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Members of the L egislative Audit Committee:
This report contains the results of the financial audit of the College Savings Program Funds of
Collegelnvest as of June 30, 2007. The audit was conducted pursuant to Section 2-3-103,

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

COLLEGEINVEST

COLLEGE SAVINGS PROGRAM FUNDS
FINANCIAL AUDIT

FISCAL YEAR ENDED JUNE 30, 2007

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, 2007. Clifton Gunderson LLP performed thudit in accordance with auditing
standards generally accepted in the United Stdtésmerica and the standards applicable to
financial audits contained i@overnment Auditing Standardssued 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,
2007.

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, 2007.

Summary of Key Findings and Recommendations

There was a significant deficiency in internal col# relating to the reconciliation of
participant’s contributions, distributions and totalan assets to the general ledgers of
Collegelnvest in both the Scholars Choice and DiRertfolio Funds. This finding is presented
as Finding #1 in the Findings and Recommendatieasa of this report.

There was a significant deficiency in internal col#t relating to segregation of duties. The
finding is presented as Finding #2 in the Findiagd Recommendations section of this report.

There was a significant deficiency in internal col#t relating to deviations from the Scholar’s
Choice investment policy. The finding is presentesl Finding #3 in the Findings and
Recommendations section of the report.

There were no findings or recommendations for & gnded June 30, 2006.



Required Communication

Auditor’'s Responsibility Under Generally Accepteduditing Standards. Our audit of the
financial statements of the Collegelnvest Colleggiisys Plan Funds (the Funds) for the years
ended June 30, 2007 and 2006, was conducted imdaeue with auditing standards generally
accepted in the United States of America. Thosedstrds require that we plan and perform the
audit to obtain reasonable, but not absolute, asserabout whether the financial statements are
free of material misstatement. Reasonable asseiran@n audit is obtained by examining
evidence supporting the amounts and disclosurdéseiriinancial statements on a test basis. An
audit does not include verification of all transacs and account balances, nor does it represent
a certification of the absolute accuracy of thaficial statements.

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

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

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

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

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

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

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

Management Judgments and Accounting EstimateIhere were no significant accounting
estimates of financial data which would be parficlyl sensitive and require substantial
judgments by management.

Audit Adjustments We noted no adjustments during our audit. Howeas a result of our
Finding #1, management identified one adjustment$48,655,178 to reduce participant
contributions and distributions due to an oversieiet caused by double counting broker-to-
broker transactions.



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

Disagreements With Managementhere were no disagreements with management onciala
accounting and reporting matters, auditing procesiuror other matters which would be
significant to the Funds’ financial statements or @port on those financial statements.

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

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

Difficulties Encountered in Performing the Audit. We encountered no serious difficulties in
dealing with management related to the performancerr audit.
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RECOMMENDATION LOCATOR
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Entity’s Implementation
Recommendation Summary Response Date
Collegelnvest should require Partially Decentii, 2007
Legg Mason to reconcile detailed  agree
participant information to trial
balances on a monthly basis.
Collegelnvest should segregate Agree Noeerdd, 2007
duties of user setup and through
system administration from duties June 308200
such as vendor setup, accounts
payable and posting journal entries.
Collegelnvest should formally Agree March 3008

accept deviations from the
investment policy during

Finance and Investment Committee
meetings.



DESCRIPTION OF THE
COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS

Organization

The Colorado General Assembly pursuant to ColoReised Statutes 23-3.1-2 01, et seq. and
23-3.1-3 01, et seq. established a student oligabond program (Student Loan Program
Funds, which consist of the Borrower Benefit FuBhnd Funds, the Collegelnvest Early
Achievers Scholarship Fund, and Nursing TeachemUeargiveness Fund), a post secondary
education expense program (Prepaid Tuition Funa),an Internal Revenue Code Section 529
college savings program (Scholars Choice Fund,cDipartfolio Fund, and Stable Value Plus
Fund), which are administered by Collegelnvest.e pPhograms assist students in meeting the
expenses incurred in availing themselves of higidwcation opportunities. The Executive
Director of the Colorado Department of Higher Edimahas responsibility for oversight and
management of Collegelnvest and appoints the irecf Collegelnvest. In addition,
Collegelnvest has a nine person Board of Direc(Beard) designated by the Governor and
approved by the State Senate to serve four yaaster

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

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

Scholars Choice Fund

The Scholars Choice Fund was established in Octd®88. The Scholars Choice Fund had
more than 123,000 active accounts and $2.5 bilhiamet assets as of June 30, 2007. Officials at
Collegelnvest oversee the Fund but contract wighizate financial service firm, Coser Bridge
Advisors, LLC (CBA) to manage the Fund.
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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 Assetayanarket
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 33,000vacticcounts and $710 million in net assets
as of June 30, 2007. 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 risktfpios 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 accordmn@ 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 65% in stock market index funds and 35%0imd 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 35% 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 perfoxeaf 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 accanttss24 million in net assets as of June 30
2007. Collegelnvest is the trustee and the adma@ 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.



FINDINGS AND RECOMMENDATIONS

Finding #1: Reconciliation of Participants Information to Trial Balance

Adequate safeguarding of assets requires stroegnaitcontrols such as regular reconciliations
of account balances between two separate entitiesenboth are responsible for recordkeeping.
In the Scholar's Choice Fund, Legg Mason accoumts dll participant contributions,
distributions, and total plan assets and also mésstrial balance reports to Collegelnvest on a
monthly basis which Collegelnvest uses to adjssinternal records. The trial balance report
summarizes the detail of contributions and distrdns and also aggregates the total portfolio
activity including earnings, fees, and total plasets. According to Legg Mason, it does not
regularly reconcile the detail of the participaontributions, distributions, and total plan assets
to the trial balances that it transmits to Collegelst, but rather performs the reconciliation on an
annual basis. Collegelnvest’s contract with Leggtfarequires that:

The Contractor [Legg Mason] shall keep adequaterdscof the Account Balance with
respect to each Account, and compile, prepare amlived to the Authority
[Collegelnvest] and Account Owners on a timely bdke financial information, reports
and statements required...

The contract also states that Legg Mason “...sh@pgre and deliver to the Authority, within

ten (10) calendar days immediately following the eh each calendar month, reports in a form
satisfactory to the Authority...” This includes amformation that Collegelnvest reasonably
requests.

During our tests of controls in the Scholars Chokund, we attempted to reconcile the
participant details reported to us directly by Ledgson to the trial balances of Collegelnvest.
During this process, we noted that there were Bogmit differences between amounts reported
to us by Legg Mason as participant contributiomstridhutions, and total plan assets and amounts
recorded by Collegelnvest on its general ledger famahcial statements. As a result of our
initial discussion of these differences with Coléwvest, management identified an adjustment
of $48,655,178 to reduce participant contributi@msl distributions due to an overstatement
caused by double counting broker-to-broker tramsast Without performing a full
reconciliation between participant contributionstrabutions, and total plan assets and the trial
balance on a regular basis there is a more thatyldhance that misstatements may occur that
are more than inconsequential without being deteote a timely basis. In turn, these errors
could affect participants’ earnings. Collegelnvlss a fiduciary duty to ensure participant
activity is recorded accurately and that errorsdatected and addressed in a timely manner.



Recommendation #1:

Collegelnvest should ensure that Legg Mason comphigh the contract by requiring that Legg
Mason keep adequate records on the detailed anobyoarticipant contributions, distributions,

and total plan assets. This would include College$t requiring that Legg Mason provide
verification that the monthly trial balances haweib reconciled to account activity on a timely
basis.

Collegelnvest's Response

Partially Agree. Legg Mason utilizes the followinvgndors for recordkeeping and custodial
services for the Scholars Choice College Savings H?lan):

1. State Street Bank (SSTB) serves as the custodiathéosecurities of the underlying
funds of the Plan and prepares the trial balanceshie Plan. SSTB performs a daily
share reconciliation that insures that total pgréiot shares in the recordkeeping systems
agree to outstanding shares in the Plan’s accauméoords. SSTB obtains a SAS70
annually.

2. Smith Barney and Boston Financial Data ServicesD®F maintain the individual
accounts on a daily basis. Smith Barney maintdénes accounts for Smith Barney
brokers and BFDS maintains the accounts for Citigraffiliates and third-party brokers.
Both entities obtain SAS70 reports annually.

3. Legg Mason Fund Services and Legg Mason Global &ukdiministration performs
recordkeeping for the Plan and utilizes its 529 @pens Department to perform
oversight for the various contractors utilized fecordkeeping, accounting and custodial
services.

Collegelnvest agrees that a periodic reconciliatishould be performed. However,
Collegelnvest feels that the share reconciliatibat tis performed by SSTB is sufficient.
Collegelnvest will implement a quarterly reviewtbe share reconciliation that is performed by
State Street Bank. Any material discrepancies bglinvestigated. Additionally, as part of the
annual audit process, Collegelnvest will insure #llareconciling items are documented and any
other variances are immaterial. As of June 307280 reconciling items are documented.

Almost all of the reconciling items as of June 3007, were due to broker to broker transfers.
As noted above, Collegelnvest identified a recfacsdion to reduce participant contributions
and redemptions caused by broker to broker traisect Broker to broker transfers occur when
a broker transfers from the Smith Barney platfoortite BFDS platform, or vice versa. The
process to transfer from one platform to the oth@ccomplished in the recordkeeping system as
a redemption from the current platform and a cbation to the new platform. This process
ensures all shares and assets remain investettmhes and the participant’s account is never
out of the market. Going forward, these trarisastwill be reclassified and netted in the trial
balance so that contributions and redemptions ere@verstated. Participant accounts were not
affected by broker-to-broker transfers or by tislassification.
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Collegelnvest understands that the current prooésiily share reconciliation is the industry
norm for financial products including mutual funaisd 401Ks. Further, Collegelnvest believes
that the daily share reconciliation performed byTBSs sufficient because the following
additional controls are in place for participant@ants:

1. Participants receive written notification of all statransactions posted to their

account. This includes contributions, redemptiared exchanges. The only

exclusion is for periodic automated contributiondanedemptions via ACH.

Notifications are sent to participants the follogidgay.

Participants receive written address change nati6o.

Participants receive a written quarterly accouateshent.

Participants may have 24 hour a day online accacegss, if desired.

A statistical sample of all transactions is selgatiaily by Boston Financial Data

Services and is reviewed for quality control.

A statistical sample of all quarterly account statats is selected by Legg Mason

Fund Services and Smith Barney and is verified regjaihe transactions for the

corresponding quarter.

7. Clifton Gunderson selects a sample of contributiand redemptions as part of its
annual audit process. There were no exceptiotieiaudit sample.

abrwn

o

Auditor's Addendum

Without requiring Legg Mason to provide verificatiof a regular reconciliation between the

monthly trial balances, the basis for Collegelngestonthly adjustments to its internal records,
and the account activity, Collegelnvest cannot ensiat misstatements will be detected on a
timely basis. This affects the accuracy of repgrparticipant account activity and could impact
participants' earnings.

Finding #2: Segregation of Duties

Collegelnvest is responsible for designing and en@nting internal controls that are sufficient
to adequately safeguard its assets. A componesirafig internal control over assets, such as
cash, includes a proper segregation of dutiesa dingle employee has access to vendor setup
rights, accounts payable, and blank check stoatqutd create a situation where a false vendor
could be established and paid without being dedecta timely manner.

As a part of our audit, we gained an understandfragccess controls over network and financial
systems. During our discussions with managemeret, discovered that both the Senior
Accountant and the Accountant Il have full systedmamistration rights to the Great Plains
financial software. Also, both positions have ascto blank check stock, vendor setup rights,
and the accounts payable module. Finally, thed@ehicountant possesses rights to enter and
post journal entries. As a mitigating control, ther of these individuals receive the bank
statement or prepare or review the bank reconoihat However, the ability to access assets
and record entries in the financial systems remtssa lack of segregation of duties that should
be addressed.
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Recommendation #2:

Collegelnvest should improve its internal controler cash and other assets by expanding its
internal control procedures to include adequateegggion of duties related to employees’
access to accounting system modules and blank &dteck. In addition, Collegelnvest should
adequately segregate the duties of user setup ystdns administration from duties such as
vendor setup, accounts payable, and posting joemtaks. Finally, accounting duties should be
assigned to ensure that adequate segregationie$ auxists.

Collegelnvest’'s Response:

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

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

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

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

Finding #3: Compliance with Investment Policy

The Board of Directors has adopted a policy thdinde certain parameters within which the
Scholar's Choice Funds investment managers may sinygarticipant’s contributions.
Investments that are noncompliant with the statedicpy may produce results that are
inconsistent with the Board’s intentions.

The ongoing monitoring of the performance of theaficial institution selected as the Fund’s
administrator has been delegated to the Financelrarestment Committee (the Committee).
During our audit, we noted that certain investmentthe Scholars Choice Fund do not comply
with the stated policy adopted by the Board. Lé&ggson, the Fund’s administrator, created a
Letter of Understanding with Collegelnvest to addré¢his issue. On a quarterly basis, Legg
Mason provides information on these investmentssidet of the policy to Collegelnvest.

According to Collegelnvest management, the Committeviews these reports, and if the
variances are immaterial to the fund, the Committeeld not recommend changes but would
continue to monitor the differences. During ouriegv of the minutes of the Committee, we did

12



not note any mention of approval by the Committedaviations from the Board’s investment
policy. Lack of such documentation gives the apgaeee that the policy is not being actively
enforced by the Committee.

Recommendation #3:

We recommend that Collegelnvest formally accepiat@mns that are not considered threats to
the intent of the Board or the spirit in which tpelicy was created through discussion and
documentation of those discussions in the minutéseoCommittee.

Collegelnvest's Response

Agree. Collegelnvest established a Letter of Usideiding with Legg Mason to address
variances from the Investment Policy Statement. lleGelnvest continues to monitor all
variances and documents discussion and resolufiomaterial deviations from the Investment
Policy Statement in the minutes of the Finance #&mdestment Committee. In addition,
Collegelnvest will reaffirm with the Board how itowld like to resolve immaterial variances by
no later than March 31, 2008.
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Independent Auditor's Report

Members of the Legislative Audit Committee:

We have audited the accompanying financial staté&sneh each major fiduciary fund of
Collegelnvest, (a division of the Department of g Education, State of Colorado) College
Savings Program Funds, as of and for the yearsngndune 30, 2007 and 2006 which
collectively comprise the basic financial staterseonf the Collegelnvest College Savings
Program Funds, as listed in the table of contdrtese financial statements are the responsibility
of Collegelnvest College Savings Program Funds’agament. Our responsibility is to express
opinions on these financial statements based oauwulits.

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

As discussed in Note 1 — Organization and Summéargignificant Accounting Policies, the
financial statements of the Collegelnvest Collegeii®ys Program Funds are intended to present
the financial position and results of operations daly that portion of the financial reporting
entity, State of Colorado, that is attributablehe transactions of Collegelnvest, College Savings
Program Funds. They do not purport to, and dopnesent fairly, the financial position of the
State of Colorado as of June 30, 2007 and 2006thendhanges in its financial position and its
cash flows, where applicable, for the years thaednin conformity with accounting principles
generally accepted in the United States of America.

In our opinion, the financial statements referredbove present fairly, in all material respects,
the net assets of each major fiduciary fund of €minvest's College Savings Program Funds, as
of June 30, 2007 and 2006, and the changes inssetsafor the years then ended in conformity
with accounting principles generally accepted m thited States of America.
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In accordance withGovernment Auditing Standardsve have also issued our report dated
December 13, 2007 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 witlisovernment Auditing Standardsd should be read in conjunction with this

report in considering the results of our audit.

The Management’s Discussion and Analysis (MD&A)pamges 16 to 21 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 13, 2007
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2007 AND 2006

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, 2007 and 2006
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 (formerly the College in
Colorado Scholarship Trust), and the Nursing Teatlman Forgiveness Fund. The Scholars
Choice, Direct Portfolio, and Stable Value Plus d=uare plans within the Section 529 college
savings program of Collegelnvest (Program). ThedSuare presented as fiduciary funds
(specifically, private purpose trust funds) in 8tate of Colorado Comprehensive Annual Financial
Report. Management is responsible for the findrat@ements, footnotes, and this discussion.
The management’s discussion and analysis shouledakin conjunction with the Funds’ financial
statements.

Overview of the Financial Statements:

This annual report contains two sections — managesndiscussion and analysis (this section) and
the basic financial statements. The basic findrsteements include the Statement of Fiduciary
Net Assets 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 usbbaltor 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 yedch#&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 PortfdFund began operations in October 2004.
Therefore, the accompanying management’s discusamohanalysis includes activities for the

Direct Portfolio Fund for the nine month period eddune 30, 2005.
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
JUNE 30, 2007 AND 2006

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 DPF. The agreement with the Managers is fectisold accounts and expires on December
31, 2009 with the right to extend the agreementvi@r 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 investmetntrnm for DPF is based on the market
performance of investments. DPF offers elevenstment options, including three age-based
options and eight blended and individual portfqalios which participants may invest. Each
investment option is comprised of one or more & #ight portfolios within DPF. These
investment options are designed to help meet dviergestment goals of investors.
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
JUNE 30, 2007 AND 2006

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 administrafiaeeof .75%. For the calendar year ending
December 31, 2004 Metlife agreed to pay an anratal of 5.0%. The rate was 4.05% for the
calendar years ending December 31, 2005 and 2086.rate was 4.10% from January 1, 2007
through June 30, 2007. For the period from incepthrough October 31, 2004 Collegelnvest
charged an administrative fee of .99%. As of Noweml, 2004 Collegelnvest reduced its

administrative fee to .75%. Therefore, the anmetl rate was 3.06% from January 1, 2004
through October 31, 2004, 3.30% from November 142¢hrough December 31, 2006 and

3.35% from January 1, 2007 through June 30, 2007.

Comparison of Current Year Results to Prior Year:

Condensed Statements of Fiduciary Net Assets Asef30:

2007 2006 2005
(dollar amounts expressed in thousands)
Cash and investments $ 3,255,440 $ 2,460,882 $ 1,977,896
Receivables and other 11,761 10,915 4,996
Total fiduciary assets 3,267,201 2,471,797 1,982,892
Total liabilities 9,073 7,632 4,639
Total fiduciary net assets, held in trust $ 3,258,128 $ 2,464,165 $ 1,978,253
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
JUNE 30, 2007 AND 2006

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

Combined cash and investments of the Program isedeby $794.6 million, or 32%, from June
30, 2006 to June 30, 2007. Cash and investmerrsased by $483.0 million, or 24%, from June
30, 2005 to June 30, 2006. The increase in caghnaestments for both years was primarily a
combination of net participant contributions andestment income. Net participant contributions
were $429.6 million, $378.6 million, and $373.5 lmit during the years ended June 30, 2007,
2006, and 2005, respectively. Net investment ireamas $384.6 million, $123.4 million, and
$80.5 million during the years ended June 30, 220@6, and 2005, respectively.

Receivables consist primarily of contributions reed but not invested, and dividends and interest
receivable. Receivables from contributions readilsat 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 increased by $1.4 million from June 2006 to June 30, 2007. Total liabilities increhse
by $3.0 million from June 30, 2005 to June 30, 20Tke 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.

2007 2006 2005
(dollar amounts expressed in thousands)
Net investment income $ 384584 $ 123438 $ 80,509
Participant contributions 665,281 538,798 483,913
Fee income 619 546 540
Total additions 1,050,484 662,782 564,962
Benefits paid to participants and withdrawals 235,700 160,236 110,417
Administrative, marketing expenses and service fees 19,905 16,241 12,642
Total deductions 255,605 176,477 123,059
Net change in fiduciary net assets before transfers 794,879 486,305 441,903
Transfers and change in amounts due to participants (916) (393) (111)
Fiduciary net assets, beginning of year 2,464,165 1,978,253 1,536,461
Fiduciary net assets, end of year $ 3,258,128 $ 2,464,165 $ 1,978,253
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
JUNE 30, 2007 AND 2006

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

Net investment income is comprised of dividendderest income, and net realized and
unrealized gains from security transactions. Nsdlized and unrealized gains on security
transactions were $279.6 million, $33.5 million &®&#.1 million for the years ended June 30,
2007, 2006, and 2005, respectively. The net redliand unrealized gains on security
transactions during 2005 declined by $86.1 milfimm 2004. Net realized and unrealized gains
on security transactions during 2006 remained stabtl decreased by only $600,000 from 2005.
Net realized and unrealized gains on security &reisns during 2007 increased by $246.1
million from 2006 due to market conditions. Inwvaesnt income was $106.5 million, $91.3

million, and $48.1 million for the years ended J@0¢ 2007, 2006, and 2005, respectively. The
increase in investment income is primarily a restiin increase in net assets of the Program.

The Program participant contributions, net of withwlals, increased by $51.0 million to $429.6
million for the year ended June 30, 2007 as contpbares378.6 million for the year ended June
30, 2006. Net participant contributions increabgd$5.1 million for the year ended June 30,
2006 as compared to the year ended June 30, 2005.

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

2007 2006 2005
(dollar amounts expressed in thousands)

Participant contributions:

Scholars Choice Fund $ 458,772 $ 385,268 $ 387,534
Direct Portfolio Fund 197,991 146,766 89,625
Stable Value Plus Fund 8,518 6,764 6,754

Total participant contributions $ 66528 $ 538,798 $ 483,913

Benefits paid to participants and withdrawals:

Scholars Choice Fund $ 186,444 $ 130,525 $ 97,886
Direct Portfolio Fund 40,582 23,498 9,109
Stable Value Plus Fund 8,674 6,213 3,422

Total benefits paid to participants and withdraw&ls 235,70( $ 160,236 $ 110,417

Participant contributions were 23.2%, 24.2% an®%/of average net assets for the years ended
June 30, 2007, 2006, and 2005, respectively. Ber@did to participants and withdrawals were
8.2%, 7.2% and 6.3% of average net assets fordaaesyended June 30, 2007, 2006, and 2005,
respectively.
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
JUNE 30, 2007 AND 2006

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

Fee income is primarily comprised of funds receiftien Legg Mason and the Managers for
marketing and promotion of the Funds. Collegelhveseived $278,000 and $341,000 in fee
income from Legg Mason and the Managers, respégtifce the year ended June 30, 2007. The
fee income received from Legg Mason and the Marsafygrthe year ended June 30, 2006 was
$380,000 and $166,000, respectively, and the feenie received from Legg Mason and the
Managers was $383,000 and $155,000, respectivelyhé year ended June 30, 2005.

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, 2007, 2006, and 2005.

Economic Factors:

Performance of individual participant accounts amdlvidual portfolios within the Program is
dependent on risk factors associated with marks¢dhanvestments. 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 dit guarantee acceptance into any institution of
higher education. Participants are responsiblesébecting portfolios in accordance with their
risk tolerance. The Program does not guaranteenref principal or a certain investment rate of
return on investments. Under the MetLife AgreembfdtLife 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 oeswwpf the Funds’ finances. Questions
concerning any of the information provided in théport or requests for additional information

should be addressed to: Kenton J. Spuehler, Ghirencial Officer, Collegelnvest, 1801
Broadway, Suite 1300, Denver, CO 80202.
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
STATEMENTS OF FIDUCIARY NET ASSETS
JUNE 30, 2007 AND 2006
(Dollar amounts expressed in thousands)

2007 2006
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 $ 2,845 $ - $ 43 % 2,888 $ 3712 % - $ 3 3 3,715
Investments, at fair value 2,519,309 709,693 23,550 3,252,552 1,957,527 476,696 22,944 2,457,167
Receivable for portfolio units sold 4,589 - - 4,589 4,300 - 4,300
Interest receivable 4,301 1,150 - 5451 4,827 768 - 5,595
Due from plan managers 207 58 38 303 159 39 39 237
Due from (to) Student Loan Program Funds 1,410 45 (37) 1,418 432 377 (26) 783
Total fiduciary assets 2,532,661 710,946 23,594 3,267,201 1,970,957 477,880 22,960 2,471,797
Liabilities:
Accounts payable 39 16 1 56 32 18 12 62
Payable for investments purchased 5,418 - 49 5,467 5,180 - 23 5,203
Service and investment fees payable 1,495 390 - 1,885 1,151 259 1,410
Deferred revenue 164 87 - 251 61 398 459
Due to participants 1,414 1414 498 498
Total liabilities 8,530 493 50 9,073 6,922 675 35 7,632
Total fiduciary net assets, held in trus $ 252413 $ 71045. $§ 2354 $ 325812 $ 1964035 §$ 477,205 $ 22925 $ 2,464,165

The accompanying notes are an integral part oktfirancial statements.
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COLLEGE SAVINGS PROGRAM FUNDS

COLLEGEINVEST

STATEMENTS OF CHANGES IN FIDUCIARY NET ASSETS
FOR THE YEARS ENDED JUNE 30, 2007 AND 2006
(Dollar amounts expressed in thousands)

2007 2006
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 $ 86,474 % 19,2147 % 928 % 106,549 $ 77,376 $ 12998 $ 889 $ 91,263
Net realized and unrealized gains
from securities transactions 218,425 61,133 - 279,558 23,292 10,162 - 33,454
304,899 80,280 928 386,107 100,668 23,160 889 124,717
Less investment fees (1,051) (472) - (1,523) (954) (325) - (1,279)
Net investment income 303,848 79,808 928 384,584 99,714 22,835 889 123,438
Participant contributions 458,772 197,991 8,518 665,281 385,268 146,766 6,764 538,798
Fee income 278 341 - 619 380 166 - 546
Total additions 762,898 278,140 9,446 1,050,484 485,362 169,767 7,653 662,782
Deductions:
Benefits paid to participants
and withdrawals 186,444 40,582 8,674 235,700 130,525 23,498 6,213 160,236
Service fees 13,837 3,378 - 17,215 11,383 2,321 - 13,704
Administrative fees 2,243 591 153 2,987 1,823 407 154 2,384
Marketing expenses 278 341 - 619 380 166 - 546
Excess (reduced) operating expenses (1,170) 146 108 (916) (724) 272 59 (393)
Total deductions 201,632 45,038 8,935 255,605 143,387 26,664 6,426 176,477
Net change in fiduciary net assets
before transfers 561,266 233,102 511 794,879 341,975 143,103 1,227 486,305
Intraplan administrative fee transfers (254) 146 108 - (331) 272 59 -
Change in due to participants (916) - - (916) (393) - - (393)
Fiduciary net assets, beginning of year 1,964,035 477,205 22,925 2,464,165 1,622,784 333,830 21,639 1,978,253
Fiduciary net assets, end of ye: $ 2,524,13 $ 710,45 $ 23,54 $ 3,258,12 $ 1,964,035 $ 477205 $ 22925 $ 2,464,165

The accompanying notes are an integral part oktfirancial statements.
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

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 Earhhigeers Scholarship, formerly College in
Colorado Scholarship Trust), a loan forgivenesgam (Nursing Teacher Loan Forgiveness), and
a Section 529 college savings program (Prograrhg Arogram includes the Scholars Choice Fund
(SCF), Direct Portfolio Fund (DPF), and Stable \¢aRius Fund (SVP) (Funds), all of which are
administered by Collegelnvest. The mission of €@lnvest is to be Colorado’s higher education
financing leader and to help Colorado families krdawn the financial barriers to college. The
operations of the Funds are accounted for undesuatiag principles generally accepted in the
United States of America as a private-purpose.tr@sillegelnvest receives no grants from, and is
not otherwise financially assisted by, the Stataryrlocal government of the State. Collegelnvest
is an enterprise activity under Section 20, Artilef 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?PE 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 tkeatpns 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 accompanyingufoial statements. Thus, the accompanying
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2007 AND 2006

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 @dvantages 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 participeansubject 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 whodljuralified 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, 2007. ddemmpanying 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
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COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2007 AND 2006

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, 2007 AND 2006

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, 2007.

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, 2007 AND 2006

1. Organization and Summary of Significant Accounng Policies:

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 beneficigoyoapghes 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 65% stock funds Portfolio
50% bond funds 35% bond funds 100% stock funds
6 through 10 Conservative Growth Portfolip Moderate Growth Portfolio Growth Portfolio
35% stock funds 50% stock funds 65% stock funds
65% bond funds 50% bond funds 35% bond funds

11 through 15

Income Portfolio
75% bond funds
25% money market funds

Conservative Growth Portfolio
35% stock funds
65% 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 35% stock funds

65% 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:
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1. Organization and Summary of Significant Accounng Policies:

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 85% 55% 45% 35% 0%
Vanguard® Total International
Stock Index Fund 15% 10% 5% 0% 0%
Total Stock Funds 100% 65% 50% 35% 0%
Vanguard® Total Bond Market
Index Fund 0% 35% 50% 65% 50%
Vanguard® Inflation-Protected
Securities Fund 0% 0% 0% 0% 25%
Total Bond Funds 0% 35% 50% 65% 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-wedybtend 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
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1. Organization and Summary of Significant Accounng Policies:
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% Mer ¢alendar years ended December 31, 2006
and 2005. MetLife increased the annual rate t®%.Jffective January 1, 2007. As of
November 1, 2004 Collegelnvest reduced its adnmatige fee to .75% from .99%. Therefore,
the annual net rate was 3.30% from November 1, 20@tigh December 31, 2006. The annual
net rate was 3.35% from January 1, 2007 througk 30n2007.

Collegelnvest may discontinue the MetLife Agreemantany time. In the event of such
discontinuance, Collegelnvest shall direct the stivent 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 ldetermined by MetLife to be a Colorado

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

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

to a Colorado Competing Fixed Interest Fund if 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 wigdnhvested 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 accruailsbasaccounting 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.

30



COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2007 AND 2006

1. Organization and Summary of Significant Accounng Policies:

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, 2007 and 2006.

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 tigio earnings.
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1. Organization and Summary of Significant Accounng Policies:
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#. 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,
2007 and 2006, the investment fees paid by SCF $&demillion and $1.0 million, respectively,
under the CAM Agreement. In addition, accordinghi® CAM Agreement, each participant bears
certain ongoing service fees that will vary witke tinit 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 $13.8 million and $11.4 million for the yganded June 30, 2007 and 2006, 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&2.2 million and $1.8 million for the years
ended June 30, 2007 and 2006, respectively.
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1. Organization and Summary of Significant Accounng Policies:

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 annuaqage rate of .65% of average daily net assets.
During the year ended June 30, 2007, DPF paid timezd fees of $472,000 and service fees of
$3.4 million. During the year ended June 30, 2(DBF paid investment fees of $325,000 and
service fees of $2.3 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®58fL,000 and $407,000 for the years ended
June 30, 2007 and 2006, 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 $153,000 and
$154,000 for the years ended June 30, 2007 and, 286@ectively, which was less than actual
expenses incurred for the Fund by Collegelnvest.
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1. Organization and Summary of Significant Accounng Policies:

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 feiee @lan participants for the following year.

As of June 30, 2007, approximately $1.4 milliorfées were collected from participants in excess
of actual expenses and is restricted for futureergps of Collegelnvest in its capacity as
administrator of the Program. As of June 30, 2@p@roximately $498,000 in fees were collected
from participants in excess of actual expenses.rinDuhe fiscal year ended June 30, 2007,
approximately $900,000 of excess fees were cotlecte

Reclassifications:

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

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 equitslare held in trust by the Funds’ Managers as
of June 30, 2007 and 2006. 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 transferredet_¥é of $49,000 and $23,000 as of June 30,
2007 and 2006, 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:

2007 2006
(dollar amounts expressed in thousa
Demand deposit accounts $ 43 $ 3
Money market accounts 2,845 3,712
Total cash deposits $ 2,888 $ 3,715

Custodial credit risk is the risk that, in the etveri 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 possessianmadutside 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 as follows:

Fair Value
2007 2006
(dollar amounts expressed in thousa
Scholars Choice Fund $ 2,519,309 $ 1,957,527
Direct Portfolio Fund 709,693 476,696
Stable Value Plus Fund 23,550 22,944
Total investments $ 3,252,552 $ 2,457,167

35



COLLEGEINVEST
COLLEGE SAVINGS PROGRAM FUNDS
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2007 AND 2006

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 bla¢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 the fixed-income portiafl e committed to
the securities of any one issuer at the time of purchase, witbxteption of securities
issued or guaranteed by the full faith and credit of the UnitekesStat AAA rated
securities issued by governmental agencies as to which there is no limit.

[B] No more than 5% of the assets of the short-term investnoeouat shall be committed
to certificates of deposit from one institution.

[C]Repurchase agreements must be secured by U.S. Treasuggtiobs or U.S. Agency
Securities.

[D]No more than 5% of the total amount of the underlying portfolidnéndecurities of any
one issuer; no more than 5% of the outstanding shares of any singleattorpand no
more than 25% of the total amount of the underlying portfolio in any one industry.

[E] No more than 5% of the total amount of the underlying portfolilvénsiecurities of any
one issuer; no more than 5% of the outstanding shares of any singleatiorpor
investment in any one country shall be no more than a) 25% of the nataha of the
underlying portfolio or, b) the country weight in the EAFE benchmark plus 408sa
minimum of eight countries should be represented in the underlying portfolio.

Stable Value Plus Fund

The Board approves the investment policy for the SVP. Generallytnmeets include any
funding agreement, guaranteed interest contract, guaranteed investorgrdact, annuity
contract, repurchase agreement, or other similar investments at@dssued by an insurance
company or other investment provider with financial strength ratingsny one of the three
highest rating categories by two or more nationally recogniz@tyragencies which regularly
rate the ability of such investment providers to pay claims. TWe &ay terminate any
agreement with an existing investment provider should two or mofres afationally recognized
rating agencies reduce their rating of the provider to a catebatyis below the lowest “A”
rating. As of June 30, 2007, the MetLife Insurance Company of Connéctiating 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 aw$ollo

Fair Value
2007 2006
(dollar amounts expressed in thousa
Western Core Plus Bond FL $ 518,27( $ -
Legg Mason Value Trust Fu 466,09 -
Vanguard Total Stock Market Index Ft 382,86¢ 255,21¢
John Hancock Classic Value Ft 371,99: -
Legg Mason Partners Large Cap Growth F
(f/k/a Smith Barney Large Cap Growth Fu 306,95 443,36
Vanguard Total Bond Market Index Ft 234,59¢ 165,51

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

Grade Bond Funi 200,71 180,17°
Legg Mason International Equity Trust Ft 196,38t -
Western Asset Money Market FL 118,55: -
Pennsylvania Mutual Fui 98,47¢ -

Legg Mason Partners Small Cap Growth F 97,96! -

Legg Mason Partners Global High Yield Bond F 78,41« -

Legg Mason Partners Aggressive Growth F 65,49« -
Vanguard Total International Stock Index F 44,35k 28,48¢
Vanguard Prime Money Market Fu 33,73 17,92¢
Investment Agreement — MetL 23,50¢ 22,90(
Vanguard Inflation-Protected Securities F 14,13¢ 9,55(
JP Morgan Prime Money Market Ft 41 44
Salomon Brothers Investors Value F - 442 55;
BlackRock Government Income Fu - 241,45
Legg Mason Partners Investment Grade Bond

(f’lk/a Smith Barney Investment Grade Bond Fi - 167,75¢
AFG EuroPacific Growth Fur - 146,49:
Smith Barney Cash Portfolio Fu - 82,11¢
Legg Mason Partners Small Cap Value Fund (

Smith Barney Small Cap Value Fu - 72,21¢
Salomon Brothers Small Cap Growth F - 71,16:
MDF Global All Cap Growth and Value Fu - 45,18¢
Salomon Brothers High Yield Bond Fu - 41,42
MDF All Cap Growth and Value Fui - 13,39¢
MDF Balanced All Cap Growth and Value Ft - 10,22¢

$ 3,252,552 $ 2,457,167
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2. Cash, Cash Equivalents and Investments (contied):

Interest Rate Risk:

Interest rate risk is the risk that changes in maikterest 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€mllegelnvest 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$-ueport interest rate risk evaluation of the

fixed income mutual funds in the various portfollmssed on the duration and weighted average
maturity methods:

2007 2006
Weighted Weighted
Average Average
Duration ~ Maturity Duration Maturity
BlackRock Government Income Fund N/A 5.1 years
Legg Mason Partners Global High Yield Bond 4.2 years N/A
Legg Mason Partners Investment
Grade Bond Fund N/A 8.6 years
Legg Mason Partners Short-Term
Investment Grade Bond Fund
(flk/a Smith Barney Short-Term
Investment Grade Bond Fund) 2.6 years 2.0 years
Salomon Brothers High Yield Bond Fund N/A 4.2 years
Vanguard Total Bond Market Index Fund 4.5 years N/A
Vanguard Inflation-Protected Securities Fund 6.3 years 6.2 years
Western Core Plus Fund 5.1 years N/A
Credit Risk:

Generally, credit risk is the risk that an issuer or other cquantgrto an investment will not
fulfill its obligation to the holder of the investment. This is swead by the assignment of a
rating by a nationally recognized statistical rating orgaitirat Investment options in SCF and
DPF attempt to diversify risk by offering multiple portfolio optiongh a range of credit risk
characteristics. Investments of the Underlying Portfolios dhallselected and managed in
accordance with the standards set forth in Section 15-1-304, C.R.S.is,T{@twith the care
which men of prudence, discretion and intelligence exercise in thageaent of the property
of another, not in regard to speculation but in regard topé&mmanent disposition of funds,
considering the probable income as well as the probable safetpitdl,cand (b) for the sole
benefit of the beneficiary. Investment decisions shall be nradsccordance with the prudent
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2. Cash, Cash Equivalents and Investments (contied):
Credit Risk (continued):

investor rule set forth in Section 15-1.1-102, C.R.S. Consistent witabibee, the Committee
will determine, from time to time, suitable investment pararmseter the Scholars Choice
College Savings Trust and the Direct Portfolio Trust which seeks to conkrthrisigh portfolio
diversification. Additionally, Collegelnvest’s investment policytesathat all mutual fund assets
are subject to the provisions of the Investment Company Act of 1940. Amef30, 2007 and
2006, investments in the SCF and DPF portfolios and the Funding Agreement were unrated.

3. Units:

The beneficial interests of each participant andebieiary in the net assets of the portfolios are
represented by units. Contributions to and rediemgfrom 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
following the day payment is received by CBA or Managers. Contributions by electronic funds
transfers will purchase units at the unit valuewalted on the day of transfer or, in certain cases
on the day that the monies become available. Contimitto SVP, including contributions
received by electronic transfer, will purchase units at the ss&ttavalue calculated on the
business day immediately preceding the date the contributions argemhveith MetLife.
Contributions are required to be invested with MetLife within thidgys of receipt by
Collegelnvest.

Withdrawals from SCF or DPF result in the redemptod units, based on the unit value next
determined following CBA’s or the Manager’s recegptthe withdrawal request. Unit values for
each portfolio are determined daily. There aredmstributions of net investment gains or net
investment income to the portfolios’ participants enéficiaries. Withdrawals from SVP result in
the redemption of units, based on the unit value determined on the datdiataly preceding
the date that a payment is made by Collegelnvest in satisfaaftia withdrawal request. Unit
values for the Fund are determined daily. There are no distributiomet @fivestment gains or
net investment income to the participants or beneficiaries.

4. Agreement

Collegelnvest entered into an Intergovernmental Agreement fdwetinay services with the State

of Wyoming and the Wyoming Family College Savings Program TWgbming Trust) on June

14, 2006 to market and promote sales of interest in the Collegelnve®R|&29 to State of
Wyoming residents. The agreement term is for five years aydom extended for an additional

five year term by Collegelnvest. Under the agreement, The \goifrust will reimburse
Collegelnvest $20,000 for start up expenses and up to $40,000 annually for marketing expenses.
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5. Retirement Plan:

Plan Description:

Most of Collegelnvest’'s employees participate imledined benefit pension plan. The plan’s
purpose is to provide income to members and tlaanilies at retirement or in case of death or
disability. The plan is a cost sharing multiple ppoyer plan administered by the Public
Employees’ Retirement Association (PERA). PERA weatablished by state statute in 1931.

Responsibility for the organization and administration of the @@l placed with the Board
of Trustees of PERA. Changes to the plan require an actuagssasent and legislation by the
General Assembly. The state plan and other divisions’ plans dwelédcin PERA'’s financial
statements, which may be obtained by writing PERA at PO Box 580WeReColorado 80217,
by calling PERA at 1-800-759-PERA (7372), or by visitungw.copera.org

Non-higher education employees hired by the state after January 1a20@8pwed 60 days to
elect to participate in a defined contribution retirement plan adteneid by the state’s Deferred
Compensation Committee rather than becoming a member of PERA. If thi@mneiecot made,
the employee becomes a member of PERA, and the member is alk@vethys from
commencing employment to elect to participate in a defined conotbptan administered by
PERA rather than the defined benefit plan.

Prior to legislation passed during the 2006 session, higher education eesplmay have
participated in social security, PERA’s defined benefit plan, or itiséitution’s optional
retirement plan. Based on the 2006 legislation, higher education engployed on or after
January 1, 2008, have the additional option of participating in the stafeiedieontribution
plan or PERA’s defined contribution plan, which are discussed below, lhsasvéhe plans
available to other employees in their institution.

PERA members electing the defined contribution plan are allowedr@vocgable election
between the second and fifth year to use their defined contribution atcogountchase service
credit and be covered under the defined benefit retirement plan. Howelang this election
subjects the member to the rules in effect for those hired on odafteary 1, 2007, as discussed
below. Employer contributions to both defined contribution plans are the sanibe
contributions to the PERA defined benefit plan.

Defined benefit plan members (except state troopers) vestfiafteyears of service and are
eligible for full retirement based on their original hire date as follows:

e Hired before July 1, 2005 — age 50 with 30 years of service, age 6@0viykrars of
service, or age 65 with 5 years of service.

e Hired between July 1, 2005 and December 31, 2006 — any age with 35 yeamsasf, s
age 55 with 30 years of service, age 60 with 20 years of serviage®@5 with 5 years of
service.

o Hired on or after January 1, 2007 — any age with 35 years of seryecB5awith 30 years
of service, age 60 with 25 years of service, or age 65 with 5 years of service.
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5. Retirement Plan (continued):
Plan Description (continued):

Members are also eligible for retirement benefits withowgdmction for early retirement based
on their original hire date as follows:

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

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

State troopers and judges comprise a small percentage of plabersebut have higher
contribution rates, and state troopers are eligible for retiretmemefits at different ages and
years of service.

Members automatically receive the higher of the defined retinérinenefit or money purchase
benefit at retirement. Defined benefits are calculated as E&cBrjig¢imes the number of years of
service times the highest average salary (HAS). Foenetints before January 1, 2009, HAS is
calculated as one-twelfth of the average of the highest satarievhich contributions were paid,
associated with three periods of 12 consecutive months of servicé ameldlimited to a 15
percent increase between periods. For retirements after JdAnu099 or persons hired on or
after January 1, 2007, more restrictive limits are placed orysataeases between periods used
in calculating HAS.

Retiree benefits are increased annually based on their original hire datewas:fol
e Hired before July 1, 2005 — 3.5 percent, compounded annually.

e Hired between July 1, 2005 and December 31, 2006 — the lesser of 3 petherdcival
increase in the national Consumer Price Index.

e Hired on or after January 1, 2007 — the lesser of 3 percent or thé iactease in the
national Consumer Price Index, limited to a 10 percent reductioneiseave established
for cost of living increases related strictly to those hired cafter January 1, 2007. (The
reserve is funded by 1 percent of the employer contributions for this population.)

Members disabled, who have five or more years nfice credit, six months of which has been

earned since the most recent period of memberstay,receive retirement benefits if determined

to be permanently disabled. If a member dies befetirement, their eligible children under the

age of 18 (23 if a full time student) or their speumay be entitled to a single payment or monthly
benefit payments. If there is no eligible child ggouse then financially dependent parents,
beneficiaries, or the member’s estate, may bdeshtib a survivor’s benefit.
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5. Retirement Plan (continued):

Funding Policy:

The contribution requirements of plan members and their employeestat#ished, and may be
amended, by the General Assembly. Salary subject to PERA cootmilisigross earnings less
any reduction in pay to offset employer contributions to the state spon#RC 125 plan
established under Section 125 of the Internal Revenue Code.

Most employees contribute 8.0 percent (10.0 peffcerdtate troopers) of their salary, as defined in
CRS 24-51-101(42), to an individual account in pien. From July 1, 2006, to December 31,
2006, the state contributed 10.65 percent (13.8&epefor state troopers and 14.16 percent for the
Judicial Branch) of the employee’s salary. Fromuday 1, 2007, through June 30, 2007, the state
contributed 11.15 (13.85 percent for state trooperd 14.66 percent for the Judicial Branch).
During all of Fiscal Year 2006-07, 1.02 percentled employees total salary was allocated to the
Health Care Trust Fund.

Per Colorado Revised Statutes, an amortization period of 30 yedesrnsed actuarially sound.
At December 31, 2005, the division of PERA in which the state patispasas underfunded
with an infinite amortization period, which means that the unfunded &dtyaccrued liability
would never be fully funded at the current contribution rate.

In the 2004 legislative session, the general assembly authorizedhartization Equalization
Disbursement (AED) to address a pension-funding shortfall. The Aé&dires PERA
employers to pay an additional .5 percent of salary beginning Janu260@, an additional
.5 percent of salary in 2007, and subsequent year increases of .4 péreatdry until the
additional payment reaches 3.0 percent in 2012.

In the 2006 legislative session, the general adyemiihorized a Supplemental Amortization
Equalization Disbursement (SAED) that requires PE#ddployers 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 2@%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 to state gagsosalaries, and used by the employer
to pay the SAED. Both the AED and SAED will teriai@ when funding levels reach 100 percent.

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

Collegelnvest’s contributions on behalf of the Faial the three programs described above for the
years ended June 30, 2007, 2006 and 2005 were(868587,000 and $46,000, respectively.
These contributions met the contribution requireihfi@neach year.
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6. Voluntary Tax-deferred Retirement Plans:

PERA offers a voluntary 401k plan entirely separate from the defieeefit pension plan. The
state offers a 457 deferred compensation plan and certain agemtigsttutions of the state
offer 403b or 401(a) plans.

7. Other Postretirement Benefits and Life Insurane:

Health Care Program

The PERA Health Care Program began covering benefit reci@adtgiualified dependents on
July 1, 1986. This benefit was developed after legislation in 1985 iskt&blkhe Program and
the Health Care Fund; the program was converted to a trust fund in 19@&. tHis program,

PERA subsidizes a portion of the monthly premium for health care agmer The benefit

recipient pays any remaining amount of that premium through an autotealiiction from the

monthly retirement benefit. Effective July 1, 2000, the maximum mostiihgidy is $230 per

month for benefit recipients who are under 65 years of age and whotaertitled to Medicare;

and $115 per month for benefit recipients who are 65 years of age oboldbo are under 65

years of age and entitled to Medicare. The maximum subsidges! lsm the recipient having 20
years of service credit, and is subject to reduction by 5 percent for each ydaarne28 years.

The Health Care Trust Fund is maintained by an employer’'s contribasi discussed above in
Note 4.

Monthly premium costs for participants depend om hiealth care plan selected, the number of
persons covered, Medicare eligibility, and the nemtif years of service credit. PERA contracts
with a major medical indemnity carrier to administims for self-insured medical benefit plans,

and another carrier for prescription benefits, anith several health maintenance organizations
providing services within Colorado. As of DecemB&r 2006, there were 42,433 enrollees in the
plan.

Life Insurance Program

During Fiscal Year 2007, PERA provided its members access toup gecreasing term life
insurance plan offered by UnumProvident in which 41,101 members participattéde
members may join the Unum Provident Plan and continue coverage inéonegit. Premiums
are collected by monthly payroll deductions or other means. In additi€RA Anaintained
coverage for 12,790 members under closed group plans underwritten by Anthemudétrl,
and New York Life.
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8. Risk Management:

Self Insurance

The State of Colorado currently self-insures itsrages, officials, and employees for the risks of
losses to which they are exposed. That includegrgktiability, motor vehicle liability, and
worker’'s compensation. The state Risk Managemant ks a restricted General Fund used for
claims adjustment, investigation, defense, andoazthtion for the settlement and payment of
claims or judgements against the State except fologegmedical claims. Property claims are not
self-insured; rather the State has purchased imsgwra

Colorado employers are liable for occupationalriegiand diseases of their employees. Benefits
are prescribed by the Worker's Compensation AdCaotorado 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 cucasitof claims paid and related administrative

expenses.

Collegelnvest participates in the Risk ManagememdE State agency premiums are based on an
assessment of risk exposure and historical experienedilities are reported when it is probable
that a loss has occurred and the amount of that ladseceeasonably estimated. Liabilities include
an amount for claims that have been incurred btutremorted. Because actual claims liabilities
depend on such complex factors as inflation, chamgé=gal 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@bfs.

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

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

Each occurrence $600,000

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

Furniture and Equipment

The State of Colorado carries a $15,000 deduatdgkacement policy on all State owned furniture
and equipment. For each loss incurred, Collegsinigeresponsible for the first $1,000 of the
deductible and the State of Colorado is responsible foretktei4,000 of the deductible. Any loss
in excess of $15,000 is covered by the insurancecap to replacement cost.
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9. Net Assets:

All of the Funds’ fiduciary net assets of $3.258idm and $2.464 billion as of June 30, 2007 and
2006, respectively, are net assets held in trubedalf of investors in the Funds.

10. Intraplan Administrative Fee Transfers:

Collegelnvest receives an administration fee atnaual rate of up to .75% of the average daily net
assets in each Fund. These fees are deducted Iyndmtim each Fund and are used by
Collegelnvest for the payment of administrative eéges incurred by Collegelnvest in connection
with the operation of the Program in accordancd w&itd as permitted by applicable law. SCF
transferred $146,000 and $272,000 to DPF for tlyepat of expenses in excess of fees collected
during fiscal years ending June 30, 2007 and 288jpectively. Additionally, SCF transferred
$108,000 and $59,000 to SVP for the payment of esggeim excess of fees collected during fiscal
years ending June 30, 2007 and 2006, respectively.
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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 eagbrfiduciary fund of Collegelnvest, College
Savings Program Funds as of and for the year eddee 30, 2007, and have issued our report
thereon dated December 13, 2007. We conductedaandit 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we conside@ullegelnvest, College Savings Program
Funds’ internal control over financial reportinga$asis for designing our auditing procedures
for the purpose of expressing our opinion on tharicial statements, but not for the purpose of
expressing an opinion on the effectiveness of thetyés internal control over financial
reporting. Accordingly, we do not express an apinon the effectiveness of the entity’s internal
control over financial reporting.

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

A control deficiency exists when the design or agien of a control does not allow management
or employees, in the normal course of performirgrthssigned functions, to prevent or detect
misstatements on a timely basis. A significantaiefcy is a control deficiency, or combination
of control deficiencies, that adversely affects @mity’s ability to initiate, authorize, record,
process, or report financial data reliably in ademce with generally accepted accounting
principles such that there is more than a remddiiood that a misstatement of the entity’s
financial statements that is more than inconsedgientll not be prevented or detected by the
entity’s internal control. We consider the defraees described in the accompanying schedule
of findings and recommendations to be significagfiaiencies in internal control over financial
reporting (Findings 1, 2 and 3).
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A material weakness is a significant deficiencycombination of significant deficiencies, that
results in more than a remote likelihood that aemal misstatement of the financial statements
will not be prevented or detected by the entitpt®inal control.

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

Compliance and Other Matters

As part of obtaining reasonable assurance aboutthe@heCollegelnvest, College Savings
Program Funds’ financial statements are free oken@tmisstatement, we performed tests of its
compliance with certain provisions of laws, regwlas, contracts, and grant agreements,
noncompliance with which could have a direct andema effect on the determination of

financial statement amounts. However, providing @inion on compliance with those

provisions was not an objective of our audit ardpadingly, we do not express such an opinion.
The results of our tests disclosed no instancesomicompliance or other matters that are
required to be reported undéovernment Auditing Standards.

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

C%WALA

Greenwood Village, Colorado
December 13, 2007
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Collegel nvest

Scholars Choice Fund
Supplementary Schedule - Combining Schedule of Fiduciary Net Assets
June 30, 2007
(Dollar amounts expressed in thousands)
Balanced
All Cap Global All All Cap Cash
Portfolio Portfolio Portfolio Portfolio Portfolio Porti® Portfolio Fixed Growth and Cap Growth Growth and Rese
1 2 3 4 5 6 7 Income Equity Value and Value Value Option Total

Fiduciary assets:

Cash and cash equivalents $ 568 157 $ 163 $ 893 $ 215 $ 170 $ (15)$ (16) $ 580 -8 - - 8 129 $ 2,845

Investments, at fair value 257,317 256,058 252,165 511,143 259,885 213,843 78,288 25,991 649,499 - - - 15,120 2,519,309

Receivable for portfolio units sold 361 767 780 987 563 204 182 93 650 - - - 2 4,589

Interest receivable 289 384 492 1,172 700 724 292 121 67 - - - 60 4,301

Due from plan managers 21 21 21 42 21 18 6 2 54 - - - 1 207

Due from Student Loan Program Funds 144 143 141 287 146 119 44 14 363 - - - 9 1,410
Total fiduciary assets 258,701 257,530 253,762 514,524 261,530 215,078 78,798 26,205 651,213 - - - 15,321 2,532,661
Liabilities:

Accounts payable 4 4 4 8 4 3 1 - 11 - - - - 39

Payable for investments purchased 442 649 592 1,096 720 643 466 110 635 - - - 65 5,418

Service and investment fees payable 140 150 145 310 156 133 48 16 380 - - - 17 1,495

Deferred revenue 17 16 16 33 17 14 5 2 43 - - - 1 164

Due to participants 143 145 140 287 146 120 45 15 363 - - - 10 1,414
Total liabilities 746 964 897 1,734 1,043 913 565 143 1,433 - - - 93 8,530
Total fiduciary net assets, held in trust $ 257,955 256,566 $ 252,865 $ 512,790 $ 260,487 $ 214,165 $ 78232 $ 26,062 $ 649,781 $ - 0% - - % 15,228 $ 2,524,131
Units outstanding 16,843,247 16,798,085 17,092,922 34,417,561 18,809,709 16,350,566 6,048,193 1,962,845 _ 50,790,479 - - - 15,230,133 194,343,740
Unit value $ 1532 $ 1527 $ 1479 $ 1490 $ 13.85 $ 13.10 $ 1293 $ 13.29 $ 1279 $ - 0% - - % 1.00 $ 12.99

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

Less investment fees
Net investment income

Participant contributions
Fee income

Total additions
Deductions:
Benefits paid to participants and withdrawals
Service fees
Administrative fees
Marketing expenses
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

Scholar s Choice Fund
Supplementary Schedule - Combining Schedule of Changesin Fiduciary Net Assets

For thefiscal year ended June 30, 2007
(Dollar amounts expressed in thousands)

Balanced
All Cap Global All All Cap Cash
Portfolio Portfolio Portfolio Portfolio Portfolio Portfolio Portfolio Fixed Growthand  Gapwth  Growth and Reserve
1 2 3 4 5 6 7 Income Equity Value and Value Value Option Total
8,580 $ 9,109 $ 9,887 $ 20,293 $ 10,503 $ 8,558 $ 2,963 $ 1578 $ 14,884 $ 0 3% 85 $ 31 % 86,474
27,658 25,561 20,850 36,622 14,358 5,734 967 71 84,898 304 1,263 139 - 218,425
36,238 34,670 30,737 56,915 24,861 14,292 3,930 1,649 99,782 304 1,266 224 31 304,899
(51 (101) (159) (307) (109) (79 (35) (11) (187) 0) (&) ()] 9 (1,051)
36,187 34,569 30,578 56,608 24,752 14,213 3,895 1,638 99,595 304 1,264 223 22 303,848
93,014 44,569 42,993 81,430 41,797 28,390 10,633 4,589 96,596 840 2,451 1,017 10,453 458,772
28 28 28 56 29 24 7 3 72 - - - 3 278
129,229 79,166 73,599 138,094 66,578 42,627 14,535 6,230 196,263 1,144 3,715 1,240 10,478 762,898
10,824 11,881 11,781 40,061 12,882 22,354 25,035 6,030 39,337 358 682 313 4,906 186,444
1,279 1,431 1,358 2,960 1,468 1,221 418 174 3,440 15 49 12 12 13,837
224 233 223 469 231 186 64 25 561 3 9 2 13 2,243

28 28 28 56 27 24 9 3 72 - - - 3 278

(120) (119) (117) (238) (121) (99) (36) (12) (301) - - - (7) 170)
12,235 13,454 13,273 43,308 14,487 23,686 25,490 6,220 43,109 376 740 327 4,927 201,632

(53,580) (13,769) (4,522) 6,591 6,859 34,519 35,548 506 57,329 (14,155) (48,300) (11,174) 4,148 -

63,414 51,943 55,804 101,377 58,950 53,460 24,593 516 210,483 (13,387) (45,325) (10,261) 9,699 561,266

(26) (26) (25) (52) (25) (22) ®) ® (65) - - - (@) (254)
(94) (93) (92) (186) (94) (78) (28) 9) (236) - - - (6) (916)
194,661 204,742 197,178 411,651 201,656 160,805 53,675 25,558 439,599 13,387 45,325 10,261 5,537 1,964,035

$ 257,95'$ 256,56¢ $ 252,86t $ 512,79( $ 260,481 $ 214,16 $ 78,23 $ 26,06: $ 649,781 $ - $ - $ - $ 15,22¢ ¢ 2,524,13!
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Collegel nvest

Scholars Choice Fund
Supplementary Schedule - Combining Schedule of | nvestments
June 30, 2007
(Dollar amounts expressed in thousands)
Balanced
All Cap Global All All Cap Cast
Portfolio Portfolio Portfolio Portfolio Portfolio Portfo Portfolio Fixed Growth & Cap Growth Growth Reserve
1 2 3 4 5 6 7 Income Equity Value & Value & Value Option Total
Underlying funds:

Western Asset Core Plus Bond Portfolio Fund $ 392% 62918 $ 88,210 $ 174,999 $ 76,611 $ 52,890 $ - $ 23,416 $ - $ - $ - $ - $ - $ 518,270
Legg Mason Value Trust Fund 50,507 50,665 39,653 82,372 31,198 16,864 3,126 - 191,712 - - - - 466,097
John Hancock Classic Value Fund 38,322 38,827 30,408 62,893 23,920 12,905 2,300 - 162,418 - - - - 371,993
Legg Mason Partners Large Cap Growth Fund 38,398 38,742 30,314 62,644 23,849 12,897 2,302 - 97,808 - - - - 306,954

Legg Mason Partners Short-term Investment
Grade Bond Fund - - - 50,453 38,848 64,396 47,015 - - - - - - 200,712
Legg Mason International Equity Trust Fund 39,123 26,091 25,556 26,368 13,348 - - - 65,900 - - - - 196,386
Legg Mason Partners Small Cap Growth Fund 19,367 13,078 12,745 13,161 6,670 - - - 32,942 - - - 97,963
Western Asset Money Market Fund - - - - 25,995 53,891 23,545 - - - - - 15,120 118,551
Pennsylvania Mutual Fund 19,445 13,087 12,780 13,265 6,673 - - - 33,225 - - - - 98,475
Legg Mason Partners Global High Yield Bond Fund 299 12,650 12,499 24,988 12,773 - - 2,575 - - - - - 78,414
Legg Mason Partners Aggressive Growth Fund - - - - - - - - 65,494 - - - - 65,494
Total investments, at fair value $ 257,31 256,058 $ 252,165 $ 511,143 $ 259,885 $ 213,843 $ 78,288 $ 25991 $ 649,499 $ - $ - $ - $ 15,120 $ 2,519,309

See accompanying independent auditor's report.
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Fiduciary assets:

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

Totd 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, 2007
(Dollar amounts expressed in thousands)

Aggressive Moderate Conservative Stock Bond Money
Growth Growth Growth Growth Income Index Index Market Tota
$ 136,550 $ 149,333 $ 170,674 $ 84,227 $ 56,270 $ 79,794 $ 13434 $ 19411 $ 709,693
- 226 370 235 181 - 57 81 1,150
11 12 14 7 5 7 1 1 58
9 10 10 5 4 5 1 1 45
136,570 149,581 171,068 84,474 56,460 79,806 13,493 19,494 710,946
3 3 5 2 1 2 - - 16
73 81 95 47 31 46 7 10 390
16 18 23 10 7 10 2 1 87
92 102 123 59 39 58 9 11 493
$ 136,478 $ 149,479 $ 170,945 $ 84,415 $ 56,421 $ 79,748 $ 13484 $ 19,483 $ 710,453
9,461,287 11,215,838 13,582,901 7,112,802 5,290,057 5,510,481 1,271,461 1,778,422 55,223,249
$ 1442 $ 1333 $ 1259 $ 1187 $ 10.67 $ 1447 $ 1061 $ 10.96 $ 12.87
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Additions:
Gross earnings on investments:
Dividends
Net realized and unrealized loss from
securities transactions

Lessinvestment fees
Net investment income

Participant contributions
Fee income

Total additions

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

Total deductions

Portfolio exchanges, net

Net change in fiduciary net assets before transfers

Intraplan administrative fee transfer
Fiduciary net assets, beginning of year

Fiduciary net assets, end of year

$

For the fiscal year ended June 30, 2007
(Dollar amounts expressed in thousands)

Collegel nvest
Direct Portfolio Fund
Supplementary Schedule - Combining Schedule of Changesin Fiduciary Net Assets

Aggressive Moderate Conservative Stock Bond Money

Growth Growth Growth Growth Income Index Index Market Total
2,001 $ 3933 $ 5217 $ 2931 $ 2450 $ 1271 $ 635 $ 709 $ 19,147
17,437 14,834 13,083 4,462 (200) 11,449 68 - 61,133
19,438 18,767 18,300 7,393 2,250 12,720 703 709 80,280
(98) (112) (114) (49) (36) (42) (9) (12) (472)
19,340 18,655 18,186 7,344 2,214 12,678 694 697 79,808
49,882 44,819 34,270 18,653 14,129 14,872 4,166 17,200 197,991
66 72 82 41 27 38 6 9 341
69,288 63,546 52,538 26,038 16,370 27,588 4,866 17,906 278,140
2,666 3,455 7,317 2,669 9,472 3,099 2,502 9,402 40,582
563 720 845 427 266 411 71 75 3,378
103 123 154 75 47 66 11 12 501
66 72 82 41 27 38 6 9 341
39 31 24 12 12 16 3 9 146
3,437 4,401 8,422 3,224 9,824 3,630 2,593 9,507 45,038

(67) (16,334) 3,902 1,429 11,906 (3,495) (462) 3,121 -
65,784 42,811 48,018 24,243 18,452 20,463 1,811 11,520 233,102
39 31 24 12 12 16 3 9 146
70,655 106,637 122,903 60,160 37,957 59,269 11,670 7,954 477,205
136,478 $ 149,479 $ 170,945 $ 84,415 $ 56,421 $ 79,748 $ 13,484 $ 19,483 $ 710,453




Collegel nvest
Direct Portfolio Fund

Supplementary Schedule - Combining Schedule of I nvestments

June 30, 2007

(Dollar amounts expressed in thousands)

Aggressive Moderate Conservative Stock Bond Money
Growth Growth Growth Growth Income Index Index Market Tota
Underlying funds:
Vanguard Total Stock Market Index Fund $ 115,716 $ 81,638 $ 76,338 $ 29,410 $ - $ 79,767 $ - $ - $ 382869
Vanguard Total Bond Market Index Fund - 52,565 85,689 54,801 28,109 - 13,434 - 234,598
Vanguard Total International Stock Index Fund 20,632 15,076 8,647 - - - - - 44,355
Vanguard Prime Money Market Fund 202 54 - 16 14,022 27 - 19,411 33,732
Vanguard Inflation-Protected Securities Fund - - - - 14,139 - - - 14,139
Total investments, at fair value $ 136,550 $ 149,333 $ 170,674 $ 84,227 $ 56,270 $ 79,794 $ 13,434 $ 19411 $ 709,693
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The electronic version of this report is availableon the Web site of the
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www.state.co.us/auditor

A bound report may be obtained by calling the
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