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Members of the L egislative Audit Committee:
This report contains the results of the financia audit of the College Savings Program Funds of
Collegelnvest as of June 30, 2008. The audit was conducted pursuant to Section 2-3-103, C.R.S., which

authorizes the State Auditor to conduct audits of the departments, institutions and agencies of State
government.
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REPORT SUMMARY

COLLEGEINVEST

COLLEGE SAVINGS PROGRAM FUNDS
FINANCIAL AUDIT

FISCAL YEAR ENDED JUNE 30, 2008

Purpose and Scope

The Office of the State Auditor, State of Coloradngaged Clifton Gunderson LLP to conduct
the financial audit of Collegelnvest College Sagirgrogram Funds for the fiscal year ended
June 30, 2008. Clifton Gunderson LLP performed thudit in accordance with auditing

standards generally accepted in the United Stdteésmerica and the standards applicable to
financial audits contained iBovernment 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 statemesntsfand for the fiscal year ended June 30,
2008.

Audit Opinions and Reports

We expressed an unqualified opinion on Collegeltwé3ollege Savings Program Funds’ basic
financial statements, as of and for the fiscal yated June 30, 2008.

Summary of Key Findings and Recommendations
There were no findings or recommendations for & gnded June 30, 2008.
Summary of Progress in Implementing Prior Year Audt Recommendations
The audit report for the year ended June 30, 2@dfamed three recommendations. All three

recommendations were implemented. The DispostibRrior Year Audit Recommendations
begins on page 6.



DESCRIPTION OF THE
COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS

Organization

The Colorado General Assembly pursuant to ColoResed Statutes 23-3.1-2 01, et seq. and
23-3.1-3 01, et seq. established a student oligabiond program (Student Loan Program
Funds, which consist of the Borrower Benefit FuBthnd Funds, the Collegelnvest Early
Achievers Scholarship Fund, the Nursing TeachemUéargiveness Fund, and the Health Care
Provider Fund), a post secondary education exppragram (Prepaid Tuition Fund), and an
Internal Revenue Code Section 529 college savimggram (Scholars Choice Fund, Direct
Portfolio Fund, and Stable Value Plus Fund), whach administered by Collegelnvest. The
programs assist students in meeting the expensesraad in availing themselves of higher
education opportunities. The Executive Director thé Colorado Department of Higher
Education has responsibility for oversight and ngamaent of Collegelnvest and appoints the
Director of Collegelnvest. In addition, Collegeést has a nine person Board of Directors
(Board) designated by the Governor and approvetidtate Senate to serve four year terms.

The College Savings Program Funds were establishprbvide 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 andtwod 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 ipibkhe State from providing its full faith
and credit to obligations of other entities, sushtl@e College Savings Program Funds. As a
result, payments from the College Savings Progrand§f 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 Octd®89. The Scholars Choice Fund had
more than 192,000 active accounts and $2.3 bilhamet assets as of June 30, 2008. Officials at
Collegelnvest oversee the Fund but contract wighrigate financial service firm, ClearBridge
Advisors, LLC (CBA) 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 erglgsiment options. Investors are allowed to
change their investment within the Fund once ewerglve months. Below are the eight
investment options.

Age-Based Option— Contributions are invested in a series of upeteen portfolios over
time. As the beneficiary gets older and closercttlege 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 fsitigat are shifted to
bond and money market funds throughout the lifethefaccount. This option carries the
highest potential for risk and return through @sus 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 tone 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% meqgortfolio with exposure to the
long-term capital appreciation potential of equitytual funds.

Cash Reserve Option- Contributions are invested in the Western Asseteyanarket
mutual fund. The investment objective of the CR&lserve Option 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 more than 75,000vacticcounts and $829 million in net assets
as of June 30, 2008. Officials at Collegelnvestrege the Direct Portfolio Fund but contract
with two private financial service firms, Upromisgvestments, Inc. and The Vanguard Group,
to manage the Fund.

Direct Portfolio accounts can be opened at any théhe 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 euwerglve 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 getleolnd closer to college age, the fund manager
automatically moves investments from higher risktfptios to lower risk portfolios. The
purchaser can select from three age-based optmwsdang 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 usgethe 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.

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

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

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

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

e Income Portfolio Option — Contributions are invested in a portfolio thatkseeurrent
income. The portfolio is invested 75% in bond fsi@ahd 25% in a money market fund.



e Stock Index Option — Contributions are invested 100% in the VanguartalT8tock
Market Index Fund that seeks to track the perfomeaaf a benchmark index that
measures the investment return of the overall stoaiket.

e Bond Index Option — Contributions are invested 100% in the VanguartaTBond
Market Index Fund that seeks to track the perforeaf a broad, market-weighted bond
index.

e 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 more than 2,600 active accanmitss26 million in net assets as of June 30
2008. Collegelnvest is the trustee and the adma@s of the Fund and MetLife is the manager
of the Fund.

The Stable Value Plus Fund was designed to propaicipants a fixed rate of return,
determined on an annual basis, net of an admitiistréee calculated on the average daily net
assets of the Fund. The current annual rate ofrrés 4.10% and the current administrative fee
is .75%. Therefore, the net rate of return is entty 3.35%. Investments in the Fund are
guaranteed solely by MetLife.



DISPOSITION OF PRIOR AUDIT RECOMMENDATIONS

Fiscal Year 2007 Recommendations

Number

1

Recommendation

Collegelnvest should require Legg Mason to
reconcile detailed participant information to trial
balances on a monthly basis.

Collegelnvest should segregate duties of user
setup and system administration fromiesitsucl
as vendor setup, accounts payable and posting
journal entries

Collegelnvest should formally accept deviations
from the investment policy during Finance and
Investment Committee meetings.

Disposition

Implemented

Implemented

Implemented
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Independent Auditor's Report

Members of the Legislative Audit Committee:

We have audited the accompanying financial staté&sneineach major fiduciary fund of Collegelnvest,
(a division of the Department of Higher EducatiState of Colorado) College Savings Program Funds,
as of and for the years ending June 30, 2008 afd 2Mich collectively comprise the basic financial
statements of the Collegelnvest College SavinggrBm Funds, as listed in the table of contentss&he
financial statements are the responsibility of €gdlinvest College Savings Program Funds’
management. Our responsibility is to express opsion these financial statements based on our
audits.

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

As discussed in Note 1 — Organization and Summa§ignificant Accounting Policies, the financial
statements of the Collegelnvest College Savinggr@m Funds are intended to present the financial
position and results of operations for only thattipon of the financial reporting entity, State of
Colorado, that is attributable to the transactioh€ollegelnvest College Savings Program FundseyTh
do not purport to, and do not present fairly, tin@rcial position of the State of Colorado as afelG0,
2008 and 2007, and the changes in its financiaitipnsand its cash flows, where applicable, for the
years then ended, in conformity with accountinqi@ples generally accepted in the United States of
America.

In our opinion, the financial statements referredbove present fairly, in all material respedis, net
assets of each major fiduciary fund of Collegelt'geSollege Savings Program Funds, as of June 30,
2008 and 2007, and the changes in net assetsdoyeidrs then ended in conformity with accounting
principles generally accepted in the United Stafesmerica.

Member of

Offices in 17 states and Washington, DC International



In accordance withGovernment Auditing Sandards, we have also issued our report dated
December 18, 2008 on our consideration of Collegedtis 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)pames 9 to 14 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 is priesefor purposes of additional analysis and

is not a required part of the basic financial steets. Such information has been subjected to
the auditing procedures applied in the audit oftthsic financial statements and, in our opinion,

is fairly stated, in all material respects, in tigla to the basic financial statements taken as a
whole.

%WALA

Greenwood Village, Colorado
December 18, 2008



COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2008 AND 2007

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, 2008 and 2007
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,
and Stable Value Plus Funds are plans within thetide 529 college savings program of
Collegelnvest (Program). The Funds are presemstédurciary funds (specifically, private purpose
trust funds) in the State of Colorado Comprehengimaual Financial Report. Management is
responsible for the financial statements, footnotsd this discussion. The management’s
discussion and analysis should be read in conpmetith 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 and the Statement of Changes in Figudietr Assets.

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;cegardless 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 Portfélund began operations in October 2004.



COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2008 AND 2007

Analysis of Financial Activities (continued):

Scholars Choice Fund:

On October 22, 2004, Collegelnvest entered intagreement with Citigroup Global Markets Inc.,
(CGM) to manage the advisor sold accounts of th®l&cs Choice Fund (SCF). This agreement
was contingent on the transfer of certain accotmtie Direct Portfolio Fund described below.
CGM was a subsidiary of Citigroup Inc. Effectived@mber 1, 2005, Citigroup Inc. completed the
sale of substantially all of its worldwide assetnagement business to Legg Mason, Inc. (Legg
Mason). As part of the transaction, the agreerhastbeen transferred by CGM to ClearBridge
Advisors, LLC (formerly known as CAM North Americhal.C) (CBA), and Legg Mason Investor
Services, LLC (LMIS), each of which is a wholly-ogdh subsidiary of Legg Mason. CBA
performs investment advisory functions and LMIS f@ens administrative duties and
recordkeeping for SCF. The agreement expires aember 31, 2009 with the right to extend the
agreement for two additional two-year periods. @xctober 22, 2004, Collegelnvest signed an
agreement with Upromise Investments, Inc. and Thegdard Group to manage the direct sold
accounts. The direct sold accounts of the SCF wansferred to the Direct Portfolio Fund (DPF)
on October 22, 2004. See further description utfdeDPF heading below.

Collegelnvest acts as trustee to the SCF, and Cildshhe 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. SCF offers eight investmenioogtin which participants may invest. Each
investment option is comprised of one or more eftdn portfolios within SCF. The investment
return for SCF is based on the market performahcemaerlying investments. These investment
options are designed to help meet diverse invedtguais 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). The agreemenhwiie Managers is for direct sold accounts
and expires on December 31, 2009 with the rigleixtend the agreement for two additional two-
year periods.

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 investmetnutrnm 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.

10



COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2008 AND 2007

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

Collegelnvest entered into a funding agreement daree 2003 (MetLife Agreement) with MetLife
Insurance Company of Connecticut (MetLife), a wjrollvned subsidiary of MetLife, Inc., to
provide a guarantee on the principal and earnifgiseoStable Value Plus Fund (SVP). The SVP
offers an investment return based on an interdst tteat is reset annually by MetLife each
January 1.

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 administrafideeof .75%. For the calendar years ending
December 31, 2006 and 2005 Metlife agreed to pananal rate of 4.05%. The rate was 4.10%
from January 1, 2007 through June 30, 2008.

Comparison of Current Year Results to Prior Year:

Condensed Statements of Fiduciary Net Assets Asef30:

2008 2007 2006
(dollar amounts expressed in thousands)
Cash and investments $ 3,197,383 $ 3,255,440 $ 2,460,882
Receivables and other 10,702 11,761 10,915
Total fiduciary assets 3,208,085 3,267,201 2,471,797
Total liabilities 7,736 9,073 7,632
Total fiduciary net assets, held in trust $ 3,200,349 $ 3,258,128 $ 2,464,165

Combined cash and investments of the Program deszidzy $58.1 million, or 1.8%, from June 30,
2007 to June 30, 2008. Cash and investments genteday $794.6 million, or 32%, from June 30,
2006 to June 30, 2007. The decrease in cash &edtinents for 2008 was primarily due to a
decrease in market values of investments duringy&ae. Net participant contributions were
$355.6 million, $429.6 million, and $378.6 millioliring the years ended June 30, 2008, 2007, and
2006, respectively. Net investment income was G@9million, $384.6 million, and $123.4
million during the years ended June 30, 2008, 280d,2006, respectively.

11



COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2008 AND 2007

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

Receivables consist primarily of contributions reed but not invested, and dividends and interest
receivable. Receivables from contributions reakilsat not invested are a result of differences
between the trade date and settlement date ofilmatidns.

Liabilities consist of amounts payable for investtsepurchased, service and investment fees
payable, deferred revenue, due to participants,daredto Student Loan Program Funds. Total
liabilities decreased by $1.3 million from June 3007 to June 30, 2008. Total liabilities increhse
by $1.4 million from June 30, 2006 to June 30, 20Tie fluctuation in both years is primarily due
to the amount of the payables for investments @maeth in the SCF. These amounts correlate to
the timing of contributions, withdrawals, and politi exchanges within the SCF on Juné' 3®
each year.

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

2008 2007 2006
(dollar amounts expressed in thousands)
Net investment income $ (390,005) $ 384,584 $ 123,438
Participant contributions 663,371 665,281 538,798
Fee income 603 619 546
Total additions 273,969 1,050,484 662,782
Benefits paid to participants and withdrawals 307,813 235,700 160,236
Administrative, marketing expenses and service fees 22,793 19,905 16,241
Total deductions 330,606 255,605 176,477
Net change in fiduciary net assets before transfers (56,637) 794,879 486,305
Transfers and change in due to participants (1,142) (916) (393)
Fiduciary net assets, beginning of year 3,258,128 2,464,165 1,978,253
Fiduciary net assets, end of year $ 3,200,349 $ 3,258,128 $ 2,464,165

Net investment income is comprised of dividendderest income, and net realized and
unrealized gains and losses from security trarnmasti Net realized and unrealized gains and
losses on security transactions were $(600.0) anill5279.6 million and $33.5 million for the
years ended June 30, 2008, 2007, and 2006, resggctincreases and decreases in net realized
and unrealized gains and losses on security traasacaeflects market conditions during each
corresponding year. Investment income was $211lltom $106.5 million, and $91.3 million

for the years ended June 30, 2008, 2007, and Z@8fectively. The increase in investment
income is primarily a result of an increase in stweent balances of the Program.

12



COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2008 AND 2007

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

The Program participant contributions, net of withwials, decreased by $74.0 million to $355.6
million for the year ended June 30, 2008 as contparean increase of $51.0 million for the year

ended June 30, 2007.

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

2008 2007

2006

(dollar amounts expressed in thousands)

Participant contributions:

Scholars Choice Fund $ 434,678 $ 458,772 $ 385,268
Direct Portfolio Fund 218,088 197,991 146,766
Stable Value Plus Fund 10,605 8,518 6,764
Total participant contributions $ 66337 % 665,281 $ 538,798
Benefits paid to participants and withdrawals:
Scholars Choice Fund $ 243,035 $ 186,444 $ 130,525
Direct Portfolio Fund 55,496 40,582 23,498
Stable Value Plus Fund 9,282 8,674 6,213
Total benefits paid to participants
and withdrawals $ 307,810 $ 235,700 $ 160,236
Net participant contributions 355,558 429,581 378,562

Participant contributions were 20.5%, 23.2% an@%Zof average net assets for the years ended
June 30, 2008, 2007, and 2006, respectively. Bsrid to participants and withdrawals were
9.5%, 8.2% and 7.2% of average net assets fordahesyended June 30, 2008, 2007, and 2006,

respectively.

Fee income is primarily comprised of funds receifienn Legg Mason and the Managers for
marketing and promotion of the Funds. Collegelhveseived $386,000 and $216,000 in fee
income from Legg Mason and the Managers, respégtifce the year ended June 30, 2008. The
fee income received from Legg Mason and the Marsafygrthe year ended June 30, 2007 was
$278,000 and $341,000, respectively, and the feenie received from Legg Mason and the

Managers was $380,000 and $166,000, respectivelyhé year ended June 30, 2006.

Administrative and service fees are charged tdgipaints as a percentage of net assets based on
the investment option chosen. These charges vpapm@@mately 0.7% of average net assets for

the years ended June 30, 2008, 2007, and 2006.

13



COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2008 AND 2007

Economic Factors:

Performance of individual participant accounts amdlvidual portfolios within the Program is
dependent on risk factors associated with markseédanvestments. Fair market valuation of
participant accounts may fluctuate based on markgiormance. Amounts contributed to the
Program by participants may be more or less thamthounts needed by beneficiaries to attend a
particular institution of higher education and dii guarantee acceptance into any institution of
higher education. Participants are responsiblesébecting portfolios in accordance with their
risk tolerance. The Program does not guaranteenef principal or a certain investment rate of
return on investments. Under the MetLife AgreemdfdtLife guarantees return of principal and
a certain investment rate of return for the SVP.

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: Kenton J. Spuehler, GHiencial Officer, Collegelnvest, 1560
Broadway, Suite 1700, Denver, CO 80202.

14



COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
STATEMENTS OF FIDUCIARY NET ASSETS
JUNE 30, 2008 AND 2007
(Dollar amounts expressed in thousands)

15

2008 2007
Scholars Direct Stable Total Private Scholars Direct Stable Total Private
Choice Portfolio Value Plus Purpose Choice Portfolio Value Plus Purpose
Fund Fund Fund Trust Funds Fund Fund Fund Trust Funds
Fiduciary assets:
Cash and cash equivalents $ 348 3 439 $ 93 3 880 $ 2845 % - $ 43  $ 2,888
Investments, at fair value 2,342,620 827,988 25,895 3,196,503 2,519,309 709,693 23,550 3,252,552
Receivable for portfolio units sold 2,555 - - 2,555 4,589 - - 4,589
Interest receivable 3,935 1,255 - 5,190 4,301 1,150 - 5,451
Due from plan managers 192 69 40 301 207 58 38 303
Due from (to) Student Loan Program Funds 2,542 230 (116) 2,656 1,410 45 (37) 1,418
Total fiduciary assets 2,352,192 829,981 25,912 3,208,085 2,532,661 710,946 23,594 3,267,201
Liabilities:
Accounts payable 29 9 - 38 39 16 1 56
Payable for investments purchased 2,576 - 226 2,802 5,418 - 49 5,467
Service and investment fees payable 1,422 477 - 1,899 1,495 390 - 1,885
Deferred revenue 149 291 - 440 164 87 - 251
Due to participants 2,557 - - 2,557 1,414 - - 1,414
Total liabilities 6,733 777 226 7,736 8,530 493 50 9,073
Total fiduciary net assets, held in trus $ 2,34545¢ $§ 829,20: $ 25,68¢ $ 3,200,34 $ 2524131 $ 710453 $ 23,544 $ 3,258,128




COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
STATEMENTS OF CHANGES IN FIDUCIARY NET ASSETS
FOR THE YEARS ENDED JUNE 30, 2008 AND 2007
(Dollar amounts expressed in thousands)

2008 2007
Scholars Direct Stable Total Private Scholars Direct Stable Total Private
Choice Portfolio Value Plus Purpose Choice Portfolio Value Plus Purpose
Fund Fund Fund Trust Funds Fund Fund Fund Trust Funds
Additions:
Gross earnings on investments:
Interest and dividends $ 184,987 $ 25588 $ 973  $ 211,548 $ 86,474 $ 19,147 $ 928 % 106,549
Net realized and unrealized
gains (losses) from
securities transactions (536,451) (63,544) - (599,995) 218,425 61,133 - 279,558
(351,464) (37,956) 973 (388,447) 304,899 80,280 928 386,107
Less investment fees (1,052) (506) - (1,558) (1,051) (472) - (1,523)
Net investment income (352,516) (38,462) 973 (390,005) 303,848 79,808 928 384,584
Participant contributions 434,678 218,088 10,605 663,371 458,772 197,991 8,518 665,281
Fee income 386 216 1 603 278 341 - 619
Total additions 82,548 179,842 11,579 273,969 762,898 278,140 9,446 1,050,484
Deductions:
Benefits paid to participants
and withdrawals 243,035 55,496 9,282 307,813 186,444 40,582 8,674 235,700
Service fees 15,316 4,594 - 19,910 13,837 3,378 - 17,215
Administrative fees 2,483 785 155 3,423 2,243 591 153 2,987
Marketing expenses 386 216 - 602 278 341 - 619
Excess (reduced) operating expenses (1,402) 153 107 (1,142) (1,170) 146 108 (916)
Total deductions 259,818 61,244 9,544 330,606 201,632 45,038 8,935 255,605
Net change in fiduciary net assets
before transfers (177,270) 118,598 2,035 (56,637) 561,266 233,102 511 794,879
Intraplan administrative fee transfers (260) 153 107 - (254) 146 108 -
Change in due to participants (1,142) - - (1,142) (916) - - (916)
Fiduciary net assets, beginning of year 2,524,131 710,453 23,544 3,258,128 1,964,035 477,205 22,925 2,464,165
Fiduciary net assets, end of ye: $ 2,345,45  $ 829,20 $ 25,68t $ 3,200,34 $ 2524131 $ 710453 $ 23544 $ 3,258,128
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2008 AND 2007

1. Organization and Summary of Significant Accounng Policies:

Pursuant to Colorado Revised Statutes 23-3.1-2104eq., 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 Board of Directors
(Board) designated by the Governor and approvdtdtate 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), &tdble Value Plus Fund (SVP) (Funds), all of
which are administered by Collegeinvest. The rorssif Collegelnvest is to be Colorado’s higher
education financing leader and to help Coloradoilfesnbreak down the financial barriers to
college. The operations of the Funds are accoufmtedinder accounting principles generally
accepted in the United States of America as a terparpose trust. Collegelnvest receives no
grants from, and is not otherwise financially assidy, the State or any local government of the
State. Collegelnvest is an enterprise activity eun8ection 20, Article X of the 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
the Funds are not insured by the Federal Depositrdmce Corporation, or any other State or
federal government agency. Investments in SCHX?E are not deposits or other obligations of
Legg Mason, Inc., Upromise Investments, Inc., Thenguard Group, Inc. or any depository
institution or affiliate of Upromise Investmentsagcl or The Vanguard Group, Inc. 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 tdure 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 accompanyingraial statements. Thus, the accompanying
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2008 AND 2007

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

statements are not intended to present the diakrposition, results of operations, or cash
flows of Collegelnvest as a whole in conformity véccounting principles generally accepted in
the United States of America.

Each fund in the Program was established as ao&€829 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 thetaliti exclude from federal taxable income the
earnings on any withdrawals that are used for fip@lhigher education expenses, as that term is
defined in Section 529 of the IRC. If a participansubject to Colorado income tax, earnings on
gualified withdrawals are excluded from State tdatcome. In addition, individuals, estates, and
trusts subject to Colorado income tax generallyemtitled 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 whodljualified 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 operatiofxiober 1999. SCF offers eight investment
options in which participants may invest. Eachestmnent option is comprised of one or more of
the ten active portfolios as of June 30, 2008. ddeompanying financial statements report on the
combined portfolios.

On September 8, 2006 the Board approved a chartbe tovestment strategy of the three Multiple
Discipline Portfolio (MDP) Options (MDP — All Capr@wth and Value, MDP — Global All Cap
Growth and Value, and MDP — Balanced All Cap Groatid Value) in accordance with the
standards set forth in the Colorado Revised Statbéetions 15-1-304 and 15-1.1-102. The MDP
accounts were transferred to the All Equity Optasrd Balanced 50/50 Option as the MDPs no
longer matched Collegelnvest’s investment objestive

As the trustee for SCF, on September 17, 1999 e@elihvest entered into an agreement with
Citigroup Global Markets Inc. (CGM), a subsidiafyGitigroup Inc. to manage both the advisor

sold and direct accounts of SCF. CGM managed 8f@kgh its Smith Barney Asset Management
division, which is part of Citigroup Asset Managem¢CAM), the asset management unit of

Citigroup Inc. The agreement with CGM was termadadn October 22, 2004. A new agreement
was entered into with CGM on October 22, 2004, ingent on the transfer of certain assets to the
Direct Portfolio Fund. This new agreement is fanagement of the advisor sold accounts only.
The agreement expires on December 31, 2009. @ttegst has the right to extend the agreement
for two additional two-year periods. Effective @atber 1, 2005, Citigroup Inc. completed the sale

18



COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2008 AND 2007

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

of substantially all of its worldwide asset manageaitbusiness to Legg Mason, Inc. (Legg Mason).
As part of the transaction, the agreement has tvaasferred by CGM to ClearBridge Advisors,
LLC (formerly known as CAM North America, LLC) (CBAand Legg Mason Investor Services,
LLC (LMIS), each of which is a wholly-owned subsidr of Legg Mason. CBA performs
investment advisory functions and LMIS performs adstrative and recordkeeping for SCF.

The investment return for SCF is based on the nhaé&dormance of investments. Investment
options are selected by Collegelnvest based ommeemdations from CBA.

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

e Age-Based Portfolios: Contributions are investeame of seven portfolios according to the
age of the student. As the student gets olderckoser to college years, the investment shifts
from equity funds to bond and money market fundek®wys:

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%

e Balanced 50/50 Portfolio: Contributions are inedsb0% in equity mutual funds and 50% in
bond funds throughout the life of the investmermir{idlio #4).

e Years to Enrollment Portfolios: Contributions amgested in a series of portfolios that shift
from equity mutual funds to bond and money market$ as the student approaches college
years. These portfolios are identical to Port®Bahrough 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%
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2008 AND 2007

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

e All Equity Portfolio: Contributions are invested equity mutual funds throughout the life of
the account.

¢ All Fixed Income Portfolio: Contributions are irsted in bond funds throughout the life of the
account.

e 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 investmentequity mutual funds while maintaining
20% exposure to the relatively more stable retwh$ixed income investments through
investment in fixed income mutual funds.

e Fixed Income 80% Option: Contributions are invest6% in fixed income investments and
20% in equity mutual funds (Portfolio #6). The éstment objective of this option is to seek
the relatively more stable returns of a fixed ineomvestment through investments in fixed
income mutual funds while maintaining 20% exposioréhe long-term capital appreciation
potential of investments in equity mutual funds.

e Cash Reserve Option: Contributions are investdtienWestern Asset money market mutual
fund. The investment objective of the Cash Res@péon is to 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 déitgmded and individual portfolios, in which
participants may invest. Each investment optiomamprised of one or more of eight active
portfolios within DPF as of June 30, 2008.

As the trustee for DPF, Collegelnvest entered amagreement with Upromise Investments, Inc.
and The Vanguard Group, Inc. (Managers) to marfag®PF. The agreement with the Managers
expires on December 31, 2009. Collegelnvest rasight to extend the term for two additional
two-year periods. The investment return for DPFb&sed on the market performance of
investments. Investment options are selected liggadnvest based on recommendations from the
Managers.
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2008 AND 2007

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

Reporting Entity (continued):

Direct Portfolio Fund (continued)

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

Age-Based Options: Contributions are investednia of three portfolios according to the age
of the beneficiary. Money invested in the Age-BbSgptions is automatically transferred over
time to successive Portfolios with asset allocatitimt change from equity funds to fixed
income and money market funds as the beneficigoyoaghes college age. Within the Age-
Based Options, participants may invest accordingsio tolerance in either a conservative,
moderate, or aggressive range of asset alloca®ifdlows:

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
75% bond funds
25% money market funds

Conservative Growth Portfolio
25% stock funds
75% bond funds

Moderate Growth
Portfolio

50% stock funds
50% bond funds

16 through 18

Income Portfolio
75% bond funds

Income Portfolio
75% bond funds

Conservative Growth
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, modeyeda/th, conservative growth, or income

focused range of asset allocations as follows:

21



COLLEGEINVEST
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2008 AND 2007

1. Organization and Summary of Significant Accounihg 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:

e Stock Index Portfolio invests 100% in Vanguard T&ck Market Index Fund and seeks
to track the performance of a benchmark index itnedisures the investment return of the
overall stock market.

e Bond Index Portfolio invests 100% in Vanguard T@&ahd Market Index Fund and seeks
to track the performance of a broad, market-wedbtend index.

e Money Market Portfolio invests 100% in Vanguardi&iMoney Market Fund and seeks to
provide preservation of principal and current ineom

Stable Value Plus Fund

The Stable Value Plus Fund (SVP) began operationsebruary 2003. In January 2003,
Collegelnvest entered into an agreement with Metliihe 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. MetLife has agreed that the annuatdasteate calculated each year will not be less
than the greater of (i) the Colorado minimunonforfeiture interest rate for annuity

22



COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2008 AND 2007

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

contracts (currently 3.00%), or (i) 2.00%. Thereat minimum investment return on accounts
in the fund could be as low as 2.25%, which isdbgent minimum annual rate of 3.00% less
the Collegelnvest administrative fee of .75%.

MetLife agreed to pay an annual rate of 4.05% lfier ¢alendar year ended December 31, 2006.
MetLife increased the annual rate to 4.10% effectlanuary 1, 2007. The annual net rate was
3.30% from July 1, 2006 through December 31, 200®e annual net rate was 3.35% from
January 1, 2007 through June 30, 2008.

Collegelnvest may discontinue the MetLife Agreemantany time. In the event of such
discontinuance, Collegelnvest shall direct the stvent of SVP assets to alternate investments as
permitted by the MetLife Agreement and the investhpolicy of SVP. There is no assurance that
Collegelnvest will be able to obtain such alternateestment or maintain the current investment
return for any such alternate investment.

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

option or part of an age-based option) have eaeh letermined 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 CompetingeHilnterest 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 satisfied 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.

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 periogthich they are earned and expenses are
recognized in the period they are incurred.
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2008 AND 2007

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

Investments and Revenue Recognition:

CBA has responsibility for investing the asseteath of the SCF’s portfolios and the Managers
have responsibility for investing the assets of BfrRF’s portfolios in equity mutual funds, fixed
income mutual funds, money market funds, and otheestments (Underlying Funds) in
accordance with Collegelnvest’s Investment Politgte&Snents, 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 Agreemeninvestments in the Underlying Fund are

purchased weekly and are valued at the closingssedt value per share on the date of transfer to
MetLife. Interest income is credited to participancounts daily. Distributions from the SVP are

valued on the date immediately preceding the d@é d payment is made by Collegelnvest in
satisfaction of a withdrawal request.

Security transactions for SCF and DPF are accouotenh a trade-date basis. This may result in
receivables and payables for transactions at ye@dr énvestments in the Underlying Funds are
valued at the closing net asset value per shaeadi Underlying Fund on the day of valuation.
Income distributions and short-term capital gaistributions 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 angifrthe Underlying Funds are recorded on the ex-
dividend date as realized gains. Gains or lossdhasale of the Underlying Funds are calculated
by using the specific identification method.

Investments are carried at fair value, which isnarily determined based on market prices at June
30, 2008 and 2007.

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 ballmieis 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 maximumahak limit that differs from the $280,000 limit.

No additional contributions may be made to an actiuhe balance limit is reached; however, the
account may continue to grow beyond this limit tiglo earnings.
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1. Organization and Summary of Significant Accounng Policies (continued):
Withdrawals:

A qualified withdrawal is a withdrawal made to pawalified higher education expenses of the
beneficiary. The earnings on qualified withdrawaits not subject to Federal income tax. All
withdrawals other than for this purpose are comstleon-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 witlagrhis not subject to the 10% penalty only if
the withdrawal is: (i) made on account of the Heat disability of the beneficiary; (i) made on
account of a scholarship received by the beneficiar the extent that the withdrawal does not
exceed the amount of the scholarship; or (iii) a-texable transfer to another account or to
another Section 529 plan on behalf of a beiaey or for a different beneficiary who is a fdyni
member of the original student. A non-qualifiedhairawal may also be subject to recapture in the
event a deduction has been taken from Coloradbl@xacome.

Investment, Service and Administrative Fees:
Scholars Choice Fund

Collegelnvest entered into a service agreement (CGRdveement) with CAM, on October 22,
2004, pursuant to which CAM is responsible for jmlowg administrative, record keeping,
marketing, and investment management services & Ffective December 1, 2005, Citigroup
Inc. completed the sale of substantially all ofvitsrldwide asset management business to Legg
Mason and the CAM Agreement has been transferr€eBi#s. The CAM Agreement states that
CBA will receive investment and service fees ataanual percentage rate of average daily net
assets.

This rate will vary with the Unit Class the accoominer chooses. During the years ended June 30,
2008 and 2007, the investment fees paid by SCF $&demillion and $1.1 million, respectively,
under the CAM Agreement. In addition, accordinghi® CAM Agreement, each participant bears
certain ongoing service fees that will vary witke tnit Classes the participant chooses. These
direct service fees provide for the costs assatmaith distribution, servicing, and administration
of the Unit Classes. Such direct service feesaedbe value of the participant’'s account as
incurred. Such fees are payable to CBA monthlglgdrom the assets of SCF. SCF paid service
fees of $15.3 million and $13.8 million for the yganded June 30, 2008 and 2007, respectively.

The CAM Agreement states that Collegelnvest witerege an administrative fee at an annual rate
of up to 0.10% of average daily net assets. Tliess represent charges to SCF for actual
administrative costs of Collegelnvest. Such feegayable to Collegelnvest monthly, solely from
the assets of the SCF. SCF paid administrative dé&2.5 million and $2.2 million for the years
ended June 30, 2008 and 2007, respectively.

25



COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2008 AND 2007

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

Investment, Service and Administrative Fees (contimed):
Direct Portfolio Fund

Collegelnvest entered into a service agreemenvig@eAgreement) with the Managers, pursuant to
which the Managers are responsible for providingpiatstrative, record keeping, marketing, and
investment management services to the DPF. ThacBekgreement states that the Managers will
receive investment and service fees at an annuzage rate of .65% of average daily net assets.
During the year ended June 30, 2008, DPF paid timezd fees of $506,000 and service fees of
$4.6 million. During the year ended June 30, 20PF paid investment fees of $472,000 and
service fees of $3.4 million. Such direct investinand service fees reduce the value of the
participant’s account as incurred. Such fees ayalge to the Managers monthly, solely from the
assets of DPF.

The Service Agreement states that Collegelnvestedgéive an administrative fee at an annual rate
of up to 0.10% of average daily net assets. Tless represent charges to DPF for actual
administrative costs of Collegelnvest. Such feegpayable to Collegelnvest monthly, solely from
the assets of DPF. DPF paid administrative fee$786,000 and $591,000 for the years ended
June 30, 2008 and 2007, respectively.

Stable Value Plus Fund

Contributions are invested by deposit under theefgrent between Collegelnvest and MetLife.
Deposits made under the Agreement become commingtedthe general account of MetLife.
MetLife is obligated to repay the amounts depositeder the Agreement and an investment return
as described above. The annual interest ratelatddueach year under the Agreement is net of all
administrative and other charges of MetLife.

The Agreement states that Collegelnvest will ree@in administrative fee at an annual rate of up
to 0.75% of the average daily net assets of thelFuBuch fees are payable to Collegelnvest
solely from Account owners and cannot exceed aanpkenses of administering the Fund as
defined by Statute. SVP paid administrative feeshehalf of its participants of $155,000 and
$153,000 for the years ended June 30, 2008 and, 2867ectively, which was less than actual
expenses incurred for the Fund by Collegelnvest.
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1. Organization and Summary of Significant Accounng Policies (continued):

Investment, Service and Administrative Fees (contimed):

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, 2008, almost $2.6 million in feesenllected 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, 2007, approximately $lildomin fees were collected from participants
in excess of actual expenses.

2. Cash, Cash Equivalents and Investments:

Cash and Cash Equivalents:

As contributions are received from participantge Managers hold the cash in the respective
Fund until such time as it may be invested in thdeaulying funds of the chosen investment
portfolios. With respect to the SCF and DPF, ddpenupon the timing of the cash receipts,
there could be up to two days delay between acaaaipt of cash and the investment made on
behalf of the participant. Cash and cash equivslare held in trust by the Funds’ Managers as
of June 30, 2008 and 2007. With respect to SVRtritmutions will be invested with MetLife
within 30 days of receipt by Collegelnvest. Inttrearned on contributions prior to investment
with MetLife will accrue to Collegelnvest and witle used to defray administrative expenses.
SVP had deposits that were not yet transferred eétLNé of $226,000 and $49,000 as of June
30, 2008 and 2007, respectively.

All cash deposits of the Stable Value Plus Fundshatd by a bank. Payments and cash receipts
are deposited to demand deposit accounts dailyllec@ed balances are transferred daily into
money market funds.

All cash deposits of the SCF and DPF are held byséodian on behalf of the Managers until it
is invested in the Underlying Funds.
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2. Cash, Cash Equivalents and Investments (contied):

Cash and Cash Equivalents (continued):

Cash deposits as of June 30 are as follows:

2008 2007
(dollar amounts expressed in thousa
Demand deposit accounts $ 93 $ 43
787 2,845

Money market accounts
Total cash deposits $ 880 $ 2,888

Custodial credit risk is the risk that, in the etver the failure of a depository financial
institution, Collegelnvest will not be able to rgeo its deposits or will not be able to recover
collateral securities that are in the possessiamadutside party. Monies in the demand deposit
accounts are insured by federal depository inserémrcthe first $100,000. Deposits in excess of
the $100,000 limit are collateralized subject te trovisions of the State’s Public Deposit
Protection Act (PDPA) for monies held within theatét Monies held by the trustee are

collateralized with U.S. Treasury Obligations.

Investments:

Investments for each plan as of June 30 are asvist!

Fair Value
2008 2007
(dollar amounts expressed in thouse
Scholars Choice Fund $ 2,342,620 $ 2,519,309
Direct Portfolio Fund 827,988 709,693
Stable Value Plus Fund 25,895 23,550
Total investments $ 3,196,503 $ 3,252,552
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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 la¢hSCF and DPF. Investments of assets in
the Scholars Choice College Savings Trust and DPFectfolio College Savings Trust and the
underlying portfolios are selected and managedcaomance with the standards set forth in the
Colorado Revised Statutes Sections 15-1-304 antl1:802. Consistent with these standards,
the Board, or its designated committee, will defeemfrom time to time suitable investment
parameters for the Scholars Choice College Savingst and the Direct Portfolio College
Savings Trust, which seek to control risk througbrtiplio diversification. Generally,
investments include money market funds, and bondeguity mutual funds. Each mutual fund
in which an underlying portfolio is invested shatimply with the investment policy’s permitted
investment guidelines.

The table below identifies the significant investing/pes that are authorized for the Scholars
Choice and Direct Portfolio Funds:

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 credithe United States or AAA rated
securities issued by governmental agencies as ihwitere is no limit.

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

[C]Repurchase agreements must be secured byTue8sury Obligations or U.S. Agency
Securities.

[D]No more than 5% of the total amount of the emyging portfolio in the securities of any
one issuer; no more than 5% of the outstandingeshair 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 enying 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 tgaf5% 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 representatiénunderlying portfolio.

Stable Value Plus Fund

The Board approves the investment policy for thePSVGenerally, investments include any
funding agreement, guaranteed interest contracgragiteed investment contract, annuity
contract, repurchase agreement, or other similsiments which are issued by an insurance
company or other investment provider with finan@tiength ratings in any one of the three
highest rating categories by two or more nationedigognized rating agencies which regularly
rate the ability of such investment providers to/ mdaims. The SVP may terminate any
agreement with an existing investment provider ghoaso or more of the nationally recognized
rating agencies reduce their rating of the providern category that is below the lowest “A”
rating. As of June 30, 2008, the MetLife Insura@mmpany of Connecticut’s rating met the
requirements of the investment policy.
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2. Cash, Cash Equivalents and Investments (contied):
Investment Authority and Policy (continued):

The Fund's investments, at fair value, as of June 30 are as follows:

Fair Value
2008 2007
(dollar amounts expressed in thousa

Western Core Plus Bond Ft $ 512,430 $ 518,27(
Legg Mason Value Trust Fu 300,54¢ 466,09°
Vanguard Total Stock Market Index Ft 398,80( 382,86¢
John Hancock Classic Value Ft 194,53 371,99
Legg Mason Partners Large Cap Growth F

(f/k/a Smith Barney Large Cap Growth Fu 326,57¢ 306,95
Vanguard Total Bond Market Index Ft 276,38t 234,59¢

Legg Mason Partners Short-Term Investment C
Bond Fund (f/k/a Smith Barney Short-Term Investr

Grade Bond Funu 220,24: 200,71.
Legg Mason International Equity Trust Fi 172,27 196,38t
Western Asset Money Market Fu 145,04: 118,55:
Pennsylvania Mutual Ful 88,92 98,47¢
Legg Mason Partners Small Cap Growth F 90,42¢ 97,96:
Legg Mason Partners Global High Yield Bond F 76,85¢ 78,41«
Legg Mason Partners Aggressive Growth F 214,76¢ 65,49¢
Vanguard Total International Stock Index F 82,37: 44,35t
Vanguard Prime Money Market FL 49,81¢ 33,73
Investment Agreement — MetL 25,63¢ 23,50¢
Vanguard Inflation-Protected Securities F 20,60¢ 14,13¢
JP Morgan Prime Money Market Ft 25¢ 41

$ 3,196,50. $ 3,252,552

Interest Rate Risk:

Interest rate risk is the risk that changes in mankterest rates will adversely affect the failuea

of an investment. Generally, the longer the mtaf an investment, the greater the sensitivity of

its fair value to changes in market interest rat€allegelnvest provides participants investment
opportunities in various portfolios that are comstied from a range of mutual funds that it has

selected. Collegelnvest does not actively manaigeest rate risk except through its mutual fund

selection process. CBA and the Managers of thel$-veport interest rate risk evaluation of the

fixed income mutual funds in the various portfolisssed on the duration and weighted average
maturity methods:
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2. Cash, Cash Equivalents and Investments (contied):

Interest Rate Risk (continued):

2008 2007
Weighted Weighted
Average Average
Duration Maturity Duration Maturity
Legg Mason Partners Global High Yield Bond 4.2 years 4.2 years
Legg Mason Partners Short-Term
Investment Grade Bond Fund
(f/k/a Smith Barney Short-Term
Investment Grade Bond Fund) 2.1 years 2.6 years
Vanguard Total Bond Market Index Fund 4.7 years 4.5 years
Vanguard Inflation-Protected Securities Fund 7.6 years 6.3 years
Western Core Plus Fund 5.5 years 5.1 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 invesent. 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 multippeortfolio options with a range of credit risk
characteristics. Investments of the Underlyingtiebos shall be selected and managed in
accordance with the standards set forth in Sed®1-304, 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 inardgto the permanent disposition of funds,
considering the probable income as well as the ghigbsafety 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
will determine, from time to time, suitable invesgm parameters for the Scholars Choice
College Savings Trust and the Direct Portfolio Trukich seeks to control risk through portfolio
diversification. Additionally, Collegelnvest’s iegtment policy states that all mutual fund assets
are subject to the provisions of the Investment @amy Act of 1940. As of June 30, 2008 and
2007, investments in the SCF and DPF portfoliostaerd-unding Agreement were unrated.

3. Units:

The beneficial interests of each participant andebeiary in the net assets of the portfolios are
represented by units. Contributions to and redemgtfrom the portfolios are subject to terms and
limitations defined in the participation agreembatween the participant and the respective plan.
Contributions to SCF and DPF (other than by eleatréunds transfers) will purchase units in a

portfolio at the net asset value per unit for thattfolio calculated no later than the business day
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3. Units (continued):

following the day payment is received by CBA or Managers. Contributions by electronic funds
transfers will purchase units at the unit valuewated on the day of transfer or, in certain cases
on the day that the monies become available. @oions to SVP, including contributions
received by electronic transfer, will purchase sirat the net asset value calculated on the
business day immediately preceding the date thdribations are invested with MetLife.
Contributions are required to be invested with MfetLwithin thirty days of receipt by
Collegelnvest.

Withdrawals from SCF or DPF result in the redemptad units, based on the unit value next
determined following CBA’s or the Manager’s recegbtthe withdrawal request. Unit values for
each portfolio are determined daily. There aredmstributions of net investment gains or net
investment income to the portfolios’ participanteneficiaries. 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 Collegelnvesaiisfaction of a withdrawal request. Unit
values for the Fund are determined daily. Therenarelistributions of net investment gains or
net investment income to the participants or beraies.

4. Agreement:

Collegelnvest entered into an Intergovernmentakagrent for marketing services with the State
of Wyoming and the Wyoming Family College SavingedgPam Trust (Wyoming Trust) on June
14, 2006 to market and promote sales of interegshénCollegelnvest 529 Plans to State of
Wyoming residents. The agreement term is for y&@ars and may be extended for an additional
five year term by Collegelnvest. Under the agregmé&he Wyoming Trust will reimburse
Collegelnvest $20,000 for start up expenses artd $g¢0,000 annually for marketing expenses.

5. Retirement Plan:

Most of Collegelnvest’'s employees participate idedined benefit pension plan. The plan’s
purpose is to provide income to members and tlaenilfes at retirement or in case of death or
disability. The plan is a cost sharing multiple poyer plan administered by the Public

Employees’ Retirement Association (PERA). PERA watablished by state statute in 1931.
Responsibility for the organization and administratof the plan is placed with the Board of

Trustees of PERA. Changes to the plan requirectimaal assessment and legislation by the
General Assembly. The state plan and other dnssiplans are included in PERA's financial

statements, which may be obtained by writing PERR@ Box 5800, Denver, Colorado 80217,

by calling PERA at 1-800-759-PERA (7372), or byiting) http:/Avww.copera.org
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5. Retirement Plan (continued):

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

Prior to legislation passed during the 2006 sessiogher education employees may have
participated in social security, PERA’'s defined d&ignplan, or the institution’s optional
retirement plan. Currently, higher education empés, except for community college
employees, are required to participate in theititutson’s optional plan, if available, unless they
are active or inactive members of PERA with attlea® year of service credit. In that case they
may elect either PERA or their institution’s optbmplan. Community college employees hired
after January 1, 2008, are required to become mendfd®ERA and must elect either PERA’s
defined benefit or defined contribution plan withé® days, unless they had been a PERA
member within the prior twelve months. In thate#isey are required to remain in the PERA
plan in which they participated previously.

PERA members electing the defined contribution @lenallowed an irrevocable election between

the second and fifth year to use their definedrdaution account to purchase service credit and be
covered under the defined benefit retirement pl&towever, making this election subjects the

member to the rules in effect for those hired orafter January 1, 2007, as discussed below.
Employer contributions to both defined contributigans are the same as the contributions to the
PERA defined benefit plan.

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

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

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

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

Members are also eligible for retirement benefithaut a reduction for early retirement based
on their original hire date as follows:
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5. Retirement Plan (continued):
e Hired before January 1, 2007 — age 55 with a mininud 5 years of service credit and
age plus years of service equals 80 or more.

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

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

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

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

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

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

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

The contribution requirements of plan members &ed €mployers are established, and may be
amended, by the General Assembly. Salary sulgeBERA contribution is gross earnings less
any reduction in pay to offset employer contribntioto the state sponsored IRC 125 plan
established under Section 125 of the Internal Res€nde.

Most employees contribute 8.0 percent (10.0 perfcerdtate troopers) of their salary, as defined in
CRS 24-51-101(42), to an individual account in pien. From July 1, 2007, to December 31,
2007, the state contributed 11.15 percent (13.8&pefor state troopers and 14.66 percent for the
Judicial Branch) of the employee’s salary. Fromuday 1, 2008, through June 30, 2008, the state
contributed 12.05 percent (14.75 percent for staiepers and 15.56 percent for the Judicial
Branch). During all of Fiscal Year 2007-08, 1.02rqent of the employees’ total salary was
allocated to the Health Care Trust Fund.

Per Colorado Revised Statutes, an amortizatiorogpasf 30 years is deemed actuarially sound.
At December 31, 2006, the division of PERA in whitle state participates was underfunded
with an infinite amortization period, which meahsitt the unfunded actuarially accrued liability
would never be fully funded at the current conttid rate.

In the 2004 legislative session, the general aslsemihorized an Amortization Equalization
Disbursement (AED) to address a pension-fundingrtiio The AED required PERA
employers to pay an additional .5 percent of salaryanuary of 2006, another .5 percent of
salary in 2007, and subsequent years increasdspefcent of salary until the additional payment
reaches 3.0 percent in 2012.

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

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

Collegelnvest’s contributions to the Defined BenBlan and the Health Care Trust Fund for the
fiscal years ending June 30, 2008, 2007 and 2006 $i&1,000, $68,000 and $57,000, respectively.
These contributions met the contribution requinetfer each year.
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6. Voluntary Tax-deferred Retirement Plans:

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

7. Other Postretirement Benefits and Life Insurance:

Health Care Program

The PERA Health Care Program began covering beregfipients and qualified dependents on
July 1, 1986. This benefit was developed afteislagon in 1985 established the Program and
the Health Care Fund; the program was converted ttoist fund in 1999. The plan is a cost-
sharing multiple-employer plan under which PERAsdizes a portion of the monthly premium
for health care coverage. The benefits and employetributions are established in statute and
may be amended by the General Assembly. PERAdsesliuhe Health Care Trust Fund in its
Comprehensive Annual Financial Report, which maybtined by writing PERA at PO Box
5800, Denver, Colorado 80217, by calling PERA &00-759-PERA (7372), or by visiting
http://www.copera.org

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

Employees are not required to contribute to theltHe2are Trust Fund, which is maintained by
employer’s contributions as discussed above in Nate Beginning July 1, 2004, state
agencies/institutions are required to contribu@2 Joercent of gross covered wages to the Health
Care Trust Fund. Collegelnvest contributed $7,880000, and $6,000 as required by statute in
Fiscal Years 2007-08, 2006-07, and 2005-06, resadget In each year the amount contributed
was 100 percent of the required contribution.

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

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

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

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

expenses.

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

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

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

Each occurrence $600,000

There were no significant reductions or changassarance 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 deduatdgkcement policy on all State owned furniture
and equipment. For each loss incurred, Collegsinigeresponsible for the first $1,000 of the
deductible and the State of Colorado is respongiblthe next $14,000 of the deductible. Any loss
in excess of $15,000 is covered by the insuranc&cap to replacement cost.
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9. Net Assets:

All of the Funds’ fiduciary net assets of $3.2ibill and $3.3 billion as of June 30, 2008 and 2007,
respectively, are net assets held in trust on behadvestors in the Funds.

10. Intraplan Administrative Fee Transfers:

Collegelnvest receives an administration fee ararual rate of up to .75% of the average daily net
assets in each Fund. These fees are deducted Iyndrdim each Fund and are used by
Collegelnvest for the payment of administrativeenges incurred by Collegelnvest in connection
with the operation of the Program in accordancd witd as permitted by applicable law. SCF
transferred $153,000 and $146,000 to DPF for tlyepat of expenses in excess of fees collected
during fiscal years ending June 30, 2008 and 2885hectively. Additionally, SCF transferred
$107,000 and $108,000 to SVP for the payment ofesgs in excess of fees collected during fiscal
years ending June 30, 2008 and 2007, respectively.

11. Subsequent Events:

During fiscal year 2008, financial markets as a h@ve incurred significant declines in values.
As of December 18, 2008, the Plan’s investmentf@arthas also incurred a significant decline in
the values reported in the accompanying finandalements. However, because the values of
individual investments fluctuate with market coratis, the amount of investment losses that the
Plan will recognize in its future financial statemt if any, cannot be determined.
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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 eacjornfauciary fund of Collegelnvest College Savings
Program Funds as of and for the year ended Jun20B8, and have issued our report thereon datedrblaer
18, 2008. We conducted our audit in accordancé waitditing standards generally accepted in theédnit
States of America and the standards applicablmémdéial audits contained @overnment Auditing Standards,
issued by the Comptroller General of the UnitedeSta

Internal Control Over Financial Reporting

In planning and performing our audit, we conside@adlegelnvest College Savings Program Funds’ ialer
control over financial reporting as a basis forigie®g our auditing procedures for the purposexgressing
our opinion on the financial statements, but nottfi@ purpose of expressing an opinion on the gfieess of
the entity’s internal control over financial regng. Accordingly, we do not express an opinion tbe
effectiveness of the entity’s internal control ofieancial reporting.

A control deficiency exists when the design or @fien of a control does not allow management orleyees,

in the normal course of performing their assignedcfions, to prevent or detect misstatements omaly
basis. A significant deficiency is a control déiecy, or combination of control deficiencies, tlaaversely
affects the entity’s ability to initiate, authorjzeecord, process, or report financial data refiablaccordance
with generally accepted accounting principles sticht there is more than a remote likelihood that a
misstatement of the entity’s financial statemeiigt is more than inconsequential will not be préseéror
detected by the entity’s internal control.

A material weakness is a significant deficiencycombination of significant deficiencies, that résin more
than a remote likelihood that a material misstatenad the financial statements will not be preventa
detected by the entity’s internal control.

Our consideration of the internal control over fingl reporting was for the limited purpose desadliln the
first paragraph of this section and would not nsagly identify all deficiencies in the internal rdool that
might be significant deficiencies or material weesses. We did not identify any deficiencies irernal
control over financial reporting that we considebe material weaknesses, as defined above.
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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.

This report is intended solely for the informatimd use of the Legislative Audit Committee and
management and is not intended to be and shouldb@&aised by anyone other than these
specified parties.

%WALA

Greenwood Village, Colorado
December 18, 2008
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m Clifton
Gunderson LLP

Certified Public Accountants & Consultants

Required Communications to the Legislative Audit Conmittee
December 18, 2008
Members of the Legislative Audit Committee

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

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

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

Other Information in Documents Containing Audited Financial Statements. In connection with the
Collegelnvest College Savings Program Funds’ firdratatements, we did not perform any procedures
or corroborate other information included in thpad. However, we read management’s discussion
and analysis of financial conditions and resultepérations and considered whether the information
the manner in which it was presented was materiatpnsistent with information or the manner of
presentation of the financial statements. Basedwreading, we concluded that the information did
not require revision.

Significant Issues Discussed With Management Prido Retention. We discuss various matters with
management prior to retention as Collegelnvest egell Savings Program Funds’ auditors. These
discussions occur in the normal course of our gfmal relationship. There were no significant
issues, including the application of accountingigiples and auditing standards, which were disclisse
with management prior to our retention as auditors.

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

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

Accounting Policies

Management is responsible for the selection andofissppropriate accounting policies. The
significant accounting policies used by 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 accayiestimates are particularly sensitive because
of their significance to the financial statementsl decause of the possibility that future events
affecting them may differ significantly from 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. There were no material misstatements detectedrasuét of audit
procedures and corrected by management that weteriaba either individually or in the
aggregate, to the financial statements taken asoéew

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

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

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

C%WALA

43



SUPPLEMENTARY INFORMATION

44



Fiduciary assets:
Cash and cash equivalents
Investments, at fair value
Receivable for portfolio units sold
Interest receivable
Due from plan managers
Due from Student Loan Program Funds
Total fiduciary assets

Liabilities:
Accounts payable
Payable for investments purchased
Service and investment fees payable
Deferred revenue
Due to participants

Total liabilities

Total fiduciary net assets, held in trust

Units outstanding

Unit value

Collegel nvest
Scholars Choice Fund

Supplementary Schedule - Combining Schedule of Fiduciary Net Assets

June 30, 2008
(Dollar amounts expressed in thousands)

Cash
Portfolio Portfolio Portfolio Portfolio Portfolio Portf® Portfolio Fixed Reserve

1 2 3 4 5 6 7 Income Equity Option Total
$ 3¢ 106 $ 54 $ 8 $ 183 $ 29 $ 85 $ 5% 178)$ (44) $ 348
239,210 209,860 253,297 464,064 261,146 240,913 96,399 24,945 527,288 25,498 2,342,620
304 139 240 484 94 382 156 14 555 187 2,555
257 326 505 1,097 655 657 271 118 - 49 3,935
20 17 21 38 21 20 8 2 43 2 192
259 228 275 504 283 262 105 27 571 28 2,542
240,080 210,676 254,392 466,195 262,382 242,333 97,024 25,111 528,279 25,720 2,352,192
3 3 3 6 3 3 1 - 7 - 29
303 145 246 487 97 385 156 16 554 187 2,576
136 125 151 285 160 151 61 16 324 13 1,422
15 13 16 29 17 15 6 2 34 2 149
261 229 277 501 281 274 106 27 573 28 2,557
718 515 693 1,308 558 828 330 61 1,492 230 6,733
$ 239,32 210,161 $ 253,699 $ 464,887 $ 261,824 $ 241,505 $ 96,694 $ 25,050 $ 526,787 $ 25,490 $ 2,345,459
18,523,016 16,164,857 19,660,833 35,550,548 20,906,180 19,609,709 7,777,441 1,937,162 52,453,685 25,490,061 218,073,492
12.92 $ 13.00 $ 12.90 $ 13.08 $ 1252 $ 12.32 $ 1243 $ 12.94 $ 10.04 $ 1.00 $ 10.76

See accompanying independent auditor's report
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Additions:
Gross earnings on investments:
Dividends
Net realized and unrealized loss from
securities transactions

Less investment fees
Net investment income (loss)

Participant contributions
Fee income

Total additions

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

Total deductions

Portfolio exchanges, net

Net change in fiduciary net assets before transfers

Administrative fee transfer
Change in due to participants
Fiduciary net assets, beginning of year

Fiduciary net assets, end of year

See accompanying independent auditor's report

Collegel nvest
Scholars Choice Fund
Supplementary Schedule - Combining Schedule of Changesin Fiduciary Net Assets
For thefiscal year ended June 30, 2008
(Doallar amounts expressed in thousands)

Cash
Portfolio Portfolio Portfolio Portfolio Portfolio Portfm Portfolio Fixed Reserve
1 2 3 4 5 6 7 Income Equity Option Total
20,767 $ 18,731 $ 19,569 $ 35,613 $ 17,705 $ 12,984 $ 4,439 $ 1,383 $ 53,590 $ 206 $ 184,987
(61,437) (54,577) (53,172) (96,207) (42,568) (26,070) (7,422) (1,858) (193,140) - (536,451)
(40,670) (35,846) (33,603) (60,594) (24,863) (13,086) (2,983) (475) (139,550) 206 (351,464)
(53) (58) (173) (273) (124) (80) (39) (9) (170) (73) (1,052)
(40,723)  (35,904) (33,776) (60,867) (24,987) (13,166) (3,022) (484) (139,720) 133 (352,516)
91,859 42,862 44,833 72,848 39,978 31,857 12,323 4,233 83,043 10,842 434,678
39 35 42 76 43 40 16 4 87 4 386
51,175 6,993 11,099 12,057 15,034 18,731 9,317 3,753 (56,590) 10,979 82,548
192, 13,006 15,813 48,689 12,633 30,605 35,348 5,766 54,384 8,599 243,035
1,442 1,450 1,559 3,137 1,682 1,516 573 170 3,673 114 15,316
254 240 259 499 266 231 86 25 604 19 2,483
39 35 42 76 43 40 16 4 87 4 386
(143) (126) (152) (278) (157) (144) (57) (15) (315) (15) (1,402)
19,784 14,605 17,521 52,123 14,467 32,248 35,966 5,950 58,433 8,721 259,818
(49,840) (38,668) 7,408 (7,559) 927 40,999 45,170 1,200 (7,656) 8,019 -

(18,449) (46,280) 986 (47,625) 1,494 27,482 18,521 (997) (122,679) 10,277 (177,270)
(27) (23) (28) (52) (29) (25) (12) 3 (58) 3 (260)
(117) (102) (124) (226) (128) (117) (47) (12) (257) (12) (1,142)
257,955 256,566 252,865 512,790 260,487 214,165 78,232 26,062 649,781 15,228 2,524,131

$ 239,36: $ 210,161 % 253,69¢ $ 464,887 $ 261,82¢ $ 241,50F $ 96,69 $ 25,05( $ 526,787 $ 25,49( ¢ 2,345,45¢
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Collegel nvest

Scholars Choice Fund
Supplementary Schedule - Combining Schedule of Investments
June 30, 2008
(Dollar amounts expressed in thousands)
Cash
Portfolio Portfolio Portfolio Portfolio Portfolio Portfm Portfolio Fixed Reserve
1 2 3 4 5 6 7 Income Equity Option Total
Underlying funds:

Western Asset Core Plus Bond Portfolio Fund $ 37,381 54,353 $ 91,619 166,964 $ 79,566 $ 60,178 $ - 3 22,432 % - 3 - $ 512,433
Legg Mason Value Trust Fund 33,675 29,283 28,243 51,387 21,395 12,962 2,561 - 121,040 - 300,546
John Hancock Classic Value Fund 21,860 18,936 18,074 32,876 13,688 8,328 1,511 - 79,265 - 194,538
Legg Mason Partners Large Cap Growth Fund 36,433 31,879 30,635 55,702 23,235 14,686 2,929 - 131,079 - 326,578

Legg Mason Partners Short-term Investment
Grade Bond Fund - - - 48,562 40,532 73,071 58,075 - - - 220,240
Legg Mason International Equity Trust Fund 36,077 21,051 25,210 23,002 12,801 - - - 54,132 - 172,273
Legg Mason Partners Small Cap Growth Fund 18,730 10,937 13,100 12,826 6,676 - - - 28,157 - 90,426
Western Asset Money Market Fund - - - - 27,634 62,318 29,591 - - 25,498 145,041
Pennsylvania Mutual Fund 18,431 10,796 12,893 12,096 6,923 - - - 27,781 - 88,920
Legg Mason Partners Global High Yield Bond Fund 12,4 11,329 13,164 24,009 13,370 - - 2,513 - - 76,857
Legg Mason Partners Aggressive Growth Fund 24,211 21,296 20,359 36,640 15,326 9,370 1,732 - 85,834 - 214,768
Total investments, at fair value $ 239,219 209,860 $ 253,297 $ 464,064 $ 261,146 $ 240913 $ 96,399 $ 24945 $ 527,288 $ 25,498 $ 2,342,620

See accompanying independent auditor's report.
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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

Liabilities:
Accounts payable
Service and investment fees payable
Deferred revenue

Total liabilities

Total fiduciary net assets, held in trust

Units outstanding

Unit value

Collegel nvest
Direct Portfolio Fund
Supplementary Schedule - Combining Schedule of Fiduciary Net Assets
June 30, 2008
(Dollar amounts expressed in thousands)

Aggressive Moderate Conservative Stock Bond Money
Growth Growth Growth Growth Income Index Index Market Total
$ 112 $ 119 $ 78 $ 31 % 29 % 58 $ 4% 8 % 439
165,317 157,402 196,121 106,552 80,975 75,174 16,859 29,588 827,988
- 171 418 334 206 - 69 57 1,255
14 13 17 9 7 6 1 2 69
46 44 53 30 23 21 5 8 230
165,489 157,749 196,687 106,956 81,240 75,259 16,938 29,663 829,981
2 2 2 1 1 1 - - 9
95 91 112 61 45 47 10 16 a77
59 55 70 37 29 26 6 9 291
156 148 184 99 75 74 16 25 777
$ 165,333 $ 157,601 $ 196,503 $ 106,857 $ 81,165 $ 75,185 $ 16,922 $ 29,638 $ 829,204
13,050,829 12,698,154 16,108,947 8,924,715 7,091,272 5,969,534 1,496,308 2,613,215 67,952,976
$ 1267 $ 1241 $ 1220 $ 1197 $ 1145 $ 1259 $ 1131 $ 1134 $ 12.20




Collegel nvest
Direct Portfolio Fund
Supplementary Schedule - Combining Schedule of Changesin Fiduciary Net Assets
For thefiscal year ended June 30, 2008
(Dollar amounts expressed in thousands)

Additions:

Gross earnings on investments:

Dividends
Interest

Net realized and unrealized loss from
securities transactions

Less investment fees
Net investment income

Participant contributions

Feeincome

Total additions

Deductions:

Benefits paid to participants and withdrawals

Servicefees

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 year

Aggressive Moderate Conservative Stock Bond Money
Growth Growth Growth Growth Income Index Index Market Tota

3400 $ 4,760 $ 6,742 $ 4013 $ 3376 $ 1514 $ 765 $ 1,018 $ 25,588
(23,741) (15,279) (11,978) (2,869) 1,930 (11,862) 255 - (63,544)
(20,341) (10,519) (5,236) 1,144 5,306 (10,348) 1,020 1,018 (37,956)
(119) (1112) (120) (55) (47) (26) (8) (20) (506)
(20,460) (10,630) (5,356) 1,089 5,259 (10,374) 1,012 998 (38,462)
59,073 46,276 36,542 19,878 18,779 15,049 4,349 18,142 218,088
43 41 51 28 21 20 4 8 216
38,656 35,687 31,237 20,995 24,059 4,695 5,365 19,148 179,842
5,020 4,034 8,453 3,516 14,215 3,194 2,551 14,513 55,496
897 907 1,101 573 398 486 91 141 4,504
156 157 188 97 68 79 15 25 785
43 41 51 28 21 20 4 8 216
31 29 36 20 15 14 3 5 153
6,147 5,168 9,829 4,234 14,717 3,793 2,664 14,692 61,244

(3,685) (22,426) 4,114 5,661 15,387 (5.479) 734 5,694 -
28,824 8,093 25,522 22,422 24,729 (4,577) 3,435 10,150 118,598
31 29 36 20 15 14 3 5 153
136,478 149,479 170,945 84,415 56,421 79,748 13,484 19,483 710,453
165,333 $ 157,601 $ 196,503 $ 106,857 $ 81,165 $ 75,185 $ 16,922 $ 29,638 $ 829,204
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Collegel nvest

Direct Portfolio Fund
Supplementary Schedule - Combining Schedule of I nvestments

(Dollar amounts expressed in thousands)

June 30, 2008

Aggressive Moderate Conservative Stock Bond Money
Growth Growth Growth Growth Income Index Index Market Tota
Underlying funds:
Vanguard Total Stock Market Index Fund $ 131,610 $ 93,267 $ 78,279 $ 20,529 - $ 75116 $ - $ - $ 398801
Vanguard Total Bond Market Index Fund - 40,161 98,005 80,777 40,588 - 16,855 - 276,386
Vanguard Total International Stock Index Fund 33,595 23,803 19,759 5,215 - - - - 82,372
Vanguard Prime Money Market Fund 112 171 78 31 19,778 58 4 29,588 49,820
Vanguard Inflation-Protected Securities Fund - - - - 20,609 - - - 20,609
Total investments, at fair value $ 165,317 $ 157,402 $ 196,121 $ 106,552 80,975 $ 75174 $ 16,859 $ 29,588 $ 827,988
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The electronic version of this report is availableon the Web site of the
Office of the State Auditor
www.state.co.us/auditor

A bound report may be obtained by calling the
Office of the State Auditor
303-869-2800

Please refer to the Report Control Number below whe requesting this report.

Report Control Number 1943C





