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This report contains the results of the financial audit of the College Savings Program Funds
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institutions and agencies of State government.
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REPORT SUMMARY

COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
FINANCIAL AUDIT
FISCAL YEAR ENDED JUNE 30, 2010

Purpose and Scope

The Office of the State Auditor, State of Coloradngaged Clifton Gunderson LLP to conduct
the financial audit of Collegelnvest College SasirRrogram Funds for the fiscal year ended
June 30, 2010. Clifton Gunderson LLP performed thudit in accordance with auditing
standards generally accepted in the United Stdtesrmrica and the standards applicable to
financial audits contained i@overnment Auditing Standards, issued by the Comptroller General
of the United States.

The purpose and scope of our audit was to expresspaion on Collegelnvest's College

Savings Program Funds’ basic financial statemestsfand for the fiscal year ended June 30,
2010.

Audit Opinions and Reports

We expressed an ungualified opinion on Collegeltwé&3ollege Savings Program Funds’ basic
financial statements, as of and for the fiscal yrated June 30, 2010.

Summary of Key Findings and Recommendations

There was a material weakness in internal contrelating to the accounting treatment of
adjustments made by the plan manager for errothenSmart Choice Fund. This finding is
presented as Finding No. 1 in the Findings and Rewendations section of this report.

Summary of Progress in Implementing Prior Year Audt Recommendations

The audit report for the year ended June 30, 2@0dfamed one recommendation, which has
been implemented. The Disposition of Prior YeadihiRecommendations begins on page 9.



DESCRIPTION OF THE
COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
FINANCIAL AUDIT
FISCAL YEAR ENDED JUNE 30, 2010

Organization

The Colorado General Assembly pursuant to ColoRewsed Statutes 23-3.1-201, et seq. and
23-3.1-301, et seq. established a student obligdtomd program (Student Loan Program Funds,
which consist of the Borrower Benefit Fund, Bondhéfs, the Collegelnvest Early Achievers
Scholarship Fund, the Nursing Teacher Loan ForgssrFund, and the Health Care Provider
Fund), a post secondary education expense progPaepdid Tuition Fund), and an Internal
Revenue Code Section 529 college savings prograino(&s Choice Fund, Direct Portfolio
Fund, Stable Value Plus Fund, and Smart Choice }umdhich are administered by
Collegelnvest. The programs assist students intinge¢he expenses incurred in availing
themselves of higher education opportunities. THeecutive Director of the Colorado
Department of Higher Education has responsibility foversight and management of
Collegelnvest and appoints the Director of Collegekt. In addition, Collegelnvest has a nine
person Board of Directors (Board) designated by @wwernor with the consent of the State
Senate to serve four year terms.

The College Savings Program Funds were establigshprbvide families with an opportunity to
save for future college education expenses. Timel$provide an opportunity to invest on a tax-
favored basis toward the “qualified higher educaxpenses” of a designated beneficiary (the
Student) associated with attending an institutibhigher education. These institutions include
most community colleges, public and private fouatyeolleges, universities, graduate and post-
graduate programs, and certain proprietary andtiayad schools throughout the United States.
“Qualified higher education expenses” include anti fees, books, supplies, and equipment
required for the enrollment or attendance of a esttidat an eligible institution of higher
education plus, subject to certain limitations,moand board expenses for a student attending
such an institution on at least a half time basis.

The Colorado Constitution and other State laws iprbkhe State from providing its full faith
and credit to obligations of other entities, sushtlae College Savings Program Funds. As a
result, payments from the College Savings Progrand§& are not guaranteed in any way by the
State, and are not considered to have createdtadebligation of the State. Such payments are
limited obligations, payable from each College &gsi Program Fund, but not from the other
assets of Collegelnvest.



Scholars Choice Fund

The Scholars Choice Fund was established in Octt@®9. The Scholars Choice Fund had $2.3
billion in net assets as of June 30, 2010. Officz Collegelnvest oversee the Fund but contract
with a private financial service firm, Legg Masomoal Asset Allocation, LLC (LMGAA) to
manage the Fund.

Scholars Choice accounts can be opened any timegdilre year. At the time an account is
established, the purchaser must select from nimestment options. Investors are allowed to
change their investment within the Fund once eugrglve months. Below are the nine
investment options.

Age-Based Option— Contributions are invested in a series of upeteen portfolios over
time. As the beneficiary gets older and closercttiege age, the fund manager
automatically moves investments from higher riskfptios to lower risk portfolios.

Balanced 50/50 Option- Contributions are invested in a portfolio witlmadian degree
of risk, with 50% invested in stocks and 50% inedsnh bonds.

Years-to-Enrollment Option — Contributions are invested in a series of upfite
portfolios depending on the time to account forumat, similar to the age based option,
but with a more limited, lower risk, range of potibs.

All Equity Option — Contributions are invested in equity mutual fsidroughout the
life of the account. This option carries the higfhgotential for risk and return through its
focus on the equity markets.

All Fixed Income Option — Contributions are invested in bond funds thraughhe life
of the account. This option seeks stable retumixed income investments.

Equity 80% Option — Contributions are invested 80% in equity mutuaids while
maintaining 20% in one portfolio with exposure tonem stable returns of fixed income
investments throughout the life of the account.

Fixed Income 80% Option— Contributions are invested 80% in more stabierns of
fixed income investments while maintaining 20% meagortfolio with exposure to the
long-term capital appreciation potential of equitytual funds.

Zero Coupon Bond Option —Contributions are invested in U.S. Treasury Zereyim
Bonds with specific target maturity dates. Theestment objective of this option is to
provide investors who hold their units until théeséed Zero-Coupon Bond Portfolio’s
maturity date with an investment experience thatasnparable, before taking into
account fees and expenses, to that of a directiment in a zero-coupon U.S. Treasury
bond with the same term to maturity.

Cash Reserve Option- Contributions are invested in the Western Asset éjodarket
Fund. The investment objective of the Cash Res®pt#on is to seek maximum current
income and preservation of capital.



Direct Portfolio Fund

The Direct Portfolio Fund was established in Octd@04. The Direct Portfolio Fund contains
only participant accounts that are opened dire@tlghout an investment advisor). Scholars
Choice participant accounts that were opened dyreatre transferred to the Direct Portfolio
Fund unless the participant elected to remain thighScholars Choice Fund.

The Direct Portfolio Fund had $1.0 billion in neisats as of June 30, 2010. Officials at
Collegelnvest oversee the Direct Portfolio Fund dantract with two private financial service
firms, Upromise Investments, Inc. and The Vanguaroup, to manage the Fund.

Direct Portfolio accounts can be opened at any tihéhe year. At the time the account is
established, the purchaser must select from elawastment options. Investors are allowed to
change their investment within the Fund once ewerglve months. Below are the eleven
investment options.

Age-Based Options — Contributions are invested serges of portfolios over time based on the
age of the beneficiary. As the beneficiary getieolnd closer to college age, the fund manager
automatically moves investments from higher risktipbios to lower risk portfolios. The
purchaser can select from three age-based optmmmding to the risks they want to assume.
The options are Conservative, Moderate, or Aggvessi

Blended Portfolios and Individual Portfolios Optsor Contributions can be invested in one of
eight portfolio options where they will remain usdethe participant changes the investment
option. The portfolios are each invested accordm@ static asset allocation which does not
change over time. The eight blended portfolio@piare listed below.

» Aggressive Growth Portfolio Option —Contributions are invested in a portfolio with a
high degree of risk and most potential for capdigbreciation. The portfolio is invested
100% in stock market index funds.

* Growth Portfolio Option — Contributions are invested in a portfolio that see&
provide capital appreciation and low to moderateresu income. The portfolio is
invested 75% in stock market index funds and 25%oimd index funds.

* Moderate Growth Portfolio Option — Contributions are invested in a portfolio that
seeks to provide capital appreciation and curnecdre. The portfolio is invested 50%
in stock market index funds and 50% in bond funds.

* Conservative Growth Portfolio Option — Contributions are invested in a portfolio that
seeks to provide current income and low to moderapétal appreciation. The portfolio
is invested 25% in stock market index funds and b%ond funds.

* Income Portfolio Option — Contributions are invested in a portfolio thatkseeurrent
income. The portfolio is invested 75% in bond fa@ad 25% in a money market fund.



» Stock Index Option — Contributions are invested 100% in the VanguarthlT8tock
Market Index Fund that seeks to track the perfomeaaf a benchmark index that
measures the investment return of the overall stoaiket.

 Bond Index Option — Contributions are invested 100% in the Vanguamtitutional
Total Bond Market Il Index Fund that seeks to tréwok performance of a broad, market-
weighted bond index.

* Money Market Option — Contributions are invested 100% in the Vanguaron@r
Money Market Fund that seeks to provide presermatigrincipal and current income.

Stable Value Plus Fund

The Stable Value Plus Fund (Fund) began acceptingibutions in February 2003. The Stable
Value Plus Fund had $33 million in net assets atuok 30, 2010. Collegelnvest is the trustee
and the administrator of the Fund and MetLife i thanager of the Fund.

The Stable Value Plus Fund was designed to propaeicipants a fixed rate of return,
determined on an annual basis, net of an admitiisréee calculated on the average daily net
assets of the Fund. The current annual rate ofrrés 3.75% and the current administrative fee
is .75%. Therefore, the net rate of return is enity 3.0%. Investments in the Fund are
guaranteed solely by MetLife.

Smart Choice Fund

On October 21, 2009, Collegelnvest entered intagieement with FirstBank Holding Company
(FirstBank), a Colorado banking company, to bedfarmng a new college savings option called
the Smart Choice College Savings Plan (SCCS). eGelhvest acts as trustee for the Plan and
FirstBank provides administrative and recordkeepilugies. The Plan is being offered to
provide an additional tax-advantaged savings velian participants to utilize in saving for post-
secondary education by providing the benefits 528 plan along with the stability and security
of an FDIC insured bank. The initial product oifggs through the SCCS are a One-Year Time
Savings Plan and a Money Market Savings Plan. agreement expires September 30, 2019,
with an option to extend for up to two additionay&ar periods.

The interest rate paid on amounts deposited irgortbney market savings account and the one-
year time saving account will be established bgtBank. However, the rates for each type of
account must not be less than 0.10% of the intea¢stpublicly offered directly by FirstBank on
similar money market and savings accounts. Thesrate variable and are published daily by
FirstBank on their website. The interest rate Wwdl calculated, and may be adjusted if needed,
every Wednesday and on the first day of each manthis net of all administrative and other
charges of FirstBank.



COLLEGEINVEST COLLEGE SAVINGS PROGRAM FUNDS
RECOMMENDATION LOCATOR
FISCAL YEAR ENDED JUNE 30, 2010

Rec. Page Entity’s Implementation
No. No. Recommendation Summary Response Date
1 8 Collegelnvest should require Agree March 31, 2011

FirstBank to reconcile detailed
participant information to tria
balances on a monthly basis

to ensure that only true contributions
and distributions are reported

to Collegelnvest.



FINDINGS AND RECOMMENDATIONS

Review and Reconciliation of Participants Informaton to Trial Balance

Collegelnvest introduced a new Section 529 Plannduthe fiscal year 2010. Titled Smart
Choice, this program offers participants the ben#fiFDIC coverage, thereby protecting each
account owner from risk of loss up to 250,000. Dgrihe year, contributions and distributions to
this plan totaled $4,079,000 and $777,000, resgelgti

What was the purpose of the audit work?

The purpose of the audit work was to test wheth@leGelnvest has adequate controls in place
to ensure that participant account balances araratecand complete, and to teésdividual
contributions and distributions to ensure the amcyirof the aggregated account balances at
fiscal year end.

What audit work was performed and how were resultsneasured?

The audit work involved comparing individual traoBans to source documents to test the
validity of the accounting entries that comprise tfeneral ledger balances.

Adequate reporting requires strong internal costrguch as regular reconciliations of
participant’s account activity to summary trial &mtes and elimination of errors that would
overstate or understate general ledger accounhdeda Collegelnvest, as the administrator of
the Smart Choice Fund, is ultimately responsibtarfgplementing controls that ensure that these
balances are reported properly.

In the Smart Choice Fund, FirstBank accounts fopaiticipant contributions, distributions, and
total plan assets and also transmits trial balaeperts to Collegelnvest on a monthly basis;
Collegelnvest uses these reports to adjust itsrnaterecords. The trial balance report
summarizes the detail of contributions and distrdns and also aggregates the total portfolio
activity including earnings, fees, and total plasets. Collegelnvest’s contract with FirstBank
requires that:

The Contractor [FirstBank Holding Company] shallepeadequate records of the
Account Balance with respect to each Account, adple, prepare and deliver to the
Authority [Collegelnvest] and Account Owners on #ndly basis the financial
information, reports and statements required...

The contract also states that FirstBank Holding gamy “...shall prepare and deliver to the
Authority, within ten (10) calendar days immedigt&llowing the end of each calendar month,
reports in a form satisfactory to Collegelnvest... This includes any information that
Collegelnvest reasonably requests.

v



What problem did the audit work identify?

During our substantive testing in the Smart Chdéioed, we discovered several adjustments to
correct errors made in the participants’ accouraslerby FirstBank. These corrections resulted
in amounts being added to contributions and distidms that ultimately did not overstate
participant account balances, but did overstate silmamary balances of contributions and
distributions in the financial statements. As aulesf our initial discussion of these differences
with Collegelnvest, an adjustment of $100,301 waslento reduce both participant contributions
and distributions. The participant contributiordatistribution balances were overstated due to
entries made by FirstBank that effectively doubderded the erroneous transactions instead of
correctly adjusting the balances. Collegelnvestitidentify these errors.

Why does this problem matter?

If full reconciliations that examine the detail Wween participant contributions and distributions
are not performed, misstatements could occur tloatdvnot be detected timely. Collegelnvest
has a fiduciary duty to ensure participant activgyrecorded accurately and that errors are
detected and addressed in a timely manner, andftieris responsible for monitoring its third
party service provider to ensure that the balanegsrted are accurate.

Why did the problem occur?

FirstBank does not regularly examine the detaithaf participant contributions, distributions,
and total plan assets related to the trial balattzasit transmits to Collegelnvest to ensure that
errors that may overstate or understate contribatamd distributions are removed from amounts
reported to Collegelnvest. Collegelnvest did noinitor the accuracy of the balances reported
by FirstBank.

Recommendation No. 1:

Collegelnvest should implement the controls over dbocuracy and completeness of participant
data by monitoring and routinely reconciling thedarlying detail of the account balances
reported by FirstBank to their trial balance.

Collegelnvest's Response:

Collegelnvest is working with FirstBank to changeit process for recording corrections. The
revisions will ensure that correcting entries do gr@ss up contributions and redemptions in the
general ledger. In addition, Collegelnvest willripdically review FirstBank’'s regular
reconciliation of the account balances. This idlimplemented as of the quarter ending March
31, 2011.



DISPOSITION OF PRIOR AUDIT RECOMMENDATION

Fiscal Year 2009 Recommendation

Number Recommendation

Disposition

1 Collegelnvest should establish a process that
requires the review and approval of all general
ledger entries prior to them being posted to the
general ledger.

Implemented
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Gunderson LLP

Certified Public Accountants & Consultants

Independent Auditor's Report

Members of the Legislative Audit Committee:

We have audited the accompanying financial statésneri each major fiduciary fund of
Collegelnvest, (a division of the Department of &g Education, State of Colorado) College
Savings Program Funds, as of and for the yearsignlline 30, 2010 and 2009 which collectively
comprise the basic financial statements of the ggelinvest College Savings Program Funds, as
listed in the table of contents. These financiateshents are the responsibility of Collegelnvest
College Savings Program Funds’ management. Oponsgility is to express opinions on these
financial statements based on our audits.

We conducted our audits in accordance with audistasndards generally accepted in the United
States of America and the standards applicablmémd¢ial audits contained Bovernment Auditing
Sandards, issued by the Comptroller General of the Unitéat€s. Those standards require that we
plan and perform the audits to obtain reasonalderaace about whether the financial statements
are free of material misstatement. An audit inekidxamining, on a test basis, evidence supporting
the amounts and disclosures in the financial statesn An audit also includes assessing the
accounting principles used and significant estimatade by management, as well as evaluating the
overall financial statement presentation. We lelithat our audits provide a reasonable basis for
our opinions.

As discussed in Note 1 — Organization and Summargignificant Accounting Policies, the
financial statements of the Collegelnvest Collegeil®ys Program Funds are intended to present the
financial position and results of operations fotyothat portion of the financial reporting entity,
State of Colorado, that is attributable to the deamtions of Collegelnvest College Savings Program
Funds. They do not purport to, and do not preéany, the financial position of the State of
Colorado as of June 30, 2010 and 2009, and thegelan its financial position and its cash flows,
where applicable, for the years then ended, inaromty with accounting principles generally
accepted in the United States of America.

In our opinion, the financial statements referredibove present fairly, in all material respedis, t
net assets of each major fiduciary fund of Collagest College Savings Program Funds, as of June
30, 2010 and 2009, and the changes in net assethdoyears then ended in conformity with
accounting principles generally accepted in thetdééhEStates of America.
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In accordance withGovernment Auditing Sandards, we have also issued our report dated
December 16, 2010 on our consideration of Collegedh College Savings Program Funds’

internal control over financial reporting and orr tests of its compliance with certain provisions
of laws, regulations, contracts and grant agreesnearid other matters. The purpose of that
report is to describe the scope of our testingndérnal control over financial reporting and

compliance and the results of that testing, andtmqirovide an opinion on the internal control

over financial reporting or on compliance. Thagiae is an integral part of an audit performed
in accordance witliovernment Auditing Standards and should be read in conjunction with this
report in considering the results of our audit.

The Management’s Discussion and Analysis (MD&A)pamges 12 to 18 is not a required part of
the basic financial statements but is supplementdoymation required by accounting principles
generally accepted in the United States of Ameki¢a.have applied certain limited procedures,
which consisted principally of inquiries of managerthregarding the methods of measurement
and presentation of this supplemental informatidowever, we did not audit the information
and express no opinion on it.

Our audit was performed for the purpose of formangopinion on the financial statements taken
as a whole. The supplementary information, agdish the table of contents, is presented for
purposes of additional analysis and is not a requnart of the basic financial statements. Such
information has been subjected to the auditing gutaces applied in the audit of the basic
financial statements and, in our opinion, is fastgted, in all material respects, in relationh® t
basic financial statements taken as a whole.

C%/WM,AL/A

Greenwood Village, Colorado
December 16, 2010
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2010 AND 2009

This section of the College Savings Program Fuffashds) financial statements is a discussion
and analysis of the financial performance of thedsufor the years ended June 30, 2010 and 2009
prepared by management. The Funds are InternailevCode (IRC) Section 529 college savings
plans administered by Collegelnvest. Collegelnvasdivision of the Department of Higher
Education of the State of Colorado, administersRtieds, the Student Loan Program Funds, the
Prepaid Tuition Fund, the Collegelnvest Early Agbis Scholarship Fund, the Nursing Teacher
Loan Forgiveness Fund and the Health Care ProtAdied. The Scholars Choice, Direct Portfolio,
Stable Value Plus and Smart Choice Funds are plaién the Section 529 college savings
program of Collegelnvest (Program). The Fundspmesented as fiduciary funds (specifically,
private purpose trust funds) in the State of Calor&omprehensive Annual Financial Report.
Management is responsible for the financial statgspefootnotes, and this discussion. The
management’s discussion and analysis should beineadnjunction with the Funds’ financial
statements.

Overview of the Financial Statements:

This annual report contains two sections — managesndiscussion and analysis (this section) and
the basic financial statements. The basic findrsteements include the Statement of Fiduciary
Net Assets, the Statement of Changes in Fiduciatydssets, and the Footnotes.

The Statement of Fiduciary Net Assets presentsrimdton on all of the Funds' assets and
liabilities, with the difference between the tw@oeted as net assets. Over time, increases or
decreases in the net assets may serve as a umbbattor of whether the financial position of the
Funds are improving or deteriorating.

The Statement of Changes in Fiduciary Net Assetsegmts information that reflects how the
Funds’ net assets changed during the past yeach#hges in the net assets are reported as soon as
the underlying event giving rise to the change mx;aegardless of the timing of the related cash
flows. Thus, revenues and expenses are reportdteistatement for some items that will only
result in cash flows in future fiscal periods.

Analysis of Financial Activities:

The Executive Director of the Department of Higgelucation of the State of Colorado (Executive
Director) and Collegelnvest’'s Board of Directorgpagve the annual budget and the investment
policies of the Funds. The Scholars Choice Funghibeoperations and accepting participant
contributions in October 1999. The Stable ValueisPFund began accepting participant
contributions in February 2003. The Direct Portfétund began operations in October 2004. The
Smart Choice Fund began operations and acceptimgladions in October 2009.

12



COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2010 AND 2009

Analysis of Financial Activities (continued):

Scholars Choice Fund:

On October 22, 2004, Collegelnvest entered int@agreement with ClearBridge Advisors, LLC
(formerly known as CAM North America, LLC) (CBA) driLegg Mason Investor Services, LLC
(LMIS) to manage the advisor sold accounts of tbleofars Choice Fund (SCF). Both CBA and
LMIS are wholly-owned subsidiaries of Legg MasorCBA performed investment advisory
functions and LMIS performs administrative dutiexl aecordkeeping for the SCF. Effective
September 15, 2008, investment advisory servicsrespect to the SCF have been performed by
Legg Mason Global Asset Allocation, LLC (LMGAA), wdh is also a wholly-owned subsidiary of
Legg Mason. The agreement is for management cddliesor sold accounts only and expires on
December 31, 2022, subject to possible extension.

Collegelnvest acts as trustee to the SCF, and LM@®AWs the assets of the SCF in a segregated
custody account. Assets of the SCF are held tist'tifor the exclusive benefit of account owners
and beneficiaries. The SCF offers nine investnogtions in which participants may invest.
Each investment option is comprised of one or nodrthe thirteen portfolios within the SCF.
The investment return for the SCF is based on treken performance of underlying
investments. These investment options are desigméelp meet diverse investment goals of
investors.

Direct Portfolio Fund:

On October 22, 2004, Collegelnvest entered intagreement with Upromise Investments, Inc.
and The Vanguard Group, Inc. (Managers) to proadi@inistrative and recordkeeping duties to
the Direct Portfolio Fund (DPF). Effective Decemle 2009, this contract was amended to
reduce the investment and services fees from anahpercentage rate of 0.65% to 0.42%. The
amended contract expires on December 31, 2014.

Collegelnvest acts as trustee to the DPF, and thealfers hold the assets of the DPF in a
segregated custody account. Assets of the DPRadde"in trust” for the exclusive benefit of
account owners and beneficiaries. The investmetntrnm for DPF is based on the market
performance of investments. DPF offers elevenstment options, including three age-based
options and eight blended and individual portfqalios which participants may invest. Each
investment option is comprised of one or more & #ight portfolios within DPF. These
investment options are designed to help meet dviergestment goals of investors.

13



COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2010 AND 2009

Analysis of Financial Activities (continued):
Stable Value Plus Fund:

Collegelnvest administers the Stable Value PlusdFurCollegelnvest entered into a funding
agreement in January 2003 (MetLife Agreement) M#iLife Insurance Company of Connecticut
(MetLife), a wholly-owned subsidiary of MetLife,dn to provide a guarantee on the principal and
earnings of the Stable Value Plus Fund (SVP). SYiB offers an investment return based on an
interest rate that is reset annually by MetLiferedanuary 1. The agreement expires on January
1, 2012, with the option to extend two additionaégear periods.

Under the MetLife Agreement, MetLife has agreed tha annual interest rate calculated each
year will not be less than the greater of (i) tr@a€ado minimum nonforfeiture interest rate for
annuity contracts (currently 3.00%), or (ii) 2.00%he current minimum investment return on
accounts in the SVP could be as low as 2.25%, wisicghe current minimum annual rate of
3.00% less the current Collegelnvest administratiee of .75%. The rate, net of
Collegelnvests’s administrative fee, was 3.35% frauty 1, 2008 through December 31, 2009
and 3.00% from January 1, 2010 through June 30).201

Smart Choice Fund:

On October 21, 2009, Collegelnvest entered intagtieement with FirstBank Holding Company
(FirstBank), a Colorado banking company, to bedfermng a new college savings option called
the Smart Choice College Savings Plan (SCCS). eGelhvest acts as trustee for the Plan and
FirstBank provides administrative and recordkeepitugies. The Plan is being offered to
provide an additional tax-advantaged savings vetian participants to utilize in saving for post-
secondary education by providing the benefits 628 plan along with the stability and security
of an FDIC insured bank. The initial product oifggs through the SCCS are a One-Year Time
Savings Plan and a Money Market Savings Plan. agreement expires September 30, 2019,
with an option to extend for up to two additionaye€ar periods.

The interest rate paid on amounts deposited irdartbney market savings account and the one-
year time saving account will be established bgtBank. However, the rates for each type of
account must not be less than 0.10% of the inteagstpublicly offered directly by FirstBank on
similar money market and savings accounts. Thesrate variable and are published daily by
FirstBank on their website. The interest rate wél calculated, and may be adjusted if needed,
every Wednesday and on the first day of each manthis net of all administrative and other
charges of FirstBank.

14



COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2010 AND 2009

Comparison of Current Year Results to Prior Year:

Condensed Statements of Fiduciary Net Assetsamef30:

2010 2009 2008
(dollar amounts expressed in thousa
Cash and investments $ 3,302,129 $% 2797000 $ 3,197,383
Receivables and other 14,709 6,253 10,702
Total fiduciary assets 3,316,838 2,803,253 3,208,085
Total liabilties 15,104 7522 7,736

Total fiduciary net assets, held in trust $ 3,301,734 $ 2795731 $ 3,200,349

Combined cash and investments of the Program isedelay $505.1 million, or 18.1%, from June

30, 2009 to June 30, 2010 primarily due to netritmmtions of $146.6 million and investment and

fee income, net of administrative expenses, of $&6tllion. Combined cash and investments of
the Program decreased by $400.4 million, or 12.8686n June 30, 2008 to June 30, 2009, due
primarily to net contributions of $117.6 million édifiee income of $628,000 which were offset by
an investment loss, net of administrative expengeks22.1 million.

Receivables consist primarily of receivables fardishares sold, receivables for investments sold
dividends and interest receivable and due from é&tud.oan Program Funds. Receivables
increased by $8.5 million in 2010 and decrease@4 million in 2009. The fluctuation in both
years is primarily due to the amount of receivalftasfund shares sold and receivables for
investments sold in the SCF. The year-to-year gémrare a reflection of investment decisions
made by the participants and the correspondingra¢éiken by the plan manager to process the
required transactions.

Liabilities consist of amounts payable for investitsepurchased, amounts payable for fund shares
repurchased, service and investment fees payadfkrred revenue, and due to participants. Total

liabilities increased by $7.6 million in 2010 anecdeased by $214,000 in 2009. The fluctuation in

both years is primarily due to the amount of thgapées for investments purchased and the

amounts payable for fund shares repurchased i8@te The year-to-year changes are a reflection
of investment decisions made by the participantstae corresponding action taken by the plan

manager to process the required transactions.
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2010 AND 2009

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

Condensed Statements of Changes in Fiduciary Neetté\for the Years Ended June 30:

2010 2009 2008
(dollar amounts expressed in thousands)
Net investment income $ 379987 $ (503,240) $ (390,005)
Participant contributions 481,648 444 289 663,371
Fee income 705 628 603
Total additions 862,340 (58,323) 273,969
Benefits paid to participants and withdrawals 335,039 326,708 307,813
Administrative, marketing expenses and service fees 20,415 18,817 22,793
Total deductions 355,454 345,525 330,606
Net change in fiduciary net assets before transfers 506,886 (403,848) (56,637)
Transfers and change in due to participants (883) (770) (1,142)
Fiduciary net assets, beginning of year 2,795,731 3,200,349 3,258,128
Fiduciary net assets, end of year $ 3,301,734 $ 2,795,731 $ 3,200,349

Net investment income is comprised of dividendderest income, and net realized and
unrealized gains and losses from security trarmagti Net realized and unrealized gains and
losses on security transactions were $297.8 mjlBg596.5) million and $(600.0) million for the
years ended June 30, 2010, 2009, and 2008, resglgctincreases and decreases in net realized
and unrealized gains and losses on security traosacreflect market conditions during each
corresponding year. Interest and dividend incoras $83.9 million, $94.6 million, and $211.5
million, for the years ended June 30, 2010, 200@ 2008, respectively. The decreases in
interest income in 2009 and 2010 are primarilyfeecdon of overall economic conditions and
declines in the capital markets. The Program gpent contributions, net of withdrawals,
increased by $29.0 million to $146.6 million foetlear ended June 30, 2010 as compared to a
decrease of $238.0 million to $117.6 million foe tyear ended June 30, 2009.
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2010 AND 2009

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

Participant contributions and benefits paid to mapants and withdrawals were as follows:

2010 2009 2008
(dollar amounts expressed in thousands)
Participant contributions:
Scholars Choice Fund $ 270,775 $ 269,565 $ 434,678
Direct Portfolio Fund 191,547 161,478 218,088
Stable Value Plus Fund 15,247 13,246 10,605
Smart Choice Fund 4,079 - -
Total participant contributions $ 481648 $ 444289 $ 663,371
Benefits paid to participants and withdrawals:
Scholars Choice Fund $ 242992 $ 253,295 $ 243,035
Direct Portfolio Fund 79,339 62,849 55,496
Stable Value Plus Fund 11,931 10,564 9,282
Smart Choice Fund 777 - -
Total benefits paid to participants
and withdrawals $ 335,039 $ 326,708 $ 307,813
Net participant contributions $ 146,609 $ 117,581 $ 355,558

Participant contributions were 15.8%, 14.8%, ancb%0 of average net assets for the years
ended June 30, 2010, 2009, and 2008, respectiagefits paid to participants and withdrawals
were 11.0%, 10.9%, and 9.5% of average net assetiid years ended June 30, 2010, 2009, and
2008, respectively.

Fee income is primarily comprised of funds receittesin Legg Mason and the Managers for
marketing and promotion of the Funds. Collegelhveseived $298,000 and $407,000 in fee
income from Legg Mason and the Managers, respéygtiter the year ended June 30, 2010.
Collegelnvest received $394,000 and $233,000 in ife®@me from Legg Mason and the
Managers, respectively, for the year ended Jun2(1y.

Administrative and service fees are charged tdagpaints as a percentage of net assets based on
the investment option chosen. These charges wgreoxdmately 0.7%, 0.6% and 0.7% of
average net assets for the years ended June 30,219 and 2008 respectively.
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2010 AND 2009

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

» Performance of individual participant accounts andividual portfolios within the
Program is dependent on risk factors associateld mdrket-based investments. Fair
market valuation of participant accounts may flatéubased on market performance.

 Amounts contributed to the Program by participamay be more or less than the
amounts needed by beneficiaries to attend a pkatimstitution of higher education and
do not guarantee acceptance into any institutidmgifer education.

» Participants are responsible for selecting podfolin accordance with their risk
tolerance. The Program does not guarantee retymneipal or a certain investment rate
of return on investments. Under the MetLife antstBank Agreements, the return of
principal and certain investment rates of retumguaranteed for the SVP and the SCCS,
respectively.

Requests for Information:
This report is designed to provide a general oesvvpf the Funds’ finances. Questions
concerning any of the information provided in theport or requests for additional information

should be addressed to: Wendy Hause, Controligiegeinvest, 1560 Broadway, Suite 1700,
Denver, CO 80202.

18



COLLEGE SAVINGS PROGRAM FUNDS
STATEMENTS OF FIDUCIARY NET ASSETS

(Dollar amounts expressed in thousands)

COLLEGEINVEST

JUNE 30, 2010 AND 2009

2010 2009
Scholars Direct Stable Smart Total Private Scholars Direct Stable Smart Total Private
Choice Portfolio Value Plus Choice Purpose Choice Portfolio Value Plus Choice Purpose
Fund Fund Fund Fund Trust Funds Fund Fund Fund Fund Trust Funds
Fiduciary assets:
Cash and cash equivalents $ 6 - $ - $ 3345 $ 3,351 $ 1,350 $ 257 $ - $ $ 1,607
Investments, at fair value 2,251,795 1,013,163 33,820 3,298,778 1,953,642 812,188 29,563 2,795,393
Receivable for portfolio units sold
and investments sold 7,725 - 7,125 1,893 - 1,893
Interest receivable - 1,064 - 1,064 - 241 - 241
Due from plan managers 190 85 60 335 161 67 75 303
Due from (to) Student Loan Program Funds 5,131 508 (54) 5,585 3,670 212 (66) 3,816
Total fiduciary assets 2,264,847 1,014,820 33,826 3,345 3,316,838 1,960,716 812,965 29,572 2,803,253
Liabilties:
Accounts payable 289 127 38 454 4 83 87
Payable for portfolio units repurchased
and investments purchased 7,189 - 306 7,495 1,518 - 248 1,766
Service and investment fees payable 1,284 373 1,657 1,114 450 1,564
Deferred revenue 822 466 1,288 500 278 778
Due to participants 4210 4210 3,327 3,327
Total liabilities 13,794 966 344 15,104 6,463 728 331 7,522
Total fiduciary net assets, held intrus ~ $§ 2,251,050 $§ 101385 § 3348 §$ 334§ 330173 $ 1954253 $ 812237 § 29241 § $ 279,731
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS

STATEMENTS OF CHANGES IN FIDUCIARY NET ASSETS

FOR THE YEARS ENDED JUNE 30, 2010 AND 2009

(Dollar amounts expressed in thousands)

2010 2009
Scholars Direct Stable Smart Total Private Scholars Direct Stable Smart Total Private
Choice Portfolio Value Plus Choice Purpose Choice Portfolio Value Plus Choice Purpose
Fund Fund Fund Fund Trust Funds Fund Fund Fund Fund Trust Funds
Additions:
Gross earnings on investments:
Interest and dividends $ 57,953 $ 24,695 $ 1,180 $ 4 $ 83872 % 68,932 $ 24,635 $ 1,075 $ - $ 94,642
Net realized and unrealized
gains (losses) from
securities transactions 227,390 70,406 - - 297,796 (461,869) (134,592) - - (596,461)
285,343 95,101 1,180 44 381,668 (392,937) (109,957) 1,075 - (501,819)
Less investment fees (1,002) (679) - - (1,681) (925) (496) - - (1,421)
Net investment income (loss) 284,341 94,422 1,180 44 379,987 (393,862) (110,453) 1,075 - (503,240)
Participant contributions 270,775 191,547 15,247 4,079 481,648 269,565 161,478 13,246 - 444,289
Fee income 298 407 - - 705 394 233 1 - 628
Total additions (deductions) 555,414 286,376 16,427 4,123 862,340 (123,903) 51,258 14,322 - (58,323)
Deductions:
Benefits paid to participants
and withdrawals 242,992 79,339 11,931 T 335,039 253,295 62,849 10,564 - 326,708
Service fees 13,086 4,055 - - 17,141 11,697 4,391 - - 16,088
Administrative fees 2,238 958 255 1 3,452 1,917 752 203 - 2,872
Marketing expenses 298 407 - - 705 394 233 - - 627
Excess (reduced) operating expenses (1,126) 100 (5) 148 (883) (1,028) 206 52 - (770)
Total deductions 257,488 84,859 12,181 926 355,454 266,275 68,431 10,819 - 345,525
Net change in fiduciary net assets
before transfers 297,926 201,517 4,246 3,197 506,886 (390,178) (17,173) 3,503 - (403,848)
Intraplan administrative fee transfers (243) 100 (5) 148 - (258) 206 52 - -
Change in due to participants (883) - - - (883) (770) - - - (770)
Fiduciary net assets, beginning of year 1,954,253 812,237 29,241 - 2,795,731 2,345,459 829,204 25,686 - 3,200,349
Fiduciary net assets, end of ye:i $ 2,25105. $ 101385 $ 3348, $ 334F $ 3301,73 $ 1954253 $ 812,237 $ 29241 $ - $ 2,795,731
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010 AND 2009

1. Organization and Summary of Significant Accounng Policies:

Pursuant to Colorado Revised Statutes 23-3.1-2t04eq., and 23-3.1-3 01, et seq., as amended,
Collegelnvest is a division of the Colorado Depaimof Higher Education (Department) of the
State of Colorado. The Executive Director of thepBrtment has responsibility for oversight and
management of Collegelnvest. In addition, College$t has a nine-person Advisory Board of
Directors (Board) designated by the Governor whida ¢consent of the State Senate to serve four-
year terms.

The Colorado General Assembly established a studlgiigation bond program (Student Loan
Program Funds), a Section 529 post secondary edlun@dpense program (Prepaid Tuition Fund),
a scholarship trust program (Collegelnvest Earlyhifeers Scholarship), a loan forgiveness
program (Nursing Teacher Loan Forgiveness), a tepayment program (Health Care Provider
Fund), and a Section 529 college savings prograog(&@m). The Program includes the Scholars
Choice Fund (SCF), Direct Portfolio Fund (DPF), diaValue Plus Fund (SVP), and Smart
Choice Fund (SCCS) (Funds), all of which are adstenéd by Collegelnvest. The operations of
the Funds are accounted for under accounting ptexgenerally accepted in the United States of
America as a private-purpose trust. Collegelnvestives no grants from, and is not otherwise
financially assisted by, the State or any local ggoment of the State. Collegelnvest is an
enterprise activity under Section 20, Article Xtloé Colorado Constitution.

The Colorado Constitution and other State lawsipibthe State from providing its full faith and
credit to obligations of entities such as the Funds a result, payments from the Funds are not
guaranteed in any way by the State, and shall@obhsidered to have created a debt or obligation
of the State. Such payments are limited obligatipayable from participants’ individual accounts
in the Funds, but not from the other assets ofeQelhvest, or the State. Similarly, investments in
all Funds are not insured by the Federal Deposiirimce Corporation (FDIC), or any other State
or federal government agency, except for SCCS wiscimsured by the FDIC, subject to the
applicable limit. Investments in SCF and DPF aredeposits or other obligations of Legg Mason,
Inc., Upromise Investments, Inc., The Vanguard @rdnc. or any depository institution or affiliate
of Upromise Investments, Inc. or The Vanguard Grdop Investments in SVP are an obligation
of MetLife.

Reporting Entity:

The Program was authorized in the 1999 legislasession and as a result, the Funds were
established to provide families with additional ogpnities to save for future college
educational expenses. The Funds account for theatpns and activities of the Section 529
savings program as private-purpose trusts, whette froncipal and earnings on principal may be
spent for the trust’'s intended purpose. Partidigamtributions and the earnings thereon are
invested to assist in meeting the obligations tdurfe higher education expenses of a named
student. The payment of general and administrakmenses and other activities of the Funds
necessary to fulfill their purposes are recordethiwithe Funds. There are no other funds of
Collegelnvest combined in the accompanying findrstiatements. Thus, the accompanying
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2010 AND 2009

1. Organization and Summary of Significant Accourihg Policies (continued):
Reporting Entity (continued):

statementsre not intended to present the financial positresults of operations, or cash flows
of Collegelnvest as a whole in conformity with agetng principles generally accepted in the
United States of America.

Each Fund in the Program was established as a08&@P plan under the Internal Revenue Code
(IRC). The Funds offer certain federal and State advantages to investors. The primary tax
advantage to participants in the Funds is thetalih exclude from federal taxable income the
earnings on any withdrawals that are used for fig@lhigher education expenses, as that term is
defined in Section 529 of the IRC. If a participeansubject to Colorado income tax, earnings on
gualified withdrawals are excluded from State tdxahcome. In addition, individuals, estates, and
trusts subject to Colorado income tax generallyeatitled to a deduction to the extent of their
Colorado taxable income for the year for contritmsi made to a State sponsored Section 529 plan,
subject to recapture in subsequent years in whodgumalified withdrawals are made. Note that an
otherwise nontaxable rollover to another Sectio® ptbgram that is not associated with the State
will trigger recapture of the Colorado income taeddction described above in the year of the
rollover.

Scholars Choice Fund

The Scholars Choice Fund (SCF) began operatio@iaber 1999. SCF offers nine investment
options in which participants may invest. Eachestmnent option is comprised of one or more of
the thirteen active portfolios as of June 30, 20IfAe accompanying financial statements report on
the combined portfolios.

On October 22, 2004, Collegelnvest entered int@agreement with ClearBridge Advisors, LLC
(formerly known as CAM North America, LLC) (CBA) driLegg Mason Investor Services, LLC
(LMIS) to manage the advisor sold accounts of tbleofars Choice Fund (SCF). Both CBA and
LMIS are wholly-owned subsidiaries of Legg MasorCBA performed investment advisory
functions and LMIS performs administrative dutiesd arecordkeeping for SCF. Effective
September 15, 2008, investment advisory servic#s mspect to SCF have been performed by
Legg Mason Global Asset Allocation, LLC (LMGAA), wah is also a wholly-owned subsidiary of
Legg Mason. The agreement is for management addiiesor sold accounts only and expires on
December 31, 2022, subject to possible extension.

The investment return for SCF is based on the naé&dormance of investments. Investment
options are selected by Collegelnvest based ommeemdations from LMGAA.
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2010 AND 2009

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

Reporting Entity (continued):

Scholars Choice Fund (continued)

Participants in the SCF may invest in one or métaefollowing options:

Age-Based Option: Contributions are invested ia ohseven portfolios according to the age
of the student. As the student gets older ancechoscollege years, the investment shifts from

equity funds to bond and money market funds aevisli

Student’s Age Portfolio# Equity Funds Fixed Income Money Market Funds

0-3 years 1 80% 20% 0%
4-6 years 2 70% 30% 0%
7-9 years 3 60% 40% 0%
10-12 years 4 50% 50% 0%
13-15 years 5 40% 50% 10%
16-18 years 6 20% 55% 25%
19+ years 7 10% 60% 30%

Balanced 50/50 Option: Contributions are invesi6éo in equity mutual funds and 50% in
bond funds throughout the life of the investmermir{idlio #4).

Years to Enrollment Option: Contributions are steel in a series of portfolios that shift from
equity mutual funds to bond and money market faglthe student approaches college years.
These portfolios are identical to Portfolios 3 thigh 7 in the Age-Based Portfolios.

Years to EnrollmentPortfolio # Equity Funds Fixed Income Money Market Funds

10-12 years 3 60% 40% 0%

7-9 years 4 50% 50% 0%

4-6 years 5 40% 50% 10%

1-3 years 6 20% 55% 25%
Less than 1 year 7 10% 60% 30%

All Equity Option: Contributions are invested iquity mutual funds throughout the life of the
account.

All Fixed Income Option: Contributions are invebia bond funds throughout the life of the
account.
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2010 AND 2009

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

Reporting Entity (continued):

Scholars Choice Fund (continued)

Equity 80% Option: Contributions are invested 80%equity mutual funds and 20% in
fixed income investments (Portfolio #1). The inwesnt objective of this option is to seek
long-term capital appreciation through investmentsquity mutual funds while maintaining
20% exposure to the relatively more stable retwhéixed income investments through
investment in fixed income mutual funds.

Fixed Income 80% Option: Contributions are inve€68% in fixed income and money market
fund investments and 20% in equity mutual fundst{Ble #6). The investment objective of

this option is to seek the relatively more staleiieins of a fixed income investment through
investments in fixed income mutual funds while naimng 20% exposure to the long-term
capital appreciation potential of investments iniggmutual funds.

Zero Coupon Bond Option: Contributions are invéste U.S. Treasury zero-coupon bonds
with specific target maturity dates (Zero-Coupom@®ortfolios). The investment objective of

this option is to provide investors who hold themnits until the selected Zero-Coupon Bond
Portfolio’s maturity date with an investment expede that is comparable, before taking into
account fees and expenses, to that of a direcstimest in a zero-coupon U.S. Treasury bond
with the same term to maturity.

Cash Reserve Option: Contributions are investetienWestern Asset Money Market Fund.
The investment objective of the Cash Reserve Ojiooa seek maximum current income and
preservation of capital.

Direct Portfolio Fund

The Direct Portfolio Fund (DPF) began operation®atober 2004. DPF offers eleven investment
options, including three age-based options andt dilgimnded and individual portfolios, in which
participants may invest. Each investment optiormdmprised of one or more of eight active
portfolios within DPF as of June 30, 2010.

As the trustee for DPF, Collegelnvest entered artaagreement (DPF Service Agreement) with
Upromise Investments, Inc. and The Vanguard Grbwp,(Managers) to manage the DPF. This
contract expires on December 31, 2014. The invastmeturn for DPF is based on the market
performance of investments. Investment options selected by Collegelnvest based on
recommendations from the Managers.
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2010 AND 2009

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

Reporting Entity (continued):

Direct Portfolio Fund (continued)

Participants may invest in one or more of the feiigy eleven options:

Age-Based Options: Contributions are investedna of three portfolios according to the age
of the beneficiary. Money invested in the Age-BaSptions is automatically transferred over
time to successive Portfolios with asset allocatittmat change from equity funds to fixed
income and money market funds as the beneficigoyoaphes college age. Within the Age-
Based Options, participants may invest accordingd tolerance in either a conservative,
moderate, or aggressive range of asset allocamfdlows:

Beneficiary’'s Age Conservative Moderate Aggressive
Newborn through 5 Moderate Growth Portfolio | Growth Portfolio Aggressive Growth
50% stock funds 75% stock funds Portfolio
50% bond funds 25% bond funds 100% stock funds
6 through 10 Conservative Growth Portfolip Moderate Growth Portfolio Growth Portfolio
25% stock funds 50% stock funds 75% stock funds
75% bond funds 50% bond funds 25% bond funds
11 through 15 Income Portfolio Conservative Growth Portfolio] Moderate Growth
75% bond funds 25% stock funds Portfolio
25% money market funds 75% bond funds 50% stock funds
50% bond funds
16 through 18 Income Portfolio Income Portfolio Conservative Growth
75% bond funds 75% bond funds Portfolio
25% money market funds 25% money market funds 25% stock funds
75% bond funds
19 or older Money Market Portfolio Income Portfolio Income Portfolio
100% money market funds 75% bond funds 75% bond funds
25% money market funds 25% money market funds

Blended Portfolios and Individual Portfolios: Captitions are invested in one of eight

options. In these options, assets will be allatébethe Portfolio for the life of the investment

unless the account owner directs a change in imeggtoption. The Blended Portfolios and the
Individual Portfolios are each invested accordiagatstatic asset allocation which does not
change over time. Within the Blended Portfoliostipgrants may invest according to risk

tolerance in either an aggressive, growth, modeyede/th, conservative growth, or income

focused range of asset allocations as follows:
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2010 AND 2009

1. Organization and Summary of Significant Accourihg Policies (continued):
Reporting Entity (continued):

Direct Portfolio Fund (continued)

Underlying Fund Aggressive Moderate Conservative
Growth Growth Growth Growth Income
Portfolio Portfolio Portfolio Portfolio Portfolio
Vanguard® Total Stock Market
Index Fund 80% 60% 40% 20% 0%
Vanguard® Total International
Stock Index Fund 20% 15% 10% 5% 0%
Total Stock Funds 100% 75% 50% 25% 0%
Vanguard® Total Bond Market |
Index Fund 0% 25% 50% 75% 50%
Vanguard® Inflation-Protected
Securities Fund 0% 0% 0% 0% 25%
Total Bond Funds 0% 25% 50% 75% 75%
Vanguard® Prime Money Market
Fund 0% 0% 0% 0% 25%
Total Money Market Funds 0% 0% 0% 0% 25%
TOTAL 100% 100% 100% 100% 100%

Within the Individual Portfolios participants mawest as follows:

» Stock Index Portfolio: Contributions are investD% in Vanguard Total Stock Market
Index Fund and seeks to track the performance lmfrehmark index that measures the
investment return of the overall stock market.

* Bond Index Portfolio: Contributions are investddD% in Vanguard Institutional Total
Bond Market Il Index Fund and seeks to track théopmance of a broad, market-weighted
bond index.

* Money Market Portfolio: Contributions are invest&d0% in Vanguard Prime Money
Market Fund and seeks to provide preservationio€ipal and current income.

Stable Value Plus Fund

The Stable Value Plus Fund (SVP) began operationsebruary 2003. In January 2003,
Collegelnvest entered into an agreement with Metlilie MetLife Agreement) to provide a net
rate of return to investors. Under the MetLife égment, the rate of return is reset annually each
January 1. The MetLife Agreement expires on JaniaR012, with the option to extend two
additional one year periods. MetLife has agreed tthe annual interest rate calculated each year
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2010 AND 2009

1. Organization and Summary of Significant Accourihg Policies (continued):
Reporting Entity (continued):
Stable Value Plus Fund (continued)

will not be less than the greater of (i) thel@@ado minimum nonforfeiture interest rate for
annuity contracts (currently 3.00%), or (i) 2.00%he current minimum investment return on
accounts in the fund could be as low as 2.25%, lwiscthe current minimum annual rate of
3.00% less the Collegelnvest administrative fe& 5%.

MetLife agreed to pay an annual net rate of 3.788mnfJanuary 1, 2010 to June 30, 2010 and
4.10% from July 1, 2008 through December 31, 200Bhe rate, net of Collegelnvest's
administrative fee, was 3.35% from July 1, 200®&tigh December 31, 2009 and 3.00% from
January 1, 2010 through June 30, 2010.

Collegelnvest may discontinue the MetLife Agreemantany time. In the event of such
discontinuance, Collegelnvest shall direct the stwent of SVP assets to alternate investments
as permitted by the MetLife Agreement and the itmesit policy of SVP. There is ho assurance
that Collegelnvest will be able to obtain such rale investment or maintain the current
investment return for any such alternate investment

In Collegelnvest DPF, the Income Portfolio andMuney Market Portfolio (whether a stand-alone

option or part of an age-based option) have eaeh ldetermined by MetLife to be a Colorado

Competing Fixed Interest Fund. In CollegelnvestFS@e Cash Reserve Option has been
determined by MetLife to be a Colorado Competinge#ilnterest Fund. The MetLife Agreement

provides that participants are not permitted togfer amounts from their Account in SVP directly

to a Colorado Competing Fixed Interest Fund if setisfied with the investment for a particular

calendar year or if the Funding Agreement is disnaed. In addition, participants are not

permitted to transfer amounts from an account wigdhvested in a Colorado Competing Fixed

Interest Fund directly to their existing SVP Accbanto establish a new Account in SVP.

Smart Choice Fund

On October 21, 2009, Collegelnvest entered intagtieement with FirstBank Holding Company
(FirstBank), a Colorado banking company, to bedfarimmg a new college savings option called
the Smart Choice College Savings Plan (SCCS). eGelhvest acts as trustee for the Plan and
FirstBank provides administrative and recordkeepilugies. The Plan is being offered to
provide an additional tax-advantaged savings velian participants to utilize in saving for post-
secondary education by providing the benefits 628 plan along with the stability and security
of an FDIC insured bank. The initial product oiifgys through the SCCS are a One-Year Time
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2010 AND 2009

1. Organization and Summary of Significant Accourihg Policies (continued):
Reporting Entity (continued):
Smart Choice Fund (continued)

Savings Plan and a Money Market Savings Plan. agrieement expires September 30, 2019,
with an option to extend for up to two additionaye&ar periods.

The interest rate paid on amounts deposited irgartbney market savings account and the one-
year time saving account will be established bgtBank. However, the rates for each type of
account must not be less than 0.10% of the inteagstpublicly offered directly by FirstBank on
similar money market and savings accounts. Thesrate variable and are published daily by
FirstBank on their website. The interest rate Wwél calculated, and may be adjusted if needed,
every Wednesday and on the first day of each manthis net of all administrative and other
charges of FirstBank.

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 accruaisbasaccounting is utilized by the Funds.
Revenues are recognized in the accounting perioghich they are earned and expenses are
recognized in the period they are incurred.

Cash and Cash Equivalents:
The Fund considers all cash and demand deposiiaiscto be cash equivalents.

Investments and Revenue Recognition:

LMGAA has responsibility for investing the assefseach of the SCF's portfolios and the
Managers have responsibility for investing the &ssé the DPF’s portfolios in equity mutual
funds, fixed income mutual funds, money market &jnand other investments (Underlying
Funds) in accordance with Collegelnvest’s Investmalicy Statements, and the Portfolio
selected for investment by the participant.

Collegelnvest has responsibility for transferririge tassets of the participants of the SVP to
MetLife in accordance with the MetLife Agreemennvestments in the Underlying Funds are
purchased weekly and are valued at the closingssst value per share on the date of transfer to
MetLife. Interest income is credited to participaccounts daily. Distributions from the SVP
are valued on the date immediately preceding thettiat a payment is made by Collegelnvest in
satisfaction of a withdrawal request.
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1. Organization and Summary of Significant Accourihg Policies (continued):
Investments and Revenue Recognition (continued):

All contributions received from participants of t8B€CS will be made to a Plan account and, at the
direction of the account owner, will be deposite@iOne-Year Time Savings Account or a Money
Market Savings Account with FirstBank through rtdividually chartered banks.

Security transactions for the SCF and the DPF ereumted for on a trade-date basis. This may
result in receivables and payables for transactaingear end. Investments in the Underlying
Funds are valued at the closing net asset valuehaee of each Underlying Fund on the day of
valuation.

Income distributions and short-term capital gaistrithutions from the Underlying Funds are

recorded on the ex-dividend date as investmentmecand interest income is recorded on an
accrual basis. Long-term capital gains, if angrrfrthe Underlying Funds are recorded on the ex-
dividend date as realized gains. Gains or losseshe sale of the Underlying Funds are

calculated by using the specific identification hoat.

Investments are carried at fair value, which isnarly determined based on market prices at June
30, 2010 and 2009.

Participant Contributions:

The aggregate balance limit for the Funds andth#roColorado Section 529 plans (including the
Prepaid Tuition Fund, which is also offered by €gé#invest) for a particular beneficiary from all
sources, excluding income, is $280,000. The ballmitis set by Collegelnvest based on Internal
Revenue Service (IRS) guidelines and is subjechtmge. In particular, if the IRS adopts final
regulations, it may require or permit a maximurmahak limit that differs from the $280,000 limit.
No additional contributions may be made to an astiduhe balance limit is reached; however, the
account may continue to grow beyond this limit tigio earnings.

Withdrawals:

A qualified withdrawal is a withdrawal made to pawyalified higher education expenses of the
beneficiary. The earnings on qualified withdrawate not subject to Federal income tax. All
withdrawals other than for this purpose are comstlenon-qualified withdrawals. Non-qualified
withdrawals are subject to Federal income tax plu®% penalty on earnings per Section 529 of
the Internal Revenue Code. A non-qualified witlgrhis not subject to the 10% penalty only if
the withdrawal is: (i) made on account of the deat disability of the beneficiary; (i) made on
account of a scholarship received by the benefictar the extent that the withdrawal does not
exceed the amount of the scholarship; or (ii) a-taxable transfer to another account or to
another Section 529 plan on behalf of a beiagy or for a different beneficiary who is a fdyni
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1. Organization and Summary of Significant Accourihg Policies (continued):
Withdrawals (continued):

member of the original student. A non-qualifiedhalrawal may also be subject to recapture in the
event a deduction has been taken from Coloradblexacome.

Investment, Service and Administrative Fees:
Scholars Choice Fund

Collegelnvest entered into a service agreement (SE€flvice Agreement) with Clear Bridge
Advisors, LLC, (formerly known as CAM North Americhl C) (CBA) and Legg Mason Investor
Services, LLC (LMIS)), on October 22, 2004, purduanwhich CBA and LMIS were responsible
for providing administrative, record keeping, maikg, and investment management services to
SCF. Both CBA and LMIS are wholly-owned subsidiarof Legg Mason. Effective September
15, 2008, the agreement was transferred to Leggp&dobal Asset Allocation, LLC (LMGAA),
which is also a wholly owned subsidiary of Legg BlasThe SCF Service Agreement states that
LMGAA will receive investment and service fees atannual percentage rate of average daily net
assets. The rate structures can be found in te Bikclosure Statement for the Scholars Choice
Fund.

This rate will vary with the Unit Class the accoomtner chooses. During the years ended June 30,
2010 and 2009, the investment fees paid by SCF $&femillion and $0.9 million, respectively,
under the SCF Service Agreement. In addition, r@teg to the SCF Service Agreement, each
participant bears certain ongoing service fees whiatvary with the Unit Classes the participant
chooses. These direct service fees provide focdkes associated with distribution, servicing, and
administration of the Unit Classes. Such directise fees reduce the value of the participant’s
account as incurred. Such fees are payable to LM@Gwnthly, solely from the assets of SCF.
SCF paid service fees of $13.1 million and $11.%ioni for the years ended June 30, 2010 and
2009, respectively.

The SCF Service Agreement states that Collegelnvéstreceive an administrative fee at an
annual rate of up to 0.10% of average daily nettassThese fees represent charges to SCF for
actual administrative costs of Collegelnvest. Steds are payable to Collegelnvest monthly,
solely from the assets of the SCF. SCF paid adtnative fees of $2.2 million and $1.9 million for
the years ended June 30, 2010 and 2009, respgctivel

Direct Portfolio Fund

Collegelnvest entered into a service agreement (BBfvice Agreement) with the Managers,
pursuant to which the Managers are responsiblepfoviding administrative, record keeping,
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1. Organization and Summary of Significant Accourihg Policies (continued):
Investment, Service and Administrative Fees (contined):
Direct Portfolio Fund (continued):

marketing, and investment management serviceset®B®F. As of December 1, 2009, the DPF
Service Agreement reduced the investment and ssrfees from an annual percentage rate of
.65% to .42% of average daily net assets. Durmg year ended June 30, 2010, DPF paid
investment fees of $679,000 and service fees daf dllion. During the year ended June 30, 2009,
DPF paid investment fees of $496,000 and serveedé$4.4 million. Such direct investment and
service fees reduce the value of the participadt®unt as incurred. Such fees are payable to the
Managers monthly, solely from the assets of DPF.

Under the DPF Service Agreement, Collegelnvestivesean administrative fee at an annual rate
of up to 0.10% of average daily net assets. Tliess represent charges to DPF for actual
administrative costs of Collegelnvest. Such feegpayable to Collegelnvest monthly, solely from
the assets of DPF. DPF paid administrative fee896B8,000 and $752,000 for the years ended
June 30, 2010 and 2009, respectively.

Stable Value Plus Fund

Contributions are invested by deposit under theiczragreement (MetLife Agreement) between
Collegelnvest and MetLife. Deposits made underNtetLife Agreement become commingled
with the general account of MetLife. MetLife isliglated to repay the amounts deposited under the
MetLife Agreement and an investment return as desdrabove. The annual interest rate
calculated each year under the MetLife Agreemenetsof all administrative and other charges of
MetLife.

The MetLife Agreement states that Collegelnvest kiteive an administrative fee at an annual
rate of up to 0.75% of the average daily net assétthe Fund. Such fees are payable to
Collegelnvest solely from Account owners and carexateed actual expenses of administering
the Fund as defined by Statute. SVP paid admatiigtr fees on behalf of its participants of
$255,000 and $203,000 for the years ended Jurig030,and 2009, respectively.

Smart Choice Fund

All monies received as contributions to the accewmtder the service agreement (SCCS Service
Agreement) between Colleginvest and FirstBank ghalteposited by FirstBank into the Trust
Account and invested according to the respectivedtment Option or Options, as directed by
the account Owner. The SCCS Service AgreementiresqérirstBank to repay the amounts
deposited along with any interest earned on thegiodit. The interest rate will be calculated, and
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1. Organization and Summary of Significant Accourihg Policies (continued):
Investment, Service and Administrative Fees (contined):
Smart Choice Fund (continued):

may be adjusted if needed, every Wednesday anbeofirst day of each month and is net of all
administrative and other charges of FirstBank.

Under the SCCS Service Agreement, Collegelnvesives an administrative fee at an annual rate
of up to 0.10% of average daily net assets. Tlese represent charges to SCCS for actual
administrative costs of Collegelnvest. Such feegpayable to Collegelnvest monthly, solely from
the assets of SCCS. SCCS paid administrativediedsehalf of its participants of $1,000 for the
year ended June 30, 2010.

Fee Limitation:

To the extent that administrative fees collectammfrparticipants exceed the expenses of the
Program, Collegelnvest shall 1) determine if susbenues are required to fund subsequent year
expenses of the Program; 2) determine if such &esrequired to fund prior years’ unfunded
expenses of the Program; or 3) reduce future fee @lan participants for the following year.

As of June 30, 2010, $4.2 million in fees were exittd from participants in excess of actual
expenses and is restricted for future expenseslEdgelnvest in its capacity as administrator ef th

Program. As of June 30, 2009, $3.3 million in feese collected from participants in excess of
actual expenses and was restricted for future egsermf Collegelnvest in its capacity as
administrator of the Program. See Note 11, Sulesedtvent.

2. Cash, Cash Equivalents and Investments:

Cash and Cash Equivalents:

As contributions are received from participantg, tash is held in the respective Fund until such
time as it may be invested in the underlying funfishe chosen investment portfolios. With
respect to the SCF and DPF, depending upon thadiwfithe cash receipts, there could be up to
two days delay between actual receipt of cash &editvestment made on behalf of the
participant. Cash and cash equivalents are helcugt by the Funds’ Managers as of June 30,
2010 and 2009. With respect to SVP, contributieitsbe invested with MetLife within 30 days
of receipt by Collegelnvest. Interest earned omtrdoutions prior to investment with MetLife
will accrue to Collegelnvest and will be used tdsef administrative expenses. SVP had
deposits that were not yet transferred to MetLif&206,000 and $248,000 as of June 30, 2010
and 2009, respectively.
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2. Cash, Cash Equivalents and Investments (contied):
Cash and Cash Equivalents (continued):

All cash deposits of the SVP Funds are held byr&k b&ayments and cash receipts are deposited
to a demand deposit account daily. Collected lo@lsrare transferred daily into money market
mutual funds. All cash deposits of the SCF and @RFheld by a custodian on behalf of the
manager of each Fund until it is invested in thedéftying Funds. All cash deposits of the
SCCS Funds are held by FirstBank.

Cash deposits as of June 30 are as follows:

2010 2009
(dollar amounts expressed in thousa

Money market accounts $ 3,351 $ 1,607
Total cash deposits $ 3,351 $ 1,607

Custodial Credit Risk - Cash Deposits

Custodial credit risk is the risk that, in the etveri the failure of a depository financial
institution, Collegelnvest will not be able to reeo its deposits or will not be able to recover
collateral securities that are in the possessioanobutside party. Monies in the SVP demand
deposit accounts are insured by federal depositayrance for the first $250,000. Deposits in
excess of the $250,000 limit are collateralizedjettbto the provisions of the State’s Public
Deposit Protection Act (PDPA) for monies held withhe State. Monies held in the SCF and
DPF are uncollateralized. Individual accountshia SCCS that are greater than $250,000 are
uncollateralized.

Investments:

Investments, at fair value, for each plan as of @u30 are as follows:

2010 2009
(dollar am ounts expressed in thousands)

Scholars Choice Fund $ 2,251,795 $ 1,953,642
Direct Portfolio Fund 1,013,163 812,188
Stable Value Plus Fund 33,820 29,563

Total investments $ 3,298,778 % 2,795,393
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2. Cash, Cash Equivalents and Investments (contied):

Investment Authority and Policy:

Scholars Choice Fund and Direct Portfolio Fund

The Board approves the investment policies for blothSCF and DPF. Investments of assets in
the SCF and DPF and the underlying portfolios atected and managed in accordance with the
standards set forth in the Colorado Revised Swt@ections 15-1-304 and 15-1.1-102.
Consistent with these standards, the Board, odetsgnated committee, will determine from
time to time suitable investment parameters for3Gé& and the DPF, which seek to control risk
through portfolio diversification. Generally, irstenents include money market funds, and bond
and equity mutual funds. Each mutual fund in whachunderlying portfolio is invested shall
comply with the investment policy’s permitted intragnt guidelines.

The table below identifies the significant invesiing/pes that are authorized for the SCF and

DPF:

Authorized Maximum Maximum

Investment Maximum Percentage Investment in

Type Maturity of Portfolio One Issuer [A]

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 None
General or Revenue Obligations None None None
Repurchase Agreements [C] None None None
Investment Agreements None None None
Banker’s Acceptances None None None
Domestic Equity Securities N/A [D] [D]
Foreign Equity Securities N/A [E] [E]
Money Market Funds N/A None None
Demand Deposits N/A None None
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2. Cash, Cash Equivalents and Investments (contied):

Investment Authority and Policy (continued):

Scholars Choice Fund and Direct Portfolio Fund (continued)

[A]No more than 10% of the total amount of theefi-income portion shall be committed to
the securities of any one issuer at the time otlpase, with the exception of securities
issued or guaranteed by the full faith and credith® United States or AAA rated
securities issued by governmental agencies as itthwiere is no limit.

[B] No more than 5% of the assets of the short-termestment account shall be committed
to certificates of deposit from one institutio

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

[D]No more than 5% of the total amount of the emtging portfolio in the securities of any
one issuer; no more than 5% of the outstandingeshai any single corporation; and no
more than 25% of the total amount of the underlyogfolio in any one industry.

[E] No more than 5% of the total amount of the entying portfolio in the securities of any
one issuer; no more than 5% of the outstandingeshaf any single corporation;
investment in any one country shall be no more #gA5% of the total amount of the
underlying portfolio or, b) the country weight ihet EAFE benchmark plus 10% and a
minimum of eight countries should be representdatiéunderlying portfolio.

Stable Value Plus Fund

The Board approves the investment policy for thePSVGenerally, investments include any
funding agreement, guaranteed interest contraaragteed investment contract, annuity contract,
repurchase agreement, or other similar investmehish are issued by an insurance company or
other investment provider with financial streng#tings in any one of the three highest rating
categories by two or more nationally recognizethgahgencies which regularly rate the ability of
such investment providers to pay claims. The S\&y tarminate any agreement with an existing
investment provider should two or more of the nadily recognized rating agencies reduce their
rating of the provider to a category that is betbe lowest “A” rating. As of June 30, 2010, the
MetLife Insurance Company of Connecticut’s ratingtnthe requirements of the investment

policy.
Smart Choice Fund

The Board, with the approval of the Executive Dioe®f the Department, has the responsibility
to select a financial institution to manage thenPdassets. The SCCS will offer a number of
investment options in interest-bearing accountyigeal by FirstBank that reflect a conservative
and safe risk tolerance for participants saving farst-secondary education. Generally,
investments may include a regular savings accaarttme savings account, a money market
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2. Cash, Cash Equivalents and Investments (contied):

Investment Authority and Policy (continued):
Smart Choice Fund (continued)

account, a time deposit account or a premier ticoeant. Monies in these accounts are insured
by the FDIC for the first $250,000.

The Fund's investments, at fair value, as of Juhar@ as follows:

2010 2009
(dollar amounts expressed in thousands)

Western Asset Core Plus Bond Portf $ 533,63 $ 444 .42
Vanguard Total Stock Market Index Ft 432,33: 356,12:
Vanguard Total Bond Market Il Index Fu 345,77 261,48
Legg Mason Batterymarch U.S. Large Cap Equity 1

(f/k/a Legg Mason Partners U.S. Large Cap Equitpdg 301,53 269,20(
Legg Mason Western Asset Short-Term Bond F

(f/k/a Legg Mason Partners Short-Term Bond Fi 258,44 208,15:
Western Asset Money Market FL 202,60( 176,90¢
Legg Mason ClearBridge Appreciation Ft

(f/k/a Legg Mason Partners Appreciation Fu 181,76: 160,56t
Legg Mason Capital Management Value Trust,

(f/k/a Legg Mason Value Trus 177,74¢ 164,63:
Legg Mason Batterymarch International Equity T

(f/k/a Legg Mason International Equity Tru 146,61¢ 127,25t¢
Legg Mason ClearBridge Aggressive Growth F

(f/k/a Legg Mason Partners Aggressive Growth Fi 122,02¢ 105,45¢
John Hancock Classic Value FuL 118,75« 105,92!
Vanguard Total International Stock Index Fi 92,857 74,02]
Vanguard Prime Money Market Fu 83,36¢ 75,86
Legg Mason ClearBridge Small Cap Growth F

(f/k/a Legg Mason Partners Small Cap Growth Fi 72,18¢ 65,54¢
Royce Pennsylvania Mutual Fu 71,70¢ 63,35:
Legg Mason Western Asset Global High Yield Bond &un

(f/k/a Legg Mason Partners Global High Yield Bonan@, 61,72: 62,22:
Investment Agreement — MetLife 33,511 28,975
Vanguard Inflation-Protected Securities Fi 32,48¢ 24,79¢
Vanguard Institutional Total Bond Market Index Fund 25,807 19,895
U.S. Treasury Strip Coupon, 0% due 05/1! 45¢ -
JP Morgan Prime Money Market Fund 309 588
U.S. Treasury Strip Coupon, 0% due 05/1! 237 -
U.S. Treasury Strip Coupon, 0% due 05/15/20 97 -
Legg Mason Repurchase Agreen 2,26¢ -
Vanguard Cash Management Trust 538 -

$ 3,298,778 $ 2,795,393
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2. Cash, Cash Equivalents and Investments (contied):

Interest Rate Risk:

Interest rate risk is the risk that changes in marikterest rates will adversely affect the faituesof

an investment. Generally, the longer the matwifitgn investment, the greater the sensitivity ®f it

fair value to changes in market interest rates.lleGeinvest provides participants investment
opportunities in various portfolios that are comsted from a range of mutual funds that it has
selected. Collegelnvest does not actively managgest rate risk except through its mutual fund
selection process. LMGAA and the Managers of tinedB report interest rate risk evaluation of the
fixed income mutual funds in the various portfolesed on the duration method.

2010 2009
Duration Duration

Legg Mason Western Asset Global High Yield Bond

(f/k/a Legg Mason Partners Global High Yield Bond%.0 years 3.6 years
Legg Mason Western Asset Short-Term Bond Fund

(f/k/a Legg Mason Partners Short-Term Bond Fund)L.9 years 2.0 years

U.S. Treasury Strip Coupon, 0% due 05/15/15 4.9 years N/A
U.S. Treasury Strip Coupon, 0% due 05/15/20 9.9 years N/A
U.S. Treasury Strip Coupon, 0% due 05/15/25 14.9 years N/A
Vanguard Total Bond Market Il Index Fund 4.4 years 4.3 years
Vanguard Inflation-Protected Securities Fund 3.9years 4.2 years
Vanguard Institutional Total Bond Market Index Fund 4.4 years 4.3 years
Western Asset Core Plus Bond Portfolio 4.5years 5.0 years
Credit Risk:

Generally, credit risk is the risk that an issuerother counterparty to an investment will not

fulfill its obligation to the holder of the invesemt. This is measured by the assignment of a
rating by a nationally recognized statistical rgtorganization. Investment options in SCF and
DPF attempt to diversify risk by offering multipfgortfolio options with a range of credit risk

characteristics. Investments of the underlyingtfpbos shall be selected and managed in
accordance with the standards set forth in Sedm®i-304, C.R.S. That is, (a) with the care
which men of prudence, discretion and intelligeegercise in the management of the property of
another, not in regard to speculation but in regardthe permanent disposition of funds,

considering the probable income as well as the girlgbsafety of capital, and (b) for the sole
benefit of the beneficiary. Investment decisiohallsbe made in accordance with the prudent
investor rule set forth in Section 15-1.1-102, G.RConsistent with the above, the Committee
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2. Cash, Cash Equivalents and Investments (contied):
Credit Risk (continued):

will determine, from time to time, suitable invesm parameters for the SCF and DPF which
seeks to control risk through portfolio diversiicm. Additionally, Collegelnvest’s investment
policy states that all mutual fund assets are stiltigethe provisions of the Investment Company
Act of 1940. As of June 30, 2010 and 2009, investis in the SCF, DPF and SCCS portfolios
and the Funding Agreement were unrated. The zergao treasury strips are explicitly
guaranteed by the U.S. Government and are notdubjeredit risk disclosures.

Units:

The beneficial interests of each participant anaebeiary in the net assets of all portfolios excep
SCCS are represented by units. Contributions doretiemptions from the portfolios are subject to
terms and limitations defined in the participatiagreement between the participant and the
respective plan. Contributions to SCF and DPF (othan by electronic funds transfers) will
purchase units in a portfolio at the net assetevpkr unit for that portfolio calculated no latearn

the business day following the day payment is weceby LMGAA or the Managers. Contributions
by electronic funds transfers will purchase unitdhea unit value calculated on the day of transfer

in certain cases, on the day that the monies beawakable. Contributions to SVP, including
contributions received by electronic transfer, willrchase units at the net asset value calculated
on the business day immediately proceeding thettlateontributions are invested with MetLife.
Contributions are required to be invested with MietLwithin thirty days of receipt by
Collegelnvest.

Withdrawals from SCF or DPF result in the redemptad units, based on the unit value next
determined following LMGAA'’s or the Manager’s regebf the withdrawal request. Unit values

for each portfolio are determined daily. There @wedistributions of net investment gains or net
investment income to the portfolios’ participantdeneficiaries. Withdrawals from SVP result in

the redemption of units, based on the unit valuerdened on the date immediately preceding the
date that a payment is made by Collegelnvest isfaation of a withdrawal request. Unit values

for the Fund are determined daily. There are ndridigions of net investment gains or net

investment income to the participants or benefiesar

3. State of Wyoming Agreement

Collegelnvest entered into an IntergovernmentaleAgrent for marketing services with the State
of Wyoming and the Wyoming Family College SavingedPam Trust (Wyoming Trust) on June
14, 2006 to market and promote sales and interestad Collegelnvest 529 Plans to State of
Wyoming residents. The agreement term is for ji@ars and may be extended for an additional
five year term by Collegelnvest. Under the agregn&he Wyoming Trust will reimburse
Collegelnvest $20,000 for start up expenses antb 20,000 annually for marketing expenses.
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4. Retirement Plans:
Plan Description:

Most of Collegelnvest’s employees participate aeéined benefit pension plan. The plan’s purpose
is to provide income to members and their famifiesetirement or in case of death or disability.

The plan is a cost sharing multiple employer pldmiaistered by the Public Employees’ Retirement
Association (PERA). PERA was established by stiteite in 1931.

Responsibility for the organization and administratof the plan is placed with the Board of

Trustees of PERA. Changes to the plan requirectinaidal assessment and legislation by the
General Assembly. The state plan and other divésiplans 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 by vigitihttp:/ivww.copera.org

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 emeés, excluding community college employees,
are required to participate in their institutiowgtional plan, if available, unless they are active
inactive members of PERA with at least one yeasasf/ice credit. In that case they may elect
either PERA or their institution’s optional plan.

New employees, excluding four-year college and ensity employees, are allowed 60 days to
elect to participate in PERA's defined contributman. If that election is not made, the employee
is automatically enrolled in the plan to which tresbe last contributed or, if there was no prior
participation, to the defined benefit plan. PERAmbers electing the PERA defined contribution

plan are allowed an irrevocable election betweensdrond and fifth year of membership to use
their defined contribution account to purchase isereredit and be covered under the defined
benefit retirement plan. However, making this e@@tisubjects the member to rules in effect for
those hired on or after January |, 2007, as discug®low. The employer contribution to the

defined contribution plan is the same amount asctihdribution to the PERA defined benefit

plan.

Defined benefit plan members (except state troQpesst 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 yearsatice, age 60 with 20 years of
service, or age 65 with 5 years of service.

» 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@syeaiservice, or age 65 with 5 years of
service.
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4. Retirement Plans (continued):
Plan Description (continued):

e Hired on or after January 1, 2007 — any age witly&rs 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 benefitthaut a reduction for early retirement based on
their original hire date as follows:

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

» Hired on or after January 1, 2007 — age 55 withramum 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 eligimeetirement benefits at different ages and year
of service.

Most members automatically receive the higher @& tiefined retirement benefit or money
purchase benefit at retirement. Defined beneféscalculated as 2.5 percent times the number of
years of service times the highest average satéip]. For retirements before January 1, 2009,
HAS is calculated as one-twelfth of the averagehef highest salaries on which contributions
were paid, associated with three periods of 12 emuts/ze months of service credit and limited to
a 15 percent increase between periods.

For retirements after January 1, 2009, the HASalsutated based on original hire date as
follows:

* Hired before January 1, 2007 — HAS is calculatesktaon three periods of service credit
and is limited to a 15 percent increase betweeiog=rthe lowest salary of four periods is
used as a base for determining the maximum allevablpercent increase.

* Hired on or after January 1, 2007 — HAS is cal@dabased on three periods of service
credit and is limited to an 8 percent increase betwperiods; the lowest salary of four
periods is used as a base for determining the mawiallowable 8 percent increase.

Prior to January 1, 2010, retiree benefits wereemsed annually based on their original hire date
as follows:

* Hired before July 1, 2005 — 3.5 percent, compouratedially.

» Hired between July 1, 2005 and December 31, 20 tesser of 3 percent or the actual
increase in the national Consumer Price Index fdpad Wage Earners and Clerical
Workers (CPI).
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COLLEGEINVEST
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2010 AND 2009

4. Retirement Plans (continued):
Plan Description (continued):

* Hired on or after January 1, 2007 — the lesser pé@ent or the actual increase in the
national Consumer Price Index, limited to a 10 eetaeduction in a reserve established
for cost of living increases related strictly t@$le hired on or after January 1, 2007. (The
reserve is funded by 1 percentage point of salanegributed by employers for employees
hired on or after January 1, 2007.)

In the 2010 legislative session, the General Asbeisdt the current increase as the lesser of 2
percent or the average of the monthly CPl amoumtsdlendar year 2009. The 2009 CPI was
negative resulting in a calendar year 2010 increa€epercent. The 2010 legislation moved the
payment date of all increases to July. New rutageging the annual increase amount will be in
effect beginning January 1, 2011.

Members who are disabled, who have five or moresye&service credit, six months of which
has been earned since the most recent period oberehip, may receive retirement benefits if
determined to be permanently disabled. If a mendle=r before retirement, their eligible children
under the age of 18 (23 if a full time student}tweir spouse may be entitled to a single payment
or monthly benefit payments. If there is no eligilhild or spouse, then financially dependent
parents, beneficiaries, or the member’s estate,baagntitled to a survivor’'s benefit.

Funding Policy:

The contribution requirements of plan members dmir temployers are established, and may be
amended, by the General Assembly. Salary suleeERA contribution is gross earnings less any
reduction in pay to offset employer contributionstiie state sponsored IRC 125 plan established
under Section 125 of the Internal Revenue Code.

Most employees contribute 8.0 percent (10.0 percerdtate troopers) of their salary, as defined in
CRS 24-51-101(42), to an individual account ingten. From July 1, 2009, to December 31, 2009,
the state contributed 12.95 percent (15.65 pefoestate troopers and 16.46 percent for the Jaidici
Branch) of the employee’s salary. From Januan2@lO, through June 30, 2010, the state
contributed 13.85 percent (16.55 percent for stedepers and 17.36 percent for the Judicial
Branch). During all of Fiscal Year 2009-2010, 1j&cent of the employees’ total salary was
allocated to the Health Care Trust Fund.

Per Colorado Revised Statutes, an amortizatiorgeri 30 years is deemed actuarially sound. At

December 31, 2009, the division of PERA in which sitate participates was underfunded with an
amortization period of 43 years.
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4. Retirement Plans (continued):
Funding Policy (continued):

In the 2004 legislative session, the General As$emlthorized an Amortization Equalization
Disbursement (AED) to address a pension-fundingtilo The AED requires PERA employers
to pay an additional .5 percent of salary begindiaguary 1, 2006, another .5 percent of salary in
2007, and subsequent year increases of .4 pertasalasy until the additional payment reaches
3.0 percent in 2012.

In the 2006 legislative session, the General Assemibthorized a Supplemental Amortization
Equalization Disbursement (SAED) that requires PE&Mployers to pay an additional one half
percentage point of total salaries paid beginnarmgdry 1, 2008. The SAED is scheduled to increase
by one half percentage point through 2013 resuiting cumulative increase of three percentage
points. For state employers, each year's onegalfentage point increase in the SAED will be
deducted from the amount of changes to state egdopalaries, and used by the employer to pay
the SAED.

In the 2010 legislative session, the General Asseaxdtended both the AED and SAED. The AED
will continue to increase at a rate of .4 percésiatary from calendar years 2013 through 2017 Th
SAED will continue to increase by one-half percgetgoint from calendar years 2014 through
2017. If the funding ratio reaches 103%, bothAE® and the SAED will be reduced by one-half
percentage point. Neither the AED nor the SAED measeed 5 percent.

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

The Fund’s contributions to PERA and/or the standd contribution plan for the fiscal years
ending June 30, 2010, 2009 and 2008 were $102&X®WO00 and $74,000, respectively. These
contributions met the contribution requirementdach year.

5. Other Retirement Plans:
Defined Contribution Plan:

The PERA Defined Contribution Retirement Plan wataldished January 1, 2006, as an alternative
to the defined benefit plan. All employees, withe texception of certain higher education
employees, have the option of participating in pien. On July 1, 2009, administration of the
state’s defined contribution plan was transferceBERA and participants of the state’s plan became
participants of the PERA defined contribution pldexisting state plan members at the time of the
transfer became participants in the PERA definedtriution plan and retained their vesting
schedule for employer contributions, while emplog@ntributions for new members will vest from
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5. Other Retirement Plans (continued):
Defined Contribution Plan (continued):

50 percent to 100 percent evenly over 5 yearsicipanmts in the plan are required to contribute 8
percent (10 percent for state troopers) of thdarga At December 31, 2009, the plan had 3,039
participants.

Deferred Compensation Plan:

The PERA Compensation Plan (457) was establishigdlJ2009, as a continuation of the state’s
deferred compensation plan which was establishedgtide and local government employees in
1981. At July 1, 2009, the state’s administrafivections were transferred to PERA, and all costs
of administration and funding are borne by the garticipants. In calendar year 2009, participants
were allowed to make contributions of up to 100ceet of their annual gross salary (reduced by
their 8 percent PERA contribution) to a maximum$a6,500. Participants who are age 50 and
older may contribute an additional $5,500 for tatahtributions of $22,000 in 2009. At December
31, 2009, the plan had 18,007 participants.

PERA offers a voluntary 401k plan entirely sepafade the defined benefit pension plan. Certain
agencies and institutions of the State offer 40340d.(a) plans.

6. Other Postemployment Benefits:

Health Care Program

The PERA Health Care Program began covering beretfipients and qualified dependents on
July 1, 1986. This benefit was developed afteislaion in 1985 established the Program and the
Health Care Fund; the program was converted tast fund in 1999. The plan is a cost-sharing
multiple-employer plan under which PERA subsidizeportion of the monthly premium for
health care coverage. The benefits and employdribations are established in statute and may
be amended by the General Assembly. PERA includesHealth Care Trust Fund in its
Comprehensive Annual Financial Report, which maybtained 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 palge balance of the premium through an
automatic deduction from the monthly retirementdign Monthly premium costs for participants

depend on the health care plan selected, the PEB#idy amount, Medicare eligibility, and the

number of persons covered. Effective July 1, 2@B8,maximum monthly subsidy is $230 per
month for benefit recipients who are under 65 yedrage and who are not entitled to Medicare;
and $115 per month for benefit recipients who &e/€ars of age or older or who are under 65
years of age and entitled to Medicare. The maxinsubsidy is based on the recipient having 20

43



COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2010 AND 2009

6. Other Postemployment Benefits (continued):

Health Care Program (continued)

20 years of service credit, and is subject to redndy 5 percent for each year less than 20 years.

Employees are not required to contribute to theltHegdare 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@ Jpercent of gross covered wages to the Health
Care Trust Fund. The Fund contributed $9,000, 3&¥,@nd $7,000 as required by statute in
Fiscal Years 2009-10, 2008-09, and 2007-08, res@det In each year the amount contributed
was 100 percent of the required contribution.

The Health Care Trust Fund offers two general tygdgdans: fully-insured plans offered through
health care organizations and self-insured plansrastered for PERA by third party vendors. In
addition, two of PERA's insurance carriers offehegh deductible health care plans in 2009. As of
December 31, 2009, there were 46,985 enrolledcgaatits, including spouses and dependents,
from all contributors to the plan. At December 2009, the Health Care Trust Fund had an
unfunded actuarial accrued liability of $1.50 bifli a funded ratio of 14.8 percent, and a 53-year
amortization period.

7. 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 inclugeeergl liability, motor vehicle liability, and
worker’'s compensation. The State Risk Managemantlks a restricted General Fund used for
claims adjustment, investigation, defense, and csizihition for the settlement and payment of
claims or judgments against the State except f@l@me 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 AcColorado for medical expenses and loss of
wages resulting from job-related disabilities. Ttate utilizes the services of Pinnacol Assurance
(formerly Colorado Compensation Insurance Authriyrelated party, to administer its plan. The
State reimburses Pinnacol Assurance for the cuoesttof claims paid and related administrative
expenses.

Collegelnvest patrticipates in the Risk Managememtdi- 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 thatclis be reasonably estimated. Liabilities include
an amount for claims that have been incurred butreworted. Because actual claims liabilities
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7. Risk Management (continued):
Self Insurancécontinued)

depend on such complex factors as inflation, cremgdegal doctrines and damage awards, the
process used in computing claims liability does metessarily result in an exact amount. Claims
liabilities are reevaluated periodically to taketoinconsideration 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 et S€R.S., are as follows:

Liability Limits of Liability
General and 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 deduatiégacement policy on all State owned furniture
and equipment. For each loss incurred, Collegsinigeresponsible for the first $5,000 of the
deductible and the State of Colorado is respongiblthe next $10,000 of the deductible. Any loss
in excess of $15,000 is covered by the insuranc&cap to replacement cost.

8. Net Assets:

All of the Funds’ fiduciary net assets of $3.3ibill and $2.8 billion as of June 30, 2010 and 2009,
respectively, are net assets held in trust on behadvestors in the Funds.

9. Intraplan Administrative Fee Transfers:

Collegelnvest receives an administration fee aramual rate of up to .75% of the average daily net
assets of SVP, and up to .10% of the average deilgssets of SCF, DPF and SCCS. These fees
are deducted monthly from each Fund and are usedCdilegelnvest for the payment of
administrative expenses incurred by Collegelnvesionnection with the operation of the Program
in accordance with and as permitted by applicable |SCF transferred $100,000 and $206,000 to
DPF for the payment of expenses in excess of fdected during fiscal years ending June 30, 2010
and 2009, respectively. Additionally, SCF transfdr $148,000 to SCCS for the payment of
expenses in excess of fees collected in 2010. &MEcted $5,000 more than the expenses that
were paid out in the fiscal year ending June 3@028hd this amount was transferred to SCF. SCF
transferred $52,000 to SVP for the payment of eggeimn excess of fees collected during fiscal year
ending June 30, 2009.
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10. Capital Markets:

During fiscal years 2008, 2009 and 2010, finanoiakkets as a whole have incurred significant
fluctuations in values. The Plan’s investment mdidfincurred a significant decline in the values
reported in the accompanying financial stateman2008 and 2009, but some improvements were
seen in 2010. However, because the values of thdwiinvestments fluctuate with market
conditions, the amount of investment losses thatRkan will recognize in its future financial
statements, if any, cannot be determined.

11. Subsequent Event:
Collegelnvest is waiving the administrative feeOdt0% of average daily net assets for SCF and

DPF and reducing the Administrative Fee to 0.65%\arage daily net assets for SVP effective
September 1, 2010 through August 31, 2011.
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m Clifton
Gunderson LLP

Certified Public Accountants & Consultants

Independent Auditor's Report on Internal Control
Over Financial Reporting and on Compliance and OtheMatters
Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Sandards

Members of the Legislative Audit Committee:

We have audited the financial statements of eagbrrfiduciary fund of Collegelnvest, (a division
of the Department of Higher Education, State ofofadlo) College Savings Program Funds as of
and for the year ended June 30, 2010, and havedssuwr report thereon dated December 16, 2010.
We conducted our audit in accordance with audistendards generally accepted in the United
States of America and the standards applicablmémd¢ial audits contained Bovernment Auditing
Sandards, issued by the Comptroller General of the Uniteates.

Internal Control Over Financial Reporting

In planning and performing our audit, we consideCatlegelnvest College Savings Program Funds’
internal control over financial reporting as a kafir designing our auditing procedures for the
purpose of expressing our opinion on the finansiatements, but not for the purpose of expressing
an opinion on the effectiveness of the entity’&iinal control over financial reporting. Accordingl
we do not express an opinion on the effectivendsthe entity’s internal control over financial
reporting.

Our consideration of internal control over finarcigorting was for the limited purpose described
in the preceding paragraph of this section andiveaslesigned to identify all deficiencies in intarn
control over financial reporting that might be defncies, significant deficiencies or material
weaknesses. However, as described in the Findinggkecommendations section of this report, we
identified a deficiency in internal control ovendincial reporting that we consider to be a material
weakness.

A deficiency in internal control exists when thesdm or operation of a control does not allow

management or employees, in the normal courserédrpgng their assigned functions, to prevent,

or detect and correct misstatements on a timelysb@s material weakness is a deficiency, or

combination of deficiencies, in internal controlick that there is a reasonable possibility that a
material misstatement of the entity’s financialtestaents will not be prevented, or detected and
corrected on a timely basis. We consider the d&iy described in the accompanying report on
Findings and Recommendations section of this regRinding No. 1 to be a material weakness.
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Compliance and Other Matters

As part of obtaining reasonable assurance abouthwh€ollegelnvest College Savings Program
Funds’ financial statements are free of materiabstatement, we performed tests of its
compliance with certain provisions of laws, regwlas, contracts, and grant agreements,
noncompliance with which could have a direct andemal effect on the determination of
financial statement amounts. However, providing @ginion on compliance with those
provisions was not an objective of our audit ardoadingly, we do not express such an opinion.
The results of our tests disclosed no instancesanicompliance or other matters that are
required to be reported unddovernment Auditing Standards.

Collegelnvest’s response to the finding identifindour audit is described in the Findings and
Recommendations section of this report. We did aadit Collegelnvest's response, and
accordingly, we express no opinion on it.

This report is intended solely for the informatiemd use of the Legislative Audit Committee and
management and is not intended to be and shouldo@atsed by anyone other than these
specified parties.

C%/@”MLL/)

Greenwood Village, Colorado
December 16, 2010
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m Clifton
Gunderson LLP

Certified Public Accountants & Consultants

Required Communications to the Legislative Audit Conmittee
December 16, 2010
Members of the Legislative Audit Committee:

This letter is to provide you with information aliaignificant matters related to our audit of the
financial statements of Collegelnvest College SgwiRrogram Funds for the year ended June 30,
2010.

The following are our observations arising from #nedit that are relevant to the Collegelnvest
Board of Directors (the Board) responsibilitieirerseeing the financial reporting process.

Auditor's Responsibilities Under Generally Accepted Auditing Standards. Our audit was
performed for the purpose of forming and expressamgopinion about whether the financial
statements, that have been prepared by manageritbrihesBoard’s oversight, are presented fairly,
in all material respects, in conformity with accting principles generally accepted in the United
States of America. Our audit does not relieveBbard or management of their responsibilities.

Other Information in Documents Containing Audited Financial Statements. In connection with
the Collegelnvest College Savings Program Fundsinitial statements, we did not perform any
procedures or corroborate other information inctude the report. However, we read
management’s discussion and analysis of financaalditions and results of operations and
considered whether the information or the mannewhich it was presented was materially
inconsistent with information or the manner of er@stion of the financial statements. Based on
our reading, we concluded that the informationrddtirequire revision.

Significant Issues Discussed With Management Pridio Retention. We discuss various matters
with management prior to retention as Collegelnuesiege Savings Program Funds’ auditors.
These discussions occur in the normal course ofpoofessional relationship. There were no
significant issues, including the application ot@anting principles and auditing standards, which
were discussed with management prior to our reirras auditors.

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

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

Accounting Policies

Management is responsible for the selection andofisgppropriate accounting policies. The
significant accounting policies used by Collegebtv€ollege Savings Program Funds are
described in Note 1 to the financial statementser& were no significant accounting policies or
their application which were either initially seled or changed during the 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 accagiestimates are particularly sensitive because
of their significance to the financial statementsl decause of the possibility that future events
affecting them may differ significantly from thosexpected. There were no significant
accounting estimates of financial data which woblel particularly sensitive and require
substantial judgments by management.

Financial Statement Disclosures
Certain financial statement disclosures are pdaibusensitive 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. During our audit, we noted one material misstatanmethe Smart
Choice program. We proposed an entry of $100,808etluce participant contributions and
distributions due to an overstatement caused bgrdety correcting entries that effectively
double counted the transactions. Management hasedathe entry and corrected this
misstatement.

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 College Savings Pragfaunds’ financial statements or our report
on those financial statements.

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

C%W%ALA
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Collegelnvest
Scholars Choice Fund

Supplementary Schedule - Combining Schedule of Fidiary Net Assets

June 30, 2010
(Dollar amounts expressed in thousands)

U.S. Treasury  U.S.Treasury  U.S. Treasury

Portfolio Portfolio Portfolio Portfolio Portf Portfolio Fixed Strip Coupon  Strip Coupon  Strip Coup Cash
1 3 4 5 6 7 Income Equity due 2015 due 2020 due 2025 Reserve  ofal T
Cash and cash equivalents -8 - -8 1% 1$ 18 1$ 1% 1$ $ - 8 - 8 - 8 6
Investments, at fair value 187,242 143182 261,986 465,260 282,556 292,825 132,370 41,322 382,839 237 97 459 61,420 2,251,795
Receivable for portfolio units sold
and investments sold 171 28 770 1,745 957 1,807 774 208 1,226 39 1,125
Due from plan managers 16 12 23 39 24 25 1 3 32 - - 5 190
Due from Student Loan Program Funds 427 326 597 1,060 643 668 302 9% 872 - 1 1 140 5,131
187,856 143,548 263,376 468,105 284,181 295,326 133458 41,628 384,970 237 ] 460 61,604 2,264,847
Accounts payable 24 18 34 60 36 38 17 5 49 8 289
Payable for portfolio units repurchased
and investments purchased 128 13 725 1,647 864 1613 773 209 1,178 39 7,189
Service and investment fees payable 104 78 153 213 168 1 82 25 221 3) 1,284
Deferred revenue 68 53 9% 170 103 107 48 15 140 22 822
Due to participants 350 268 490 870 528 548 247 77 716 1 115 4,210
674 430 1,498 3,020 1,699 2,483 1,167 331 2,310 - - 1 181 13,794
$ 187,182 $ 143,118% 261,878 $ 465,085 $ 282,482 % 292,843 % 132,291 % 41,297 $ 382,660 $ 237$ 98 $ 459 § 61423 2,251,053
Units outstanding 16,608,800 11,922,230 21,083,045 35600,845 22227155 22555218  10,334525 2,557,808 47412531 22,685 9,133 42,689 61,422,913 251,799,577
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Collegelnvest
Scholars Choice Fund
Supplementary Schedule - Combining Schedule of Chges in Fiduciary Net Assets
For the fiscal year ended June 30, 2010
(Dollar amounts expressed in thousands)

Zero Coupon Zero Coupon Zero Coupon Cash
Portfolio Portfolio Portfolio Portfolio Portfolio Portio Portfolio Fixed Bond Bond Bond Reserve
1 2 3 4 5 6 7 Income Equity 2015 2020 2025 Option Total
Additions:
Gross eamings on investments:
Dividends $ 4219 $ 4,108 $ 8379 § 15,677 $ 8,857 $ 7288 $ 2,368 $ 2314 4383 $ 2% 2$ 118 285 $ 57,953
Net realized and unrealized loss from
securities transactions 21,658 18,952 30,199 52,156 27,934 22,259 7,054 5,202 41,928 5 4 39 - 221,390
25937 23,060 38,578 67,833 36,791 29,547 9,422 7,516 46,311 7 6 50 285 285,343
Less investment fees (42) (24) (86) (238) (117) (93) (46) (12) (105) - - (239) (1,002)
Net investment income (loss) 25,895 23,036 38,492 67,595 36,674 29,454 9,376 7,504 46,206 7 6 50 46 284,341
Participant contributions 44,186 23215 28,757 49,424 29,006 23,659 10,581 7,104 38,518 131 137 7 15,980 270,775
Fee income 25 19 34 62 37 39 18 5 51 8 298
Total additions (deductions) 70,106 46,270 67,283 117,081 65,717 53,152 19,975 14,613 84,775 138 143 121 16,034 555,414
Deductions:
Benefits paid to participants and withdrawals 3, 6,526 12,623 39,710 13,355 34,122 47,692 7,402 40,219 21 1 26,980 242,992
Service fees 1,092 853 1,561 2,748 1,692 1,716 762 244 2,431 1 1 1 (16) 13,086
Administrative fees 197 154 261 454 274 210 117 37 413 61 2,238
Marketing expenses 25 19 34 62 37 39 18 5 51 8 298
Reduced operating expenses (94) (72) (131) (233) (141) (147) (66) (21) (190) (31) (1,126)
Total deductions 15,561 7,480 14,348 42,741 15,217 36,000 48,523 7,667 42,924 22 2 1 27,002 257,488
Portfolio exchanges, net (40,871) (39,049) (11,670) 3,466 (1,487) 37,617 58,733 3,577 (18,211) 121 (43) 333 7,484
Net change in fiduciary net assets before transfers 13,674 (259) 41,265 77,806 49,013 54,769 30,185 10,523 23,640 237 98 459 (3,484) 297,926
Administrative fee transfer (22) (15) (28) (50) (30) (32) (14) @) (41) U] (243)
Change in due to participants (73) (56) (103) (183) (117) (115) (52) (16) (150) (24) (883)
Fiduciary net assets, beginning of year 173,603 w4 220,744 387,512 233,610 238,221 102,172 30,794 359,211 64,938 1,954,253
Fiduciary net assets, end of year ¢ 18718'¢ 14311 ¢ 26187 ¢ 465,08 ¢ 28248 ¢ 292,84: ¢ 132,29 ¢ 4129 ¢ 382,661 ¢ 28$ 9% 45 61,42 ¢ 2,251,05
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Supplementary Schedule- Combining Schedule of I nvestments
June 30, 2010
(Dollar amounts expressed in thousands)

USTreasury  USTreasuy  U.S Treasury
Srip Srip Strip
Partfolio Portfolio Portfolio Portfolio Portfolio Partfolio Partfolio Fixed Coupon Coupon Coupon Cash
1 2 3 4 5 6 7 Equity Income 2015 2020 2005 Resarve Totd
Underlying funds.

Western Asset Core Plus Bond Portfolio Fund $ 34546 $ 3958 § %258 165793 % 8607 $ 4074 $ -8 $ A5 S $ - $ -8 -8 533,632
Legg Mason Batterymarch U.S. Large Cap Eqity Fund 31215 23865 B 59,032 249 198% 388 102840 - - - 153
Legg Mason Western Asset Short-Term Bond Fund - - - 47153 42875 83518 798% - - 258442
Wester Asset Money Marke, Inc. - - - - 28,35 73204 39627 - 61413 202,600
Legg Mason ClearBridge Appreciation Fund 18537 14120 0475 3517 16,605 11442 2576 61491 - 181,763
Legg Mason Capital Management Value Trugt Fund 18110 13824 0175 B 16247 11190 2515 59916 177,749
Legg Mason Battery Intemationl Equity Trust 28520 14530 26510 2497 1428 - - 331 146,616
Legg Mason ClearBridge Aggressive Growth Fund 12146 9278 1432 25360 1119 720 1953 40549 1209
John Hancock Classic Value Fund 11827 9,026 13939 24,697 10887 7032 1807 39539 11874
Legg Mason ClearBridge Small Cap Grawth Fund 14033 1107 13002 115% 6,964 - - 195557 72188
Royce PennsylvaniaMutual Fund 14030 1139 B 11497 6,800 1922 - 71,709
Legg Mason Western Asset Global High Yield Bond Fund 39% 4431 10808 24,023 14 4018 - 61,722
U.S. Treasury Strip Coupon, 0% due 515/25 - - - - - - - 459 459
U.S. Treasury Strip Coupon, 0% due 5/15/15 27 - 27
U.S. Treasury Strip Coupon, 0% due 51520 - - - - - - - - - 97 - 97
Repurchase agreement 23 274 146 3% 3% 241 153 3% 3 - - - 7 2,065

Total investments, a fair value $ 187242 $ 143182 $ 261986 $ 465260 § 282556 $ 292825 $ 12370 $ 380§ 43NS 27 $ 97 $ 459 $ 61420 $ 2251,1%




Fiduciary assets:

Cash and cash equivalents

Investments, at fair value

Dividends and interest receivable

Due from plan managers

Due from Student Loan Program Funds
Total fiduciary assets

Liabiliies:

Accounts payab
Service and investment fees payable
Deferred revenue

Total liabilities

Total fiduciary net assets, held in ti

Units outstanding

Collegelnvest
Direct Portfolio Fund
Supplementary Schedule - Combining Schedule of Fidiary Net Assets
June 30, 201
(Dollar amounts expressed in thousands)

Aggressive Moderate Conservative Stock Bond Money

Growth Growth Growth Growth Income Index Index Market Total

-$ - $ - % - % - % - 3% - % -8 -
181,035 169,495 227,867 156,048 129,831 71,998 25,822 51,067 1,013,163
- 125 332 334 188 - 76 9 1,064
15 14 20 13 11 6 2 4 85
91 85 114 78 65 36 13 26 508
181,141 169,719 228,333 156,473 130,095 72,040 25,913 51,106 1,014,820
23 21 29 2C 16 9 3 6 127
70 64 86 56 47 31 10 9 373
83 78 105 72 60 33 12 23 466
176 163 220 148 123 73 25 38 966
180,96! $ 169,55( $ 22811 $ 156,32! $ 129,97 $ 71967 $ 25,88¢ $ 51,06¢ $ 1,013,85

17,262,012 14,988,021 18,778,753 12,163,511 10,373,250 6,756,156

1,986,633 4,455,875 86,764,211
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Additions:
Gross earnings on investments:
Dividends
Net realized and unrealized loss from
securities transactions

Less investment fees
Net investment income

Participant contributions
Fee income

Total additions

Deductions:
Benefits paid to participants and withdrawals
Service fees
Administrative fees
Marketing expenses
Excess operating expenses

Total deductions

Portfolio exchanges, net

Net change in fiduciary net assets before transfers

Intraplan administrative fee transfer
Fiduciary net assets, beginning of year

Fiduciary net assets, end of y

For the fiscal year ended June 30, 2010
(Dollar amounts expressed in thousands)

Collegelnvest

Direct Portfolio Fund
Supplementary Schedule - Combining Schedule of Chges in Fiduciary Net Assets

Aggressive Moderate Conservative Stock Bond Money

Growth Growth Growth Growth Income Index Index Market Total
4,002% 4,232 $ 6,343 $ 4,587 $ 2,951 $ 1532 % 878 $ 170 $ 24,695
16,010 14,176 16,898 9,175 4,849 8,117 1,181 - 70,406
20,012 18,408 23,241 13,762 7,800 9,649 2,059 170 95,101
(136) (121) (157) (99) (88) (18) (11) (49) (679)
19,876 18,287 23,084 13,663 7,712 9,631 2,048 121 94,422
40,482 34,118 32,562 22,020 21,455 10,374 5,587 24,949 191,547
72 68 92 63 52 29 10 21 407
60,430 52,473 55,738 35,746 29,219 20,034 7,645 25,091 286,376
85,5 4,437 8,133 5,256 22,961 3,289 3,612 27,066 79,339
784 716 945 607 481 354 103 65 4,055
180 165 216 139 112 73 23 50 958

75 7 9« 6: 5! 2! A 2: 407

18 1 2: 1! 1l ) : ! 10C
5,642 5,405 9,410 6,078 23,618 3,748 3,751 27,207 84,859

(18,285) (13,909) (1,999) 10,021 25,675 (5,323) 2,028 1,792 -

36,503 33,159 44,329 39,689 31,276 10,963 5,922 (324) 201,517
18 17 22 15 13 7 3 5 100
144,444 136,380 183,762 116,621 98,683 60,997 19,963 51,387 812,237
180,96 $ 169,551 $ 228,111 $ 156,32! $ 129,97 $ 71,96" $ 25,88( $ 51,06¢ $ 1,013,85¢
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Collegel nvest
Direct Portfolio Fund
Supplementary Schedule - Combining Schedule of I nvestments
June 30, 2010
(Dollar amounts expressed in thousands)

Aggressive Moderate Conservative Stock Bond Money
Growth Growth Growth Growth Income Index Index Market Total
Underlying funds:

Vanguard Total Stock Market Index Fund $ 143,775 $ 99,034 $ 87,771 $ 29,759 $ - $ 71993 $ - 8 - $ 432332
Vanguard Total Bond Market Index |1 Fund - 45,007 117,347 118,502 64,921 - - - 345,777
Vanguard Total International Stock Index Fund 37,164 25,295 22,632 7,766 - - - - 92,857
Vanguard Prime Money Market Fund - - - - 32,346 - - 51,020 83,366
Vanguard Inflation-Protected Securities Fund - - - - 32,486 - - - 32,486
Vanguard Ingtitutional Total Bond Market Index Fund - - - - - - 25,807 - 25,807
Vanguard Cash Management Trust Fund 96 159 117 21 78 5 15 47 538

Total investments, at fair value $ 181,035 $ 169,495 $ 227,867 $ 156,048 $ 129831 $ 71998 $ 25822 $ 51,067 $ 1,013,163
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Collegelnvest
Smart Choice Plan

Supplementary Schedule - Combining Schedule of Fidiary Net Assets

June 30, 2010
(Dollar amounts expressed in thousands)

Fiduciary assets:
Cash and cash equivalents
Total fiduciary assets

Liabilities:
Total liabilities
Total fiduciary net assets, held in trust

Money One
Market Year
Savings Savings Total
$ 1,619 1,726 $ 3,345
1,619 1,726 3,345
$ 1,619 1,726 $ 3,345
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Collegelnvest
Smart Choice Plan
Supplementary Schedule - Combining Schedule of ChangesFiduciary Net Assets

For the fiscal year ended June 30, 2010
(Dollar amounts expressed in thousands)

Money Market One Year
Savings Savings Total
Additions:
Gross earnings on investments:
Interest $ 12 % 32 % 44
12 32 44
Less investment fees - - -
Net investment income 12 32 44
Participant contributions 2,318 1,761 4,079
Total additions 2,330 1,793 4,123
Deductions:
Benefits paid to participants and withdrawals 711 66 777
Administrative fees - 1 1
Excess operating expenses 72 76 148
Total deductions 783 143 926
Net change in fiduciary net assets before transfers 1,547 1,650 3,197
Intraplan administrative fee transfer 72 76 148
Fiduciary net assets, beginning of year - - -
Fiduciary net assets, end of year $ 1,61 ¢ 1,720 3,34!
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