (the Board) responsibilities in oversgeime financial reporting process.

Auditor's Responsibilities Under Generally Accepted Auditing Standards. Our audit was
performed for the purpose of forming and expresaimgpinion about whether the financial statements,
that have been prepared by management with thedBoaversight, are presented fairly, in all materia
respects, in conformity with accounting principfgenerally accepted in the United States of America.
Our audit does not relieve the Board or managewifethieir responsibilities.

Other Information in Documents Containing Audited Financial Statements. In connection with the
Collegelnvest Prepaid Tuition Fund’s financial staents, we did not perform any procedures or
corroborate other information included in the répddowever, we read management’s discussion and
analysis of financial conditions and results of rapiens and considered whether the informatiorher t
manner in which it was presented was materiallyomsestent with information or the manner of
presentation of the financial statements. Basedwreading, we concluded that the information did
not require revision.

Significant Issues Discussed With Management Prido Retention. We discuss various matters with
management prior to retention as Collegelnvest d&depuition Fund’s auditors. These discussions
occur in the normal course of our professionaltr@haship. There were no significant issues, incigd

the application of accounting principles and aundgitstandards, which were discussed with management
prior to our retention as auditors.

Consultations with Other Accountants. We were informed by management that they made no

consultations with other accountants on the apjidicaof generally accepted accounting principals or
generally accepted auditing standards.
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Qualitative Aspects of Accounting Practices.

Accounting Policies

Management is responsible for the selection andofissppropriate accounting policies. The

significant accounting policies used by CollegebtVerepaid Tuition Fund are described in Note
1 to the financial statements. There were no Bagmt accounting policies or their application

which were either initially selected or changediniyithe year.

We noted no transactions in controversial or emgrgareas for which there is a lack of
authoritative guidance or consensus.

There were no significant transactions that havenlrecognized in the financial statements in a
different period than when the transaction occurred

Accounting Estimates

Accounting estimates are an integral part of tnarfcial statements prepared by management
and are based on management’s knowledge and experabout past and current events and

assumptions about future events. Certain accayiestimates are particularly sensitive because
of their significance to the financial statementsl decause of the possibility that future events

affecting them may differ significantly from thosgpected.

The following is management's description of thecpss utilized in forming estimates for the
actuarial liability related to the future cash flowf 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 contsaantd benefits payable.

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

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, 2008 and 2007, the
investment yield assumption was 4.5%. The actoabalized yield on investments of the fund

was 1.6% and 3.2%, respectively.

Tuition increases are based on the current bestagst of future tuition increases for Colorado
public four-year colleges and universities in extigte at such time plus the State community
colleges. For the fiscal year ended June 30, 20@8fuition increases assumption is 5.5% for
two years and 5.25% thereafter. For the fiscatsyeaded June 30, 2008 and 2007, the actual
average tuition increased by 8.5% and 10.4%, réispéc However due to contract restrictions,
average tuition as computed under the contractstentreased 5.5% in both the fiscal years
ended June 30, 2008 and 2007.
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Financial Statement Disclosures
Certain financial statement disclosures are pdditusensitive because of their significance to
financial statement users. There were no partigusnsitive financial statement disclosures.

Difficulties Encountered in Performing the Audit. We encountered no significant difficulties
in dealing with management related to the perfogearf our audit.

Corrected Misstatements. There were no material misstatements detectedrasudt of audit
procedures and corrected by management that weteriada either individually or in the
aggregate, to the financial statements taken asoéew

Representations from Management. We have requested and received representations from
management.

Disagreements With Management. There were no disagreements with management on
financial accounting and reporting matters, audifnocedures, or other matters which would be
significant to Collegelnvest Prepaid Tuition Fundéliisancial statements or our report on those
financial statements.

Please contact Mark Elmshauser if you have anytiquasregarding the matters included in this
letter.

C%WALA
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