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m Clifton
Gunderson LLP

Certified Public Accountants & Consultants

To the Board of Trustees of
Colorado Public Employees’ Retirement Association

We have completed our audit of the financial sta&tet® of the Colorado Public Employees’
Retirement Association ("PERA”) for the year end@dcember 31, 2007, and have issued an
unqualified opinion thereon dated June 19, 2008r &udit was conducted in accordance with
auditing standards generally accepted in the UrSiates of America and standards applicable to
financial audits contained i@overnment Auditing Standards, issued by the Comptroller General
of the United States.

We were engaged to conduct our audit pursuantcbdde24-51-204(6) of the Colorado Revised
Statutes, which authorizes the State Auditor tadochor cause to be conducted audits of PERA.
Sections 2 and 3 of this report set forth the revemdations we have issued as part of our audit.
Our audit opinion is located in the Comprehensivendal Financial Report available from
PERA.

C%WALA

Denver, Colorado
June 19, 2008

Member of

Offices in 17 states and Washington, DC International
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REPORT SUMMARY

COLORADO PUBLIC EMPLOYEES’
RETIREMENT ASSOCIATION
AUDIT REPORT SUMMARY

December 31, 2007

Audit of PERA Benefit Plans for the Year Ended Decamber 31, 2007

Our audit of the December 31, 2007 financial statets)of PERA is complete and we issued our
unqualified report thereon dated June 19, 2008erdlare no matters which we believe require
the Audit Committee’s specific attention.

e The financial statements of PERA have been preperembnformity with accounting
principles generally accepted in the United StabésAmerica and the standards
applicable to financial audits containedGovernment Auditing Sandards, issued by the
Comptroller General of the United States.

e« The scope of our audit was reported to the PERAitAGdmmittee. There were no
significant variations from the planned scope.

As part of our audit of the financial statementsP&RA, we considered its internal control in
order to determine our auditing procedures for pliepose of expressing an opinion on the
financial statements and not to provide assurandaternal control. Based on the results of our
work, our review of PERA’s internal control has widclosed any weaknesses which we believe
to be material weaknesses under standards estblshthe American Institute of Certified
Public Accountants. Refer to the Report on Inte@antrols Over Financial Reporting and on
Compliance and Other Matters Based on an Audit iofrk€ial Statements Performed in
Accordance withGovernment Auditing Standards on page 5-3. In addition, we examined
PERA’s compliance over financial reporting with teémn provisions as included in Colorado
Revised Statues and PERA Rules. Based on thetsesfubur work, our review of PERA’s
compliance with certain provisions of laws, regiias, and contracts has disclosed no instances
of noncompliance or other matters that are requioelde reported undeésovernment Auditing
Sandards, for the year ended December 31, 2007.

Cooperation with Management
We are pleased to inform you that we receiveddotiperation of the officers and employees of

PERA, and we were furnished with all of the infotioa and explanations required to perform
our audit.



REPORT SUMMARY (continued)

Communications with Audit Committee

Our responsibility for assuring that the Audit Coitiee is made aware of significant matters, as
required by our professional standards, is outlinggxhibit 1.

Independence

We reiterate our firm’s policy on independence, chhstipulates that neither Clifton Gunderson
LLP partners nor staff assigned to the audit of RERe permitted to have any direct or material
indirect interest in PERA. Adherence to the polafyindependence is reaffirmed annually in
writing by each member of our professional staff.

To the best of our knowledge, there are no circantsts or relationships between PERA and
Clifton Gunderson LLP that would impair our indedence in reporting on the PERA’s
financial statements. We hereby confirm that asJofe 19, 2008, we are independent
accountants with respect to PERA.

C%/@”WAL/A

Denver, Colorado
June 19, 2008
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RECOMMENDATION SUMMARY

Rec. Page PERA Implementation
No. No. Recommendation Response Date
1 3-2 Amortization of Unfunded Actuarial
Accrued Liability Agree Ongoing
2 3-6 Missing Dates of Birth Agree Ongoing
3 3-7 User Controls for 401(k) Plan Agree Ongoi
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CURRENT YEAR FINDINGS AND RECOMMENDATIONS

We have audited the financial statements of ColmPRublic Employees’ Retirement Association
(“PERA") for the year ended December 31, 2007 amdehissued our report thereon dated
June 19, 2008. In planning and performing our taofdthe financial statements, we considered
PERA'’s internal control solely to determine our i&ad procedures for the purpose of
expressing our opinion on the financial statememd not to provide assurance on internal

control. We have not considered internal controt@mpliance over financial reporting since
June 19, 2008.

Our procedures were designed primarily to enablgousorm an opinion on the financial
statements, and therefore may not bring to lightvabhknesses in policies or procedures that may
exist.

Recommendations noted in connection with the Deeen3, 2007 audit are detailed in the
following pages.



RECOMMENDATION NO. 1
AMORTIZATION OF UNFUNDED ACTUARIAL ACCRUED LIABILIT Y

The following matter, (Issue 1) which was identifignd reported on in prior periods, was still in
existence during the course of our current audit.

Issue 1:

As part of the preparation of its annual finangtdtements, PERA is required to estimate the
unfunded liability for each of the four divisionkat participate in the defined benefit plan
offered to state employees. The total estimatefdnaed liability as of December 31 is as
follows:

(In thousands)

2007 2006
State Division $ 5169,615 $ 4,918,720
School Division 7,170,659 7,172,949
Local Government Division 670,352 675,035
Judicial Division 32,982 36,858
Combined Unfunded Liability $ 13,043,608 $ 12,803,562

Section 24-51-211, C.R.S., “Amortization of liabés,” states:

An amortization period for each of the state dois, school division, local
government division, and judicial division trustnfis shall be calculated
separately. A maximum amortization period of thigears shall be deemed
actuarially sound. Upon recommendation of the Bpand with the advice of the
actuary, the employer or member contributions redeshe plan may be adjusted
by the general assembly when indicated by actuexiaérience.

Through review of the 2007 Actuarial Valuation cdetpd by Cavanaugh Macdonald
Consulting, LLC, dated May 2008, it was noted ttie remaining amortization period with
current funding is infinite for two of the four dsions (State and School), as of December 31,
2007, and 25 and 94 years for the Local Governmaedt Judicial Divisions respectively. In
other words, the results of the valuation studydatd that PERA’s current contribution rates
are not sufficient to support the current bendfitctures of the State, School Division Trust
Funds. The funding ratios as of December 31 afellasvs:

2007 2006
State Division 73.3% 73.0%
School Division 75.5% 74.1%
Local Division 81.2% 79.5%
Judicial Government 87.5% 85.1%
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In addition, because the amortization period exee®@l years for all four divisions, with the
exception of the Local Government Division (not liting the effects of Amortization
Equalization Disbursement (AED) or Supplemental Atmation Equalization Disbursement
(SAED), the divisions are not considered actuarigtlund under Section 24-51-211, C.R.S.

During the 2006 Session, PERA worked with the Goweland the General Assembly on the
passage of Senate Bill 06-235. The major provssmirthis bill include:

Senate Bill 06-235. Concerning PERA Benefit Pl§gpassed by the Legislature in May 2006,
and signed by the Governor on May 25, 2006):

o Addition of a Supplemental Amortization Equalizati®isbursement (SAED) that will
begin in January 2008 at 0.5% per year up to 3%. shut-off mechanism for the AED
and SAED will be changed to 100% funding statusi@ivision by division basis.

e New provisions for new hires after January 1, 20@3@intain current 2.5% of Highest
Average Salary (HAS) as the multiplier factor wét!t8 year HAS and an 8% per year cap
on salary escalation during HAS years. Change o0 to rule of 85 with a minimum
retirement age of 55. Implement a new Cost-of-lgviAllowance (COLA) fund
dedicated to new hire retirement COLAS at the lowfe3% or the actual Consumer Price
Index if retired 1 year and have reached age G0ame plus years of service equal 85,
limited to available funds.

e The statutorily prescribed amortization period vebloé reduced from 40 to 30 years.

« A new statutory provision would be enacted thatunesg the General Assembly to
contract for an independent actuarial study befiaiere benefit increases could occur.

« A new requirement to purchase service at full acaliaost would be enacted.

o Changes to the composition of the Board.

« The expansion of Defined Contribution Choice totitnasons of higher education
effective January 1, 2008. New employees in higldeication would be eligible to select
the PERA DB Plan, the PERA DC Plan, or the State B}h, in addition to existing
Optional Retirement Plans (ORPSs) at institutiorat ttave ORPs. This includes faculty
and administrators who have not previously had sxte the PERA DB, PERA DC, or
the State DC Plan. It also includes classifiedf $teat have not been eligible for DC
Choice. Current members of ORPs could not elegatticipate in PERA DB, PERA
DC, or the State DC Plan. (This provision was régzeas provided in HB 07-1377.)

In the opinion of PERA’s actuary, “the Local Goverent division employer contribution rates
are sufficient to finance the promised benefit un@ASB 25 and 27. With the addition of the
Amortization Equalization Disbursement (AED) andpBlemental Amortization Equalization
Disbursement (SAED) contributions, the Judicial iBian employer contribution rates are
currently sufficient to finance the promised betsefand eventually meet the required
contribution levels under GASB 25 and 27. The AEI &AED contributions, combined with
previously projected reductions in liability due lienefit structure changes for future hires, are
expected to improve the funded status of the StateSchool Divisions. However, if additional
gains do not materialize in the future, increasefunding may be necessary to fund the State
and School Divisions.” The table below represeéhéscurrent employer contribution rate, and
the employer contribution rate that would be neeatetie present time to amortize the unfunded
actuarial accrued liability within a 30-year peried reported by PERA.
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Employer Contribution Rates Available for Fundimgc{uding AED) as of December 31, 2007:

State Division 10.13%
State Troopers 12.83%
School Division 10.13%
Local Government Division 9.98%
Judicial Division 13.64%

Employer Contribution Rates Needed for 30-Year Atimation as of December 31, 2007:

State Division 18.45%
School Division 17.18%
Local Government Division 11.95%
Judicial Division 17.66%

In addition, with the legislation passed in 200@l amder Governmental Accounting Standard
No. 25Financial Reporting for Defined Benefit Pension Plans and Note Disclosures for Defined
Contribution Plans, effective for the year ended December 31, 2006 nhgimum acceptable
amortization period is 30 years.

Based on the current December 31, 2007 valuatlen,attuary has calculated the following
amortization periods for each fund including altuie AED and SAED contributions on the
current population:

State Division 69 years
School Division 42 years
Local Government Division 14 years
Judicial Division 22 years

The effect of the legislation as projected by théependent actuary on the current population
shows the Judicial and Local Government Divisioasiortization periods falling within 30
years, and the above calculation of amortizatiamods only includes the effects of contribution
changes from the 2006 legislation on the currepufadions at December 31, 2007.

Recommendation:

PERA should continue to monitor the effects of 2006 legislation to determine if the changes
will bring the State and School Divisions into cdrapce with a 30-year amortization. If further
analysis indicates that the changes will not bR&ERA into compliance, PERA should continue
to work with the Governor and the General Assentblgeek changes in the employer and/or
member contributions and other plan provisionsther State and School Divisions to achieve a
30-year amortization period which is the maximumiquk deemed actuarially sound under the
new legislation and the maximum acceptable periodeu Governmental Accounting Standard
No. 25Financial Reporting for Defined Benefit Pension Plans and Note Disclosures for Defined
Contribution Plans.



PERA'’s Response:

Agree. This recommendation remains as PERA’s Biglpeiority, as demonstrated by the

funded status of PERA ranking as the top strategfi@tive identified by the Board of Trustees

in 2007. During 2006, significant action was takersecure legislation to enhance the financial
health of the PERA trust funds going forward byiting liabilities and enhancing revenues

toward achieving the required amortization sched#&RA will continue to monitor the effects

of prior years’ legislation to ensure that legislatchanges will bring the PERA trust funds’

respective funded statuses within the required&f-gmortization period.

Implementation Date:
Ongoing.



RECOMMENDATION NO. 2
MISSING DATES OF BIRTH

Issue 2:

Administration of member records within the defirmhefit plans of PERA is the responsibility
of the Board in accordance with 24-51-205 C.R.SpAd of that administration PERA requires
information from employers and members to complember records. Such information is
used in calculation of benefits, actuarial caldola, and actuarial studies.

Through review of the data provided to the actuamg detail testing of member accounts, we
noted certain membership information that was aotived by PERA as required by PERA rule
3.25. Out of a total membership of 413,330, witle,882 active members, approximately 5,000
members who contributed during 2007 do not havth lbdates within the records sent to the
actuary. The birth dates were missing because PERA not received complete member
information from employers. Per discussions whih independent actuary, this lack of member
data does not have a significant impact on thd Gakulations for the actuarial valuation.

In accordance with PERA rule 3.30, the Board mayemane benefit eligibility when
incomplete records are provided by the employeis @hows calculations to occur based on the
data available as to the eligibility and benefite do members. However, these calculations may
contain errors or inconsistencies due to lack fufrmation noted above.

Recommendation:

PERA should monitor the member records without detepdata and strive to obtain accurate
and complete information from both employers andnimers for the administration of member
records.

PERA'’s Response:

Agree. In 2006, PERA created an Employer Relatideam within the Benefit Services
Division. This team implemented, in March 200§racedure to work with employers to obtain
missing information for members on a monthly basiShe Employer Relations Team has
significantly reduced the number of missiMgmber Information Forms; however, this remains
a challenge when the large number of new PERA mesnieat are hired each month by over
400 PERA-affiliated employers is taken into consitien. Additionally, the Internal Audit
Division reviews this area when conducting emplayadits.

It should be noted that missing birth date infoiorgtas stated in the auditor’'s recommendation,
does not have a financial impact on the actuagahlation calculations for PERA. No member is
allowed to retire without all required demograpimformation being in place.

Implementation Date:
Ongoing.



RECOMMENDATION NO. 3
USER CONTROLS FOR 401(k) PLAN

Issue 3:

The Voluntary Investment Program (the Plan) is aterhal Revenue Code Section 401(k)
defined contributions plan to provide benefits t6RA members in the State, School, Local
Government and Judicial Division Trust funds. THanPis administered and established by
PERA as defined by 24-51-1401 C.R.S. As of Decen3ier2007, net assets of the Plan were
$1.7 billion and participating members totaled appnately 73,000. The members’ voluntary
contributions to the Plan are not reported seplgrateny financial statements except PERA'S.

CitiStreet has been engaged by PERA to handledtmnastration of the Plan. The controls over
administration at CitiStreet have been audited byralependent Service Auditor. In a report
covering the period from October 1, 2006 througpht&maber 30, 2007, controls within CitiStreet
were described and tested, and the Independenic&ekuditor found that the controls were
operating with sufficient effectiveness to providmsonable, but not absolute, assurance that
control objectives were achieved during this period

The effectiveness of the controls at CitiStreetcdbed in the preceding paragraph is reliant
upon the user controls described in the reportgo@inplace and operating at PERA and at
member employers. User controls are the internatrols in place to ensure that the information
sent by employers or PERA to CitiStreet for processs complete and accurate, as well as, the
controls to ensure that the information reportedCittyStreet is complete and accurate. Many of
these controls within the Voluntary Investment Pang of PERA reside with the member
employers. Some specific user controls needechéyntember employers (Clients per report)
that were identified within the Independent SenAcelitor report are quoted as follows:

* Clients are responsible for ensuring that infararaprovided to CitiStreet is
complete and accurate.

* Clients are responsible for timely written nat#tion to CitiStreet of changes to
individuals authorized to instruct CitiStreet attas on behalf of the client.

» Clients are responsible for providing timely ®ewi of reports provided by
CitiStreet of acceptance testing for new plan immatations, client account
balances, account information and related actiaty] written notice should be
provided to CitiStreet of any discrepancies.

* Clients must establish, maintain, and monitofisigint controls over physical
and logical access to CitiStreet's systems viaiteisat client locations.

Employers calculate and remit contributions dinetdl CitiStreet as well as change the deferral
percentages within their respective payroll systemsbehalf of members. PERA does not
review the employers’ voluntary deferral processerify that member deferrals and changes to
member deferrals are being accurately calculatettfised by PERA rule 14.15 and 14.30(a).



Recommendation:

In order to ensure that the members’ voluntary rdoutions are accurate and complete as
reported, PERA should review the controls at mendmeployers to determine that they cover
the user controls as defined by the CitiStreet pedeent Service Auditor's Report. PERA

should also verify that member deferrals and charigeanember deferrals are being accurately
calculated and remitted in a timely manner by tleminers’ employers as defined by PERA law
14.15 and 14.30 (a).

This review should include recalculation of deftsran a test basis to employer payroll records
based on the member’s desired deferral amourttolild also include confirming with members
that changes to deferral amounts are being progesseectly and accurately.

PERA's Response:

Agree. PERA receives, on a quarterly basis, artdpoon the PERA 401(k) and DC Plan service
provider, CitiStreet, with detailed information tate employer contributions to the 401(k) and
PERA DC Plans. The report also contains infornmaba the penalties assessed to employers
who are late in sending their employees' contrdmdi to the Plan(s). Additionally, all
participants in the voluntary PERA 401(k) Plan amdndatory PERA DC Plan receive a
quarterly statement that contains information aamount they are contributing to the Plan(s).
Participants may also check their secured accoufiormation at any time online using a
Personal Identification Number (PIN).

Colorado PERA will include more information on teeployer's responsibilities related to client
controls in the employer newsletteFppics, to further enhance employer education on the
responsibilities employers have when reporting eerditting their employees' contributions to

the 401(k) and DC Plans at CitiStreet.

Finally, PERA has enhanced our internal audit places during audits of employers to include
reviews of participant deferral rates and remitésnloy employers. It should be noted that all of
PERA's affiliated employers undergo periodic finahaudits that would include a review of the

payroll functions at each employer.

Implementation Date:
Ongoing.
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DISPOSITION OF PRIOR YEAR RECOMMENDATIONS

The following are the audit recommendations inctude the Colorado Public Employees’
Retirement Association audit report for the yeatieg December 31, 2006, and their disposition
as of December 31, 2007.

2006 Recommendation Disposition
#1 Monitoring of Voluntary 401(k) Controls PERA should consider
randomly testing a sample of participants’ disttib requests for
compliance with plan provisions on a continuingibasvering a cross
section of all employers in the plan. Implemented
2007
#2 Amortization of Liabilities PERA should continue to monitor the
effects of the 2006 legislation to determine if dfenges will bring
the State and School Divisions into compliance wéh30-year
amortization. If further analysis indicates thae tchanges will not
bring PERA into compliance, PERA should continuevtirk with the
Governor and the General Assembly to seek chamgdsiemployer
and/or member contributions and other Plan promsifor the State
and School Divisions to achieve a 30-year amortnaperiod which
is the maximum period deemed actuarially sound writle new See
legislation and the maximum acceptable period urglevernmental Recommenda-
Accounting Standard No. ZBinancial Reporting for Defined Benefit tion. No. 1 in
Pension Plans and Note Disclosures for Defined Contribution Plans. current report
#3 Excel Member Information PERA should enhance the application
used to convert contribution information sent inEarcel spreadsheet
format to not allow non numeric data in the So&alkurity number
field. Implemented
2007
#4 Business Continuity Plan PERA should formalize the Business

Continuity Plan change and maintenance processisyrieg that plan

updates and senior management approvals are doteaneithin the

Business Continuity Plan, and ensure that the mexsint version is

disseminated to responsible parties. Implemented
2007
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m Clifton
Gunderson LLP

Certified Public Accountants & Consultants

Independent Auditor’'s Report

Board of Trustees
Colorado Public Employees' Retirement Association
Denver, Colorado

We have audited the accompanying statements ofifidunet assets and the related statement
of changes in fiduciary net assets of the Colofadblic Employees' Retirement Association as
of and for the year ended December 31, 2007 whatleatively comprise Colorado Public
Employees' Retirement Association’s basic finansiatements as listed in the table of contents.
These financial statements are the responsibifith® Colorado Public Employees' Retirement
Association’s management. Our responsibility isetqpress an opinion on these financial
statements based on our audit. The prior yearagpaamparative information has been derived
from the Colorado Public Employees’ Retirement Asation’s December 31, 2006 financial
statements, and in our report dated June 8, 2087expressed an unqualified opinion on the
respective financial statements.

We conducted our audit in accordance with audisitesndards generally accepted in the United
States of America and the standards applicablan@né€ial audits contained iGovernment
Auditing Sandards, issued by the Comptroller General of the Unitedtes. Those standards
require that we plan and perform the audit to obtaiasonable assurance about whether the
financial statements are free of material misstatdm An audit includes consideration of
internal control over financial reporting as a ba&r designing audit procedures that are
appropriate in the circumstances, but not for tleppse of expressing an opinion on the
effectiveness of Colorado Public Employees' RetmeimAssociation’s internal control over
financial reporting. Accordingly, we express natswpinion. An audit includes examining, on
a test basis, evidence supporting the amounts motbsures in the financial statements. An
audit also includes assessing the accounting piegiused and significant estimates made by
management, as well as evaluating the overall fihistatement presentation. We believe that
our audit provides a reasonable basis for our opini

In our opinion, the financial statements referredbove present fairly, in all material respects,
the financial position of the Colorado Public Emmes' Retirement Association as of
December 31, 2007, and related changes in fiduaiatyassets for the year then ended in
conformity with accounting principles generally apted in the United States of America.

Member of

- .
Offices in 17 states and Washington, DC HL International



In accordance witlisovernment Auditing Standards, we have also issued a report dated June 19,
2008, on our consideration of Colorado Public Emeés' Retirement Association’s internal
control over financial reporting and on our testste® compliance with certain provisions of
laws, regulations, contracts and grant agreement®ther matters. The purpose of that report is
to describe the scope of our testing of internalti over financial reporting and compliance
and the results of that testing, and not to proad@pinion on the internal control over financial
reporting or compliance. That report is an integeat of an audit performed in accordance with
Government Auditing Standards and should be considered in assessing the refudtg audit.

The management’s discussion and analysis on pay#sdugh 29, and the schedule of funding
progress and schedule of employer contributionpages 55 through 60 are not a required part
of the basic financial statements but are suppléangrnnformation required by accounting
principles generally accepted in the United StafeAmerica. We have applied certain limited
procedures, which consisted principally of inqurigf management regarding the methods of
measurement and presentation of the required sueplary information. However, we did not
audit the information and express no opinion on it.

Our audit was conducted for the purpose of fornangopinion on the financial statements that
collectively comprise the Colorado Public EmployeRstirement Association’s basic financial
statements. The supplementary schedules listethentable of contents are presented for
purposes of additional analysis and are not a redyoart of the basic financial statements. Such
information has been subjected to the auditing gutaces applied in the audit of the basic
financial statements and, in our opinion, is fastgted, in all material respects, in relationh® t
basic financial statements taken as a whole.

The introductory section, investment section, ataligection and statistical section listed in the

table of contents have not been subjected to tdéiag procedures applied in the audit of the
basic financial statements and, accordingly, weaesgno opinion on them.

C%/@”MAL/A

Denver, Colorado
June 19, 2008



m Clifton
Gunderson LLP

Certified Public Accountants & Consultants

Independent Auditor's Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Fhancial Statements
Performed in Accordance withGovernment Auditing Standards

Board of Trustees
Colorado Public Employees’ Retirement Association
Denver, Colorado

We have audited the financial statements of theo@db Public Employees’ Retirement
Association (PERA) as of and for the year endedebdxer 31, 2007, and have issued our report
thereon dated June 19, 2008. We conducted out audiccordance with auditing standards
generally accepted in the United States of Ameand the standards applicable to financial
audits contained ilGGovernment Auditing Standards, issued by the Comptroller General of the
United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we consideRERA’s internal control over financial
reporting as a basis for designing our auditingcedores for the purpose of expressing our
opinion on the financial statements, but not fog fhurpose of expressing an opinion on the
effectiveness of PERA’s internal control over fineh reporting. Accordingly, we do not
express an opinion on the effectiveness of PER&&rmal control over financial reporting.

A control deficiency exists when the design or agien of a control does not allow management
or employees, in the normal course of performirgrthssigned functions, to prevent or detect
misstatements on a timely basis. A significantaiefcy is a control deficiency, or combination
of control deficiencies, that adversely affects RERability to initiate, authorize, record,
process, or report financial data reliably in ademce with generally accepted accounting
principles such that there is more than a remdtelitiood that a misstatement of PERA’s
financial statements that is more than inconsedgientll not be prevented or detected by the
entity’s internal control.

A material weakness is a significant deficiencycambination of significant deficiencies, that

results in more than a remote likelihood that aamalt misstatement of the financial statements
will not be prevented or detected by PERA’s intéamantrol.

Member of

” .
Offices in 17 states and Washington, DC HL International



Our consideration of internal control over finamcraporting was for the limited purpose
described in the first paragraph of this sectiod would not necessarily identify all deficiencies
in internal control that might be significant dediccies or material weaknesses. We did not
identify any deficiencies in internal control ovinancial reporting that we consider to be
material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance abouth@h®ERA'’s financial statements are free of
material misstatement, we performed tests of itmplmnce with certain provisions of laws,
regulations, contracts, noncompliance with whichlddave been a direct and material effect on
the determination of financial statement amoumtswever, providing an opinion on compliance
with those provisions was not an objective of audifand, accordingly, we do not express such
an opinion. The results of our tests disclosednstances of noncompliance or other matters
that are required to be reported un@ewernment Auditing Standards.

This report is intended for the information of tmlorado Public Employees’ Retirement
Association Board of Trustees, management of PERA,the Legislative Audit Committee and
is not intended to be and should not be used byranyther than these specified parties.
However, this report is a matter of public recond &s distribution is not limited.

C%/@”WAL/A

Denver, Colorado
June 19, 2008



m Clifton
Gunderson LLP

Certified Public Accountants & Consultants

Independent Auditor’'s Report

To the Board of Trustees of
Colorado Public Employees’ Retirement Association

We have examined Colorado Public Employees’ Regr@mAssociation’s (“PERA”)
compliance with PERA Rules and the Colorado ReviStdutes related to financial reporting
during the year ended December 31, 2007. Thewollp sections were specific to our review:

e PERA Rules
o 2.90 Actuarial Assumptions
4.40 Refunds
5.30 Payments for Purchase Service Credits
5.40 Interest Rate
10 Increase in Benefits
10.30 Retroactive Effective Date of Retirement ond&sor Benefit

O O O O ©O

e Colorado Revised Statutes

o 24-51-206 Investments
24-51-208 Allocation of Moneys
24-51-210 Allocation of Assets and Liabilities
24-51-211 Amortization of Liabilities
24-51-401 Employer and Member Contributions
24-51-405 Refund of a Members Contribution Account
24-51-406 Payments from the Judicial Division
24-51-407 Interest (Member Contributions)
24-51-503 Purchase of Service Credit Related tefarRled Account
24-51-603 Benefit Formula for Service Retirement
24-51-1206 Health Care Premium Subsidiary
24-51-1403 Expenses of Voluntary Investment Progi\éiiR)

O O O OO0 OO0 o o o o

Management is responsible for PERA’s compliancé wibse requirements. Our responsibility
is to express an opinion on PERA’s compliance basedur examination.

Our examination was conducted in accordance witbstation standards established by the
American Institute of Certified Public Accountaraisd, accordingly, included examining, on a
test basis, evidence about PERA’s compliance witis¢ requirements and performing such
other procedures as we considered necessary ircitbemstances. We believe that our
examination provides a reasonable basis for ouni@pi Our examination does not provide a
legal determination on PERA’s compliance with spedirequirements.

Member of

” .
Offices in 17 states and Washington, DC HL International



In our opinion, PERA complied, in all material resps, with the aforementioned requirements
for the year ended December 31, 2007.

This report is intended solely for the informatimmd use of management, the Board of Trustees
and the Legislative Audit Committee, and is noentded to be and should not be used by anyone

other than these specified parties. However,répsrt is a matter of public record upon release
by the Legislative Audit Committee.

%WLL/A

Denver, Colorado
June 19, 2008
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m Clifton
Gunderson LLP

Certified Public Accountants & Consultants

June 19, 2008

Audit Committee
Colorado Public Employees’ Retirement Association

This letter is to provide you with information alha@ignificant matters related to our audit of the
financial statements of Colorado Public Employdestirement Association (PERA) for the year
ended December 31, 2007. It is intended solelyrfimrmation and use of the Audit Committee
and should not be used by anyone other than teisfsgd party.

We have provided at page 5-3 of this report aretteted June 19, 2008, concerning the internal
control conditions that we noted during our audiP&RA’s financial statements for the year
ended December 31, 2007.

Auditor’'s Responsibility Under Generally Accepteduditing Standards. Our audit of the
financial statements of Colorado Public Employdestirement Association for the year ended
December 31, 2007, was conducted in accordanceawnditing standards generally accepted in
the United States of America and the standardsicigde to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the UnitedestaDur
audit was performed for the purpose of forming amgressing an opinion about whether the
financial statements, which have been prepared byagement with your oversight, are
presented fairly in all material respects, in comfity with accounting principles generally
accepted in the United States of America. Our adwhfs not relieve you or management of your
responsibilities.

Other Information in Documents Containing Audited iRancial Statements. In connection
with the Association’s Comprehensive Annual Finah&8leport (“CAFR”), we did not perform
any procedures or corroborate other informatiordunhed in the CAFR. However, we read
management’s discussion and analysis of financiatlition and changes in fiduciary net assets
and considered whether the information or the mamerhich it was presented was materially
inconsistent with information or the manner of ergstion of the financial statements. Based
on our reading, we concluded that the informatimhnidbt require revision.

Significant Issues Discussed with Management PriorRetentionWe discuss various matters

with management each year prior to retention asR&ERuditors. These discussions occur in the
normal course of our professional relationship.réheere no significant issues, including the
application of accounting principles and auditinanslards, which were discussed with
management prior to our retention as auditors.

Member of

Offices in 17 states and Washington, DC '“te"‘atb"a'



Consultations with Other AccountantdVe were informed by management that they made no
consultations with other accountants on the apjpdicaof generally accepted accounting
principles and generally accepted auditing starglard

Qualitative Aspects of Accounting Practices.

Accounting Policies

Management is responsible for the selection andofissppropriate accounting policies. The
significant accounting policies used by PERA arecdeed in Note 2 to the financial statements.
GASB Statement No. 50 “Pension Disclosures (an @ment of GASB Statements No. 26 and
No. 27)" was adopted by PERA. Adoption of thist&taent more closely aligns the financial
reporting requirements for pensions with those dtiver postemployment benefits (“OPEB”)
and, in doing so, enhances information discloseabies to financial statements or presented as
required supplementary information (“RSI”) by pemsiplans and by employers that provide
pension benefits.

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

Accounting Estimates

Accounting estimates are an integral part of timarfcial statements prepared by management
and are based on management’s knowledge and experadout past and current events and
assumptions about future events. Certain accayestimates are particularly sensitive because
of their significance to the financial statementsl decause of the possibility that future events
affecting them may differ significantly from thosspected. The following is management’'s
description of the process utilized in forming esties for the valuation of certain investments
not traded on exchanges and certain real estagstments and alternative investments. These
estimates are based on the periodic relevant fiabimformation, the value of comparables,
independent appraisals or other relevant datanif@ignt estimates also include an estimate of
PERA'’s actuarial liabilities based on the actuaralluation.

Our consideration regarding the reasonablenessalfatrons for investments not traded on
exchanges was based primarily on a review of ssdeicivestments’ year-end annual reports, or
the most recent quarterly reports for the seleotgdstments. Our consideration regarding the
reasonableness of actuarial liabilities was basedapily on a review of the third party actuarial
valuation report.

Financial Statement Disclosures

Certain financial statement disclosures are pdaibusensitive because of their significance to
financial statement users. The funded status of divesions within PERA is a sensitive
disclosure due to the underfunded status of thésidins, and the discussion of actuarially
projected affects of legislation passed in 2006 ctwrect the underfunding within the
Management’s Discussion and Analysis section ofJAER.

Difficulties Encountered in Performing the AuditWe encountered no significant difficulties in
dealing with management related to the performancer audit.



Corrected Misstatementslhere were no material misstatements detected rasudt of audit
procedures and corrected by management that weteriaba either individually or in the
aggregate, to the financial statements taken asoéew

Representations from ManagemeniVe have requested the representations from manageme
that are shown in the attached Exhibit.

Disagreements with Managemenihere were no disagreements with management oncila

accounting and reporting matters, auditing procesiuror other matters which would be
significant to the Plan’s financial statements or @port on those financial statements.

Please contact Jim Comisky if you have any questi@garding the matters included in this
letter.

C%/@”WAL/A



Exhibit

We confirm, to the best of our knowledge and beleg of June 19, 2008, the following
representations made to you during your audit.

1.

The financial statements referred to above ardyfairesented in conformity with

accounting principles generally accepted in theté¢hiStates of America and the
notes include all disclosures required by laws eegllations to which the Plan is
subject.

With respect to actuarial assumptions and valuation

a. The Plan administrator accepts the actuarial metlaodi assumptions used by
the actuary for funding purposes and for deternginthe Plan’s benefit
obligations and has no knowledge or belief that lbanake such methods or
assumptions inappropriate in the circumstances.

b. There were no omissions from the participant datvided to the Plan's
actuary for the purpose of determining actuaridigtermined amounts in the
financial statements.

c. There have been no changes in the actuarial methrodssumptions used in
calculating amounts recorded or disclosed in tharftial statements.

d. There have been no changes in Plan provisions batihe actuarial valuation
date and the date of this letter.

We have made available to you all:
a. Financial records and related data.

b. Minutes of the meetings of the governing board andmittees of board
members, or summaries of actions of recent meefmgwhich minutes have
not yet been prepared.

c. Amendments to the Plan instrument (including amesmisr made to comply
with applicable laws), the trust agreement, or iasge contracts.

d. Actuarial reports prepared for the Plan and ther'®laponsor during the year
under audit.

There have been no communications from regulatogeneies concerning
noncompliance with, or deficiencies in, financi@borting practices.

We acknowledge our responsibility for the desigd anplementation of programs
and controls to prevent and detect fraud.

We have no knowledge of any fraud or suspectedifediecting the entity involving:

a. Management.



10.

11.

Exhibit

Employees who have significant roles in internaitoal.
b. Others where the fraud could have a material effache financial statements.

We have no knowledge of any allegations of fraudwspected fraud affecting the
entity received in communications from employeesiier employees, participants,
regulators, beneficiaries, service providers, tpadty administrators, or others.

The values of nonreadily marketable investmentsesgmt good faith estimates of
fair value determined by the Plan.

We have no:

a. Plans or intentions that may materially affect ¢herying value or classification
of assets and liabilities.

b. Presentintentions to terminate the Plan.
The following have been properly recorded or disetbin the financial statements:

a. Related-party transactions and related amountsvedale or payable, including
sales, purchases, loans, transfers, leasing amarge and guarantees.

b.  Arrangements with financial institutions involvirgpmpensating balances or
other arrangements involving restrictions on caslarces, line of credit, or
similar arrangements.

c. Guarantees, whether written or oral, under whiehRtan is contingently liable.
d. Agreements to repurchase assets previously solel theen properly disclosed.

e. Estimates that might be subject to material chaniein one year from the
date of the financial statements. We have idedtifll accounting estimates
that could be material to the financial statemeimtduding the key factors and
significant assumptions underlying those estimatasgd we believe the
estimates are reasonable in the circumstances.

f. Concentrations existing at the date of the findnsiatements that make the
Plan vulnerable to the risk of severe impact wiihire year from the date of the
financial statements. We understand that cond@misainclude the nature and
type of investments held by the Plan, or marketsaioich events could occur
which would significantly disrupt normal financeglhin the next year.

g. Amendments to the Plan instrument, if any.

There are no
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a. Violations or possible violations of laws or redgidas whose effects should be
considered for disclosure in the financial statet:en as a basis for recording a
loss contingency.

b.  Other material liabilities or gain or loss continges that are required to be
accrued or disclosed by Statement of Financial Aoting Standards No. 5.

c. Other matters (e.g., breach of fiduciary respotisés, loans or loans in
default, or events that may jeopardize the taxusjathat legal counsel have
advised us that must be disclosed.

There are no unasserted claims or assessmentsuhdwyer has advised us are
probable of assertion and must be disclosed inrdaocce with Statement of
Financial Accounting Standards No. 5.

There are no:

a. Material transactions that have not been properborded in the accounting
records underlying the financial statements.

b. Investments, loans, or leases in default or consittéo be uncollectible that
have not been disclosed in the supplemental scegdul

The Plan has satisfactory title to all owned assatsl there are no liens or
encumbrances on such assets, nor has any assepledged (except as has been
made known to you and disclosed in the financeteshents).

The Plan has complied with all aspects of contacligreements that would have a
material effect on the financial statements indfient of noncompliance.

We have apprised you of all communications, whetiréten or oral, with regulatory
agencies concerning the operation of the Plan.

No events have occurred subsequent to thediimlastatement date and through the
date of this letter that would require adjustmentr disclosure in, the financial
statements, except as disclosed in the CompreleeAsinual Financial Report.
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