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FINANCE OFFICE
Steve Hilfers, Finance Director

CITY OF COLORADQ SPRINGS

July 28, 2003

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, 2002 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.

INTRODUCTION

The City of Colorado Springs 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 370,000
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
and treatment, municipal airport, hospital, downtown parking facilities, golf courses, the
Pikes Peak highway, cemeteries and development review.

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
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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 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.

ECONOMIC OUTLOOK

The outlook for 2003 remains guarded. Although the national economic recovery is
expected to gain some momentum by the second half of 2003, the strength of the
recovery remains questionable. Much of the recent economic data regarding the
national economy has been mixed, the performance of financial markets continues to
be weak and consumer confidence appears to be eroding. Adding to the uncertainty is
the impact of another terrorist event in the United States which could also serve to
further dampen consumer confidence and spending in 2003. Additionally, in the face
of continued economic and geopolitical uncertainty, investment spending and hiring
activity at businesses will likely continue to be anemic.

It is unclear as to whether the Colorado Springs economy has bottomed out. While the
impact of most of the 4,760 layoffs announced in 2001 may already be reflected in the
current economic statistics, it is less clear whether the full impact of the 3,700
announced in 2002 has been felt. The decline in the advanced technology and
telecommunications sectors of the U.S. economy and the related drop in new business
investment were key contributors to the national recession and have clearly had an
adverse impact on the Colorado Springs economy. Roughly one-third of the local
economic base is concentrated advanced technology and manufacturing. Most of the
announced layoffs over the last 18 months have been in advanced technology. The
key to the recovery of the local economy will be closely linked to a rebound in
advanced technology, which has yet to materialize.

Some slowing in local residential construction activity, a principal buoy of the local
economy over the last two years, is anticipated in 2003. Current rates of homebuilding
do not appear to be sustainable through 2003. Much of the recent surge in new
homebuilding is attributable to historically low home mortgage interest rates that have
made ownership of lower priced homes less expensive than renting. Additionally, the
declining stock market has also helped fuel the market, as housing has been viewed
as a safer investment. Yet, much of the pent-up demand for new housing may soon
be satisfied and home mortgage rates are not likely to drop much further from their
current 40-year lows. The declining stock market combined with the disappearance of
many high-paying jobs in the community will likely result in a reverse “wealth effect” on
local consumer confidence that may not yet have been fully realized. Further, the in-
migration of new households appears to have slowed considerably and is not likely to
rebound until prospects for the local job market improve. These factors are likely to
exert downward pressure on local homebuilding activity in 2003.

A cautious forecast is, therefore, merited for 2003. Employment growth of just 1.0

percent is anticipated for 2003 with the local jobless rate expected to remain in the
5.5-6.0 percent range as the full impact of the layoffs announced thus far in 2002 are
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reflected in the statistics. New homebuilding is expected to fall by over one-third in
2003 to approximately 4,000 new units. The faltering stock market and little
improvement in labor market conditions will continue to impact local consumer
confidence and City Sales and Use Tax collections.

KEY ECONOMIC INDICATORS
Colorado Springs Area
ESTIMATE |[FORECAST
1996 1997 1998 1999 2000 2001 2002 2003
EMPLOYMENT
Unemployment Rate (%) 4.6 3.6 4.5 33 32 4.4 6.0 5.8
Actual Change 0.0 (1.0) 09 (1.2)] (0.1) 1.2 1.6 (0.3}
Wage & Salary Employment 208,200{217,500{224,100]|234,400]242,575|246,452 244400 246,844
Percent Change 5.47%| 4.47%| 3.03%| 4.60%| 3.49%| 1.60% -0.83% 1.00%
Manufacturing Employment 25,100{ 26,300| 27,000 27,700| 28,883( 28,850 26,300 26,432
Percent Change 1.21%] 4.78%| 2.66%| 2.59%| 4.27%]| -0.11% -8.84%) .50%
REAL ESTATE MARKET
CONDITIONS
Residential Building Permits 5,326] 4,807 5,214] 5,941} 6,286 7,117 6,813 4,000]
Percent Change 11.94%)| -9.74%| 8.47%)| 13.94%| 5.81%)| 13.22% -4.27%) -41.29%
Total New Const. Spending 663.9 589.4| 702.6]f 848.8|1,063.2] 990.1 - -
($ millions)
Percent Change 35.30%]| -11.2%] 19.21%]| 20.81%] 25.26%| -6.88% - --
SALES TAX COLLECTIONS
2% City Sales & Use Tax Rev. $85.5] $88.5| $94.0[ $100.8| $111.4| $111.8 $108.2 $112.3
($ millions)
Percent Change 13.06%| 2.66%| 6.05%| 7.29%]10.52%| .36% -3.22% 3.79%|
POPULATION
Total Population — City of 331.6] 338.0| 344.7| 350.2f 360.9] 369.9 376.0, 380.9
Colorado Springs (thousands)
Percent Change 1.85%] 1.93%| 1.98%| 1.58%| 3.06%]| 2.48% 1.66% 1.30%)
COST OF LIVING
Denver-Boulder CPI-U 153.1} 158.1} 1619 166.7{ 173.3] 1813 186.7 192.7
(1982-84 = 100)
Percent Change 3.48%]| 3.27%| 2.40%| 2.96%| 3.96%| 4.62% 3.00% 3.20%)]
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, 2002, 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.
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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. However, due to reporting relationships, the internal auditor is not considered
independent and, therefore, cannot issue the required independent annual audit report.

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, 2001, the twelfth year the City has received the award. 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

MUJMW

Terri L. Velasquez
Accounting/Payroll Manager
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Suite 1200

90 S. Cascade

Colorado Springs, CO 80903
Accountants and Management Consultants T 719.667.5000

F 719.520.0350

W www.grantthornton.com

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, 2002, 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 35 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 92
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 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, 2002, and the respective changes in financial position and cash flows, where
applicable, thereof 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 implemented a new
financial reporting model, as required by the provisions of GASB Statement No. 34,
Basic Financial Statements — and Management’s Discussion and Analysis — for State
and Local Governments and GASB Statement No. 37, Basic Financial Statements —
and Management's Discussion and Analysis — for State and Local Governments:
Omnibus, as of January 1, 2002.

The management's discussion and analysis and budget comparison information 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 March 7, 2003, on our consideration of the City’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’ 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 combining and
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individual nonmajor fund financial statements, schedules and supplementary
information 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.

2 Mot Dnonecton LLP
Colorado Springs, Colorado
March 7, 2003
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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, 2002. 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. In future years, when prior year
information is available, a comparative analysis of government-wide data will be
presented.

FINANCIAL HIGHLIGHTS

e The assets of the City exceed its liabilities at the close of 2002 by
$1,838,611,926 (net assets). Of this amount, $506,371,683 is unrestricted
net assets.

e As of the close of 2002, the City’'s governmental funds reported combined
ending fund balances of $109,833,544. Approximately (72.3%) of this total
amount, $79,370,181 is unreserved.

e The general fund, reflected on a current financial resources basis, reports a
fund balance of $38,955,306 or 18.6% of total general fund expenditures.

e The City’s total debt was $1,484,446,253 at the close of 2002.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis are 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 other supplementary information to the basic financial statements
themselves.

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 2002. 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 are reported in this statement
for some items that will only result in cash flows in future fiscal periods.

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

The governmental activities of the City include general government, public safety,
public works, health and welfare, culture and recreation, urban redevelopment
and housing, economic development, and economic opportunities. Taxes,
intergovernmental revenues, and payments in lieu of taxes finance most of these
activities.

The business-type activities of the City include the City’s water, sewer, gas, and
electricity system, hospital, airport, golf courses, downtown parking facilities,
cemeteries, highway, human services complex, and development review
program.

The component units of the City include several separate legal entities: General
Improvement Districts, 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, Canal and Reservoir Companies
and Pikes Peak Regional Communications Network. Although legally separate,
these “component units” are important because the City is financially accountable
for them.

The government-wide financial statements can be found within this report.

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
financial statements. However, unlike the government-wide financials
statements, governmental fund financial statements focus on near-term inflows
and outflows of spendable resources, as well as on balances of spendable
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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
so0, 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
balance 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. A budgetary
comparison has been provided to demonstrate compliance with this budget.

The basic governmental fund financial statements can be found within this report.

Proprietary funds — The City maintains two different types of proprietary funds.
Enterprise funds are used to report the same functions presented as business-
type activities in the government-wide financial statements. Internal service
funds are an accounting device used 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, only in 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 considered to be major
funds of the City. Conversely, both non-major enterprise funds and internal
service funds are combined into single, aggregated presentation in the
proprietary fund financial statements. Individual fund data for the non-major
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enterprise funds and the internal services funds is 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 can be found 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 financials 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 $1,838,611,926 at the close of 2002.

By far the largest portion of the City’s net assets (67.57%) 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 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:

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

Governmental Business-type
Activities Activities Total

Current and other assets $ 192,402 § 813,232 $ 1,005,634

Capital assets 280,093 2,216,364 2,496,457
Total assets 472,495 3,029,596 3,502,091
Long-term liabilities 141,108 1,401,540 1,542,648
Other liabilities 35,927 84,904 120,831
Total liabilities 177,035 1,486,444 1,663,479
Net assets:
Invested in capital assets,
net of related debt 173,535 1,068,858 1,242,393
Restricted 15,263 74,584 89,847
Unrestricted 106,662 399.710 506,372

Total net assets $ 295,460 $ 1,543,152 § 1 !838!61 2

The City’s combined net assets were $1,838,611,926 for 2002. The City’s
unrestricted net assets were $506,371,683 at the end of 2002.

However, certain of these unrestricted funds are designated for specific purposes
within the City’s funds. The designations are disclosed in the notes to the
financial statements.

The net assets of our business-type activities were $1,543,151,872 in 2002. The
City can only use these net assets 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 the revenues and expenses for 2002:
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City of Colorado Springs
Changes in Net Assets (in 000’s)

Revenues:
Program revenues:
Charges for services
Operating grants and
contributions
Capital grants and
contributions
General revenues:
Property taxes
Other taxes
Investment earnings
Loss on disposal of assets
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

Governmental Business-type

$30,219 $824,067 $854,286
19,778 171 19,949
70,969 49,371 120,340
21,011 21,011
142,407 142,407
4,433 4,126 8,559
(3.580) (3.580)
285,237 877,735 1,162,972
37,858 37,858
101,745 101,745
48,661 48,661
901 901
20,958 20,958
10,830 10,830
2,878 2,878
16 16
6,518 6,518
334 334
458,822 458,822
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