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FINANCE OFFICE
Steve Hilfers, Finance Director

CITY OF COLORADO SPRINGS

June 25, 2004

The Honorable Mayor and Members of City Council
City of Colorado Springs, Colorado

30 South Nevada Avenue

Colorado Springs, Colorado 80903

Dear Mayor and Members of City Council:

The Comprehensive Annual Financial Report of the City of Colorado Springs for the
fiscal year ended December 31, 2003 is hereby presented. Responsibility for the
accuracy of the data and the completeness and fairness of the presentation, including
all disclosures, rests with City management. To the best of our knowledge and belief,
the enclosed data are accurate in all material respects and are reported in a manner
designed to present fairly the financial position and results of operations of the City. All
disclosures necessary to enable the reader to gain an understanding of the City's
financial activities have been included.

Generally accepted accounting principles (GAAP) require that management provide a
narrative introduction, overview and analysis to accompany the basic financial
statements in the form of Management's Discussion and Analysis (MD&A). This letter
of transmittal is designed to complement the MD&A and should be read in conjunction
with it. The MD&A can be found immediately following the report of the independent
auditors.

INTRODUCTION

The City of Colorado Springs (the City) is a home-rule city, organized under provisions
of the Colorado constitution, and having a council/manager form of government. The
City provides a full range of municipal government services to approximately 373,000
residents.

These services include police and fire protection, traffic and street construction and
maintenance, parks, recreation, cultural affairs, courts, planning and zoning, building
and code enforcement, mass transit, health and welfare, and economic development.

Additionally, the City owns and operates major enterprise activities that include electric
generation and distribution, natural gas distribution, waterworks, sewerage collection
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and treatment, municipal airport, hospital, downtown parking facilities, golf courses, the
Pikes Peak highway, cemeteries and a development review activity.

The City Council has significant control over several legally separate entities. These
entities have been judged as component units of the City and, accordingly, their
financial data have been included in this report. Those entities are the Cottonwood
and Spring Creek General Improvement Districts, the Colorado Springs Urban
Renewal Authority, the Greater Downtown Colorado Springs Business Improvement
District, and the Briargate Center Business Improvement District, all included as
Governmental-type activities. The Fountain Valley Authority, the Aurora-Colorado
Springs Joint Water Authority, the Regional Water Infrastructure Authority and the Twin
Lakes, Lake Meredith, Lake Henry, the Colorado Canal and Reservoir companies, and
the Pikes Peak Regional Communications Network are included as Business-type
activities.

LONG-TERM FINANCIAL PLANNING

Beginning in the fall of 2003, City Council engaged in a process to update the City’s
Strategic Action Plan (the Plan). The Plan encompasses the years 2004 through 2009,
with annual adjustments to be made by City Council as conditions warrant. Generally,
the Plan provides for six specific focus areas:

Transportation
Provide an effective, efficient, affordable and sustainable transportation
network.

Public Safety
Proactively safeguard our community as our family by providing principled
police and fire services.

Infrastructure
Improve and maintain existing infrastructure and leverage opportunities
for new infrastructure.

Economic Development
Foster an environment that makes Colorado Springs an attractive
location for quality jobs and businesses for generations to come.

Community Development and Growth
Preserve sustainable and affordable quality of life while protecting the
environment to foster pride in vibrant neighborhoods and promote
identification with the larger community.

Citizen Services and City Workforce
Provide an environment that supports a diverse, high-performing
workforce that delivers superior, cost-effective city services to the pubilic.

CASH MANAGEMENT

The City attempts to remain abreast of current developments and procedures in cash
management to ensure the safe, efficient, and profitable use of its idle cash resources.
Idle funds are invested primarily in United States Treasury and Instrumentality
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obligations and repurchase agreements collateralized by these securities. The City
investment policy is designed to provide liquidity sufficient to cover normal cash
operating requirements.

In accordance with Colorado State Statute, eligible public depositories are required to
collateralize all public deposits with securities having a market value of at least 102%
of the deposit. At December 31, 2003, all City deposits were held in eligible public
depositories and were properly collateralized. All United States securities were
purchased as “payment upon delivery” and are held in safekeeping at the City's
designated safe-keeping institution. Similarly, the City's agent takes possession of
underlying collateral in the City's name for all repurchase agreements.

At December 31, 2003, the City is invested primarily in US Treasury and
Instrumentality securities and repurchase agreements collateralized by these
securities. The pension fund is invested in real estate, equities and other securities.
The notes to the financial statements provide further detail regarding investments of
the City at year end.

The City’s cash management portfolio of approximately $122.9 million (fair value) is
rated as ‘AAA/NV1+ by Fitch IBCA. This is the highest rating that Fitch assigns and
affirms the high credit quality and low volatility of the City’s investment securities.

RISK MANAGEMENT

The City has established a risk management division to coordinate and administer a
workers compensation, property and general liability insurance program for all its
activities and operations. For workers compensation coverage, except for Memorial
Hospital (the Hospital), the City has purchased commercial insurance to cover losses
in excess of $500,000 per occurrence. The City pays losses less than this amount
through its Workers Compensation Self-Insurance fund. The Hospital purchases
workers compensation coverage from the State Workers Compensation Insurance
fund.

For major property coverage the City has purchased commercial insurance policies
with varying deductibles. All deductibles related to these policies are paid from the
budget of the individual department so affected.

General liability coverage for the operations of the Colorado Springs Utilities (Utilities)
departments are purchased from commercial carriers for losses in excess of $500,000.
General liability coverage for the Hospital and the Colorado Springs Airport (Airport) is
purchased from commercial carriers with varying deductibles. All other general liability
coverage is self-insured.

PENSION AND POST-EMPLOYMENT BENEFITS
All fire and police officers of the City participate in one of four agent, multiple employer,

defined benefit pension plans, depending upon their status as a police or fire officer
and their hire date (Old Hire/New Hire), administered jointly by the City and the
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Colorado Fire and Police Pension Association (FPPA). Bi-annually, an independent
actuary, engaged by each pension plan, calculates the amount of annual contribution
that the City must make to the pension plans to ensure that the plans will be able to
fully meet their obligations to retired employees on a timely basis. As a matter of
policy, the City fully funds each year’s annual required contribution to the pension plan
as determined by the actuary. As a result of the conservative funding policy, the City
has succeeded, as of December 31, 2003, in adequately funding the present value of
the projected benefits earned by employees. The actuary information for the pension
funds is available on Exhibits 16 and 17 of this report.

The City also provides pension benefits for its non-public safety employees. The City
contributes to the Combined State and Municipal Division Trust Fund (CSMDTF), a
cost sharing multiple employer defined benefit pension plan administered by the Public
Employees’ Retirement Association of Colorado (PERA). The City has no obligation in
connection with the employee benefits offered through this plan beyond its annual
contractual payment to PERA.

The City also provides postretirement health care benefits for certain retirees and their
dependents. These benefits are financed on a pay-as-you-go basis. GAAP do not
require governments to report a liability on the financial statements in connection with
an employer’s obligation to provide these benefits.

Additional information on the City’s pension arrangements and post-employment
benefits can be found in the notes to the financial statements.

OTHER INFORMATION

The City Charter requires an annual audit of the financial records of the City by an
independent certified public accountant. The audit must be completed no later than six
months after the end of the fiscal year unless extended by the Colorado State Auditor.
The audit for the year ended December 31, 2003, was performed by the firm of Grant
Thornton LLP for all operations except Memorial Hospital, which utilized the firm of
Stockman, Kast, Ryan & Co., P.C. Some component units were also audited by Grant
Thornton LLP while others were audited by other auditors.

The City employs an Internal Auditor who reports directly to the City Council. That
office has the responsibility to examine and audit accounts and financial transactions
of all City departments, offices and agencies. Examinations are conducted in order to
ensure that financial records fairly and accurately reflect actual operations, that
adequate controls are maintained to safeguard assets and that each department, office
and agency complies with established plans, policies and procedures. The Internal
Auditor also provides assistance to the external auditors in conducting the annual
audit.

The Government Finance Officers Association of the United States and Canada
(GFOA) awarded a Certificate of Achievement for Excellence in Financial Reporting to
the City of Colorado Springs for its comprehensive annual financial report for the fiscal
year ended December 31, 2002, the thirteenth year the City has received the award.
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The Certificate of Achievement is a prestigious national award, recognizing
conformance with the highest standards for preparation of state and local government
financial reports. In order to be awarded a Certificate of Achievement, a government
unit must publish an easily readable and efficiently organized comprehensive annual
financial report, whose contents conform to program standards. Such report must
satisfy both generally accepted accounting principles and applicable legal
requirements.

A Certificate of Achievement is valid for a period of one year only. We believe our
current report continues to conform to the Certificate of Achievement program
requirements, and we are submitting it to GFOA.

ACKNOWLEDGMENTS

The preparation of this report is due to the effective and dedicated efforts of the staff of
the Finance department. Beyond these efforts, this report is representative of the
excellence of the financial processes existing in Colorado Springs City government.
Each department and agency of the City must be credited for the excellence of its
individual systems of financial administration. For the efforts of all of these people, we
wish to express our sincere gratitude.

Sincerely,
Steve K. Hilfers
Finance Director

SJod Ueluogers,,

Terri L. Velasquez
Accounting/Payroll Manager
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Grant Thornton LLP
US Member of Grant Thornton International

Report of Independent Certified Public Accountants

The Honorable Mayor
and Members of City Council
City of Colorado Springs, Colorado

We have audited the accompanying financial statements of the governmental activities,
the business-type activities, the aggregate discretely presented component units, each
major fund, and the aggregate remaining fund information of the City of Colorado
Springs, Colorado (the City), as of and for the year ended December 31, 2003, which
collectively comprise the City’'s basic financial statements as listed in the table of
contents. These financial statements are the responsibility of the City’'s management.
Our responsibility is to express opinions on these financial statements based on our
audit. We did not audit the financial statements of the Memorial Hospital Fund, a major
enterprise fund, which represent 18 percent and 38 percent, respectively, of the assets
and revenues of the reporting entity’s business-type activities nor did we audit the
financial statements of seven joint utility projects which represent 99 percent and 91
percent, respectively, of the assets and revenues of the reporting entity’s discretely
presented proprietary fund component units. We also did not audit the Colorado
Springs Urban Renewal Authority, the Downtown Colorado Springs Business
Improvement District, and the Briargate Center Business Improvement District which
are reported as, and comprise in their entirety, discretely presented governmental fund
component units. Those financial statements were audited by other auditors whose
reports thereon have been furnished to us, and our opinion, insofar as it relates to the
amounts included for the Memorial Hospital Fund, the seven joint utility projects, the
Colorado Springs Urban Renewal Authority, the Downtown Colorado Springs Business
Improvement District, and the Briargate Center Business Improvement District is based
solely on the reports of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in
the United States of America and the standards applicable to financial audits contained
in Government Auditing Standards, issued by the Comptroller General of the United
States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and the significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our
audit and the reports of other auditors provide a reasonable basis for our opinions.
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In our opinion, based on our audit and the reports of other auditors, the financial
statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the City of Colorado Springs, Colorado, as of
December 31, 2003, and the respective changes in financial position and cash flows,
where applicable, thereof and the budgetary comparison for the general fund for the
year then ended in conformity with accounting principles generally accepted in the
United States of America.

As described in note V.J., the City of Colorado Springs has adjusted beginning net
assets for the effect of GASB Statement No. 33, Accounting and Financial Reporting for
Nonexchange Transactions.

The management's discussion and analysis, schedule of funding progress, and
schedule of employer contributions as listed in the table of contents are not a required
part of the basic financial statements but are supplementary information required by the
Governmental Accounting Standards Board. We have applied certain limited
procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and express no opinion on it.

In accordance with Government Auditing Standards, we have also issued our report
dated May 7, 2004, on our consideration of the City of Colorado Springs, Colorado’s
internal control over financial reporting and on our tests of its compliance with certain
provisions of laws, regulations, contracts and grants. That report is an integral part of
an audit performed in accordance with Government Auditing Standards and should be
read in conjunction with this report in considering the results of our audit.

Our audit was conducted for the purpose of forming opinions on the financial
statements that collectively comprise the City of Colorado Springs, Colorado’s basic
financial statements. The combining and individual nonmajor fund financial statements,
schedules and supplementary information listed in the table of contents are presented
for purposes of additional analysis and are not a required part of the basic financial
statements. Such information, except for the data included in the financial statements
of the Memorial Hospital Fund, the seven joint utility projects, the Colorado Springs
Urban Renewal Authority, the Downtown Colorado Springs Business Improvement
District, and the Briargate Center Business Improvement District referred to above,
which financial statements have been audited by other auditors and their reports
thereon provided to us, has been subjected to the auditing procedures applied in the
audit of the basic financial statements and, in our opinion, based upon our audit and the
aforementioned reports of other auditors, is fairly stated in all material respects in
relation to the basic financial statements taken as a whole. The introductory section
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and statistical tables listed in the table of contents have not been subjected to the
auditing procedures applied in the audit of the basic financial statements and,
accordingly, we express no opinion on them.

Lz CCP
Colorado Springs, Colorado

May 7, 2004 (except for note V.1., as to
which the date is May 25, 2004)
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MANAGEMENT’S DISCUSSION AND ANALYSIS

The following discussion and analysis of the City of Colorado Springs’ (the City)
financial performance provides an overview of the City’s financial activities for the
fiscal year ended December 31, 2003. Please read it in conjunction with the
transmittal letter, located at the front of this report, and the City’s financial
statements, which follow this section.

FINANCIAL HIGHLIGHTS

e The assets of the City exceed its liabilities at December 31, 2003 by
$1,893,212,952 (net assets). Of this amount, $487,321,597 is unrestricted
net assets that may be used to meet the government’s ongoing obligations to
citizens and creditors.

e At December 31, 2003, the City’s governmental funds reported combined
ending fund balances of $102,059,246. Approximately (70.1%) of this total
amount or $71,533,294 is unreserved.

o The general fund, presented on a current financial resources basis, reports a
fund balance of $40,952,030 or 20.1% of total 2003 general fund
expenditures.

o The City’s total debt outstanding was $1,631,951,857 at December 31, 2003.
The key factor for this 9.9% increase over 2002 was the issuance of
$158,310,000 in revenue bonds for Colorado Springs Utilities.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the City’s
basic financial statements. The City’s basic financial statements are comprised
of three components: 1) government-wide financial statements, 2) fund financial
statements, and 3) notes to the financial statements. This report also contains
certain other supplementary information.

GOVERNMENT-WIDE FINANCIAL STATEMENTS

The government-wide financial statements are designed to provide readers with
a broad overview of the City’s finances, in a manner similar to private-sector
business.

The statement of net assets presents information on all of the City’s assets and
liabilities, with the difference between the two reported as net assets. Over time,
increases or decreases in net assets may serve as a useful indicator of whether
the financial position of the City is improving or deteriorating.
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The statement of activities presents information showing how the City’s net
assets changed during 2003. All changes in net assets are reported as soon as
the underlying event giving rise to the change occurs, regardless of the timing of
related cash flows. Thus, revenues and expenses reported in this statement for
some items will result in cash flows in future fiscal periods.

Both of the government-wide financial statements distinguish governmental
activities that are functions of the City principally supported by taxes and
intergovernmental revenues and payments in lieu of taxes, from business-type
activities which are other functions that are intended to recover all or a significant
portion of their costs through user fees and charges.

Expenditures for governmental activities of the City are categorized generally as
general government, public safety, public works, health and welfare, culture and
recreation, urban redevelopment and housing, economic development, and
economic opportunity. Taxes, intergovernmental revenues, and payments in lieu
of taxes finance most of these activities.

Expenditures for business-type activities of the City support the City’s water,
sewer, gas, and electricity system, hospital, airport, golf courses, downtown
parking facilities, cemeteries, Pikes Peak tourist highway, the Human Services
Complex, and the Development Review Program. User fees and charges
finance most of these activities.

The component units of the City include several separate legal entities: the
Cottonwood and Spring Creek General Improvement Districts, Police and Fire
Pension plans, Colorado Springs Urban Renewal Authority, Greater Downtown
Colorado Springs Business Improvement District, Briargate Center Business
Improvement District, Fountain Valley Authority, Aurora-Colorado Springs Joint
Water Authority, the Regional Water Infrastructure Authority and the Twin Lakes,
Lake Meredith, Lake Henry, the Colorado Canal and Reservoir companies and
the Pikes Peak Regional Communications Network. Although legally separate,
these “component units” are important because the City is financially accountable
for them.

FUND FINANCIAL STATEMENTS

A fund is a grouping of related accounts that is used to maintain control over
resources that have been segregated for specific activities or objectives. The
City, like other state and local governments, uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements. All of the funds
of the City can be divided into three categories: governmental funds, proprietary
funds, and fiduciary funds.

Governmental funds — Governmental funds are used to account for essentially
the same functions reported as governmental activities in the government-wide
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financial statements. However, unlike the government-wide financial statements,
governmental fund financial statements focus on near-term inflows and outflows
of spendable resources, as well as on balances of spendable resources available
at the end of the fiscal year. Such information may be useful in evaluating a
government’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the
government-wide financial statements, it is useful to compare the information
presented for governmental funds with similar information presented for
governmental activities in the government-wide financial statements. By doing
so, readers may better understand the long-term impact of the government’s
near-term financing decisions. Both the governmental fund balance sheet and
the governmental fund statement of revenues, expenditures, and changes in fund
balances provide a reconciliation to facilitate this comparison between
governmental funds and governmental activities.

The City maintains several individual governmental funds. Information is
presented separately in the governmental fund balance sheet and in the
governmental fund statement of revenues, expenditures, and changes in fund
balances for the general fund which is considered to be a major fund. Data from
the other governmental funds are combined into a single, aggregated
presentation. Individual fund data for each of these non-major governmental
funds is provided in the form of combining statements elsewhere in this report.

The City adopts an annual appropriated budget for its general fund and a
budgetary comparison has been provided to demonstrate compliance with this
budget.

Proprietary funds — The City maintains two different types of proprietary funds;
Enterprise funds, used to report the same functions presented as business-type
activities in the government-wide financial statements, and Internal service funds,
used as an accounting device to accumulate and allocate costs internally among
the City’s various functions. The City uses internal service funds to account for
its fleet, printing, self-insurance and various other activities of the City. Because
these services predominantly benefit governmental rather than business-type
functions, they have been included within governmental activities in the
statement of net assets. However, the change in net assets for internal service
funds has been allocated between governmental activities and business-type
activities on the statement of activities.

Proprietary fund financial statements provide the same type of information as the
government-wide financial statements, but with more detail. The proprietary fund
financial statements provide separate information for Colorado Springs Utilities
(Utilities), Memorial Hospital (Hospital), Colorado Springs Airport (Airport) and
Colorado Springs Parking System (Parking) which are all considered to be major
funds of the City. Conversely, both non-major enterprise funds and internal
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service funds are combined into single, aggregated presentation in the
proprietary fund financial statements. Individual fund data for the non-major
enterprise funds and the internal service funds are provided in the form of
combining statements elsewhere in this report.

Fiduciary funds — Fiduciary funds are used to account for resources held for the
benefit of parties outside the government. Fiduciary funds are not reflected in the
government-wide financial statements because the resources of those funds are
not available to support the City’s own programs. The accounting used for
fiduciary funds is much like that used for proprietary funds.

The basic fiduciary fund financial statements are presented later in this report.

Notes to the financial statements - The notes provide additional information
that is essential to the full understanding of the data provided in the government-
wide and fund financial statements. The notes to the financial statements can be
found later in this report.

Other information — In addition to the basic financial statements and
accompanying notes, this report also presents certain required supplementary
information and other information concerning the City’s progress in funding its
obligation to provide pension benefits to its employees. Required supplementary
information can be found later in this report. In addition combining and individual
fund statements and schedules as well as statistical and other information can be
found later in this report.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, net assets may serve over time as a useful indicator of the
government’s financial position. In the case of the City, assets exceeded
liabilities by $1,893,212,952 at the close of 2003 as compared to $1,817,357,227
at the close of 2002.

By far the largest portion of the City’s net assets (69.38%) reflects its investment
in capital assets, less any related debt used to acquire those assets that is still
outstanding. The City uses these capital assets to provide services to citizens;
consequently, these assets are not available for future spending. Although the
City’s investment in capital assets is reported net of related debt, it should be
noted that the resources needed to repay this debt must be provided from other
sources, since capital assets themselves cannot be used to liquidate these
liabilities.
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The following table reflects the condensed Statement of Net Assets at December
31, 2003:

City of Colorado Springs
Net Assets (in 000's)
Governmental Business-type
Activities Activities Total
2003 2002 2003 2002 2003 2002
(as restated) (as restated)

Current and other assets  $192,803 $192,402 $863,816 $813,232  $1,056,619 $1,005,634
Capital assets 349,348 280,093 2,363,791 2,216,364 2,713,139 2,496,457

Total assets 542,151 472,495 3,227,607 3,029,596 3,769,758 3,502,091
Long-term liabilities 151,808 141,108 1,544,339 1,401,540 1,696,147 1,542,648
Other liabilities 65,830 57,182 114,568 84,904 180,398 142,086

Total liabilities 217,638 198,290 1,658,907 1,486,444 1,876,545 1,684,734
Net assets:
Invested in capital assets,

net of related debt 217,276 173,535 1,096,293 1,068,858 1,313,569 1,242,393
Restricted 16,172 15,263 76,150 74,584 92,322 89,847
Unrestricted 91,065 85,407 396,257 399,710 487,322 485,117

Total net assets $324,513 $274,205 $1,568,700 $1,543,152 $1,893,213 $1,817,357

The City’s combined net assets were $1,893,212,952 at December 31 2003, of
which $487,321,597 were unrestricted. However, certain of these unrestricted
funds are designated for specific, future purposes. All such designations are
disclosed in the notes to the financial statements.

The net assets of our business-type activities were $1,568,699,981 at December
31, 2003. However, these net assets can only be used to finance the continuing
operations of the utilities, hospital, airport, golf courses, downtown parking
facilities, cemeteries, highway, human services complex, and development
review. This amount cannot be used to make up for any decrease reported in
governmental activities.

The following table shows revenues and expenses for both governmental and
business-type activities for 2003:
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Revenues:
Program revenues:
Charges for services
Operating grants and
contributions
Capital grants and
contributions
General revenues:
Property taxes
Other taxes
Contributions to endowments
Investment earnings
Total revenues
Expenses:
General government
Public safety
Public works
Health and welfare
Culture and recreation
Urban redevelopment
Economic development
Economic opportunities
Interest on long-term debt
Miscellaneous
Utilities
Hospital
Airport
Parking
Non-major Enterprises
Total expenses
Increase in net assets
before transfers
Transfers
Increase in net assets
Net assets - beginning
Net assets - ending

City of Colorado Springs
Changes in Net Assets (in 000's)

Governmental Business-type
Activities Activities Total
2003 2002 2003 2002 2003 2002
(as restated) (as restated)
$36,572 $30,219 $903,217 $824,067 $939,789  $854,286
15,345 19,778 - 171 15,345 19,949
48,326 70,969 39,234 49,371 87,560 120,340
20,444 18,152 - - 20,444 18,152
142,195 142,407 - - 142,195 142,407
74 - - - 74 -
4,231 4,433 10,021 4,126 14,252 8,559
267,187 285,958 952,472 877,735 1,219,659 1,163,693
41,824 38,308 - - 41,824 38,308
59,741 102,030 - - 59,741 102,030
66,599 51,340 - - 66,599 51,340
965 901 - - 965 901
51,066 21,101 - - 51,066 21,101
10,446 10,853 - - 10,446 10,853
2,385 2,878 - - 2,385 2,878
13 16 - - 13 16
5,743 6,518 - - 5,743 6,518
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