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FINANCE OFFICE

Steve Hilfers, Finance Director

CITY OF COLORADO SPRINGS

June 7, 2001

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, 2000, 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 various
funds and account groups 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 Comprehensive Annual Financial Report is presented in four sections:
introductory, financial, statistical and supplementary. The introductory section contains
this transmittal letter, the City's organizational chart and a list of principal City officials.
The financial section includes the general-purpose financial statements and the
combining and individual fund and account group financial statements and schedules,
the independent auditors’ report, and the notes to the financial statements and
schedules. The statistical section contains selected financial and demographic
information, generally presented on a multi-year basis. The supplementary information
section contains the amortization schedules for all outstanding long-term debt of the
City, Annual Statement of Receipts and Expenditures for Roads, Bridges and Streets,
and selected investment portfolio data.

REPORTING ENTITY
The City of Colorado Springs is a home-rule city, orgénized under provisions of the

Colorado constitution, and having a council/manager form of government. The
financial statements, schedules and statistical tables contained in this report include all
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funds and account groups under the control of the City Council. The City provides a
full range of municipal government services to approximately 358,400 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, golf courses, cemeteries, downtown parking facilities,
the Pikes Peak highway and the Memorial Hospital.

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 Peregrine,
Cottonwood, Spring Creek, and Number 98-1 General Improvement Districts, the
Colorado Springs Urban Renewal Authority and the Downtown Colorado Springs
Business Improvement District included as Governmental type funds, and the Fountain
Valley Authority, the Aurora-Colorado Springs Joint Water Authority and the Twin
Lakes, Lake Meredith, Lake Henry and Colorado Canal and Reservoir companies,
included as Proprietary type funds.

ECONOMIC OVERVIEW AND OUTLOOK

The local economic expansion that began in 1992 clearly extended into a ninth year.
Economic data for 2000 reflected continued healthy growth in the Colorado Springs
economy. All of the key indicators of local economic activity registered gains or
improvement. However, signs that the strong growth posted in recent years may begin
to moderate are becoming evident. Employment growth is slowing, yet the local
jobless rate continues to hover at a near record low level. This moderation does not
appear to be the result of any general slowdown in the local economy, but is rather a
manifestation of a scarcity of available workers. The local economy is in the odd
position of not achieving its growth potential due to constraints on labor force growth.
Although the national economy is showing definite signs of cooling, the diverse nature
of the Colorado Springs economy should allow it to continue to grow at a healthy, yet
more moderate, rate through 2001. Nevertheless, the local economy will not be
unaffected by the national economic slowdown.
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% Total non-agricultural wage and salary employment through 2000 was up 3.1
percent over 1999. That rate of employment growth is down appreciably from the
4.6 percent posted in 1999. Over the last 16 years (and 2 business cycles), annual
employment growth in the Pikes Peak region has averaged 4.3 percent. The
current slowing in employment growth results from a general lack of available
workers to fill job openings. Employment growth is generally considered to be the
best indicator of local economic performance as it is a good proxy of local income
growth. Employment growth in 2000 was the slowest for the region since 1998.

LOCAL ECONOMIC SCORECARD
Colorado Springs Area
(Percent Change Over Prior Year)
2000 - 1999
Economic Indicators 2000 1999 Direction Assessment *

Unemployment Rate ** 23 28 -.— Better
Total Nonag Employment 31 4.6 l‘ Worse
Manufacturing Employment 34 23 ' Better
City Sales Tax Revenue 103 74 T Better
Total New Const. Spending 253 208 t Better
Residential Building Permits 58 139 Worse
* Is Colorado Springs better off or worse off than a year ago?
** Actual rate for December.

% The local unemployment rate averaged just 3.2 percent during 2000. By
December, the rate had dipped to a record-low 2.3 percent. The local jobless rate
continues to be below the full-employment rate with general labor shortages
continuing for both entry-level and skilled positions. This scarcity of labor is not
unique to the Colorado Springs economy. Much of the growth in the Colorado
Springs labor force has historically been through the in-migration of new workers
attracted to Colorado Springs because of the strong employment opportunities and
a superior quality of life offered in the Pikes Peak region. However, the national
jobless rate continues to hover around 4 percent with tight labor market conditions
evident in most regions of the United States. In that environment, workers are less
apt to migrate to other regions in search of new employment opportunities. This
has served to slow the in-migration of new workers to Colorado Springs and has
prompted the scarcity of labor, which has effectively put an upper bound on the
rate of local economic growth.
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% 2000 was the best year for area homebuilders since 1986. Nearly, 6,300 new
dwelling units were permitted during the year, up 5.8 percent from 1999. Single
family units comprised 4,976 of total permits which was also the largest number
started since 1986. A higher rate of new household formation and healthy gains in
local incomes due to the strong labor market appear to continue to drive the entry-
level and move-up segments of the local housing market. Nevertheless,
somewhat higher home mortgage interest rates earlier in the year combined and
soaring house prices served to temper overall housing sales. The total number of
homes sold in the area through November was up only 1.6 percent from the same
period of 1999. However, the average selling price of homes increased 8.3
percent over the year.

% Prompted by a surge in both residential and nonresidential construction spending,
total new

construction
EL PASO COUNTY RESIDENTIAL BUILDING PERMITS spending

ANNUAL TOTALS 1972-2000 during 2000
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the same period of 1999.

% City Sales and Use Tax collections posted a strong 10.3 percent advance during
the 2000 fiscal year. Collections for 2000 totaled $111.4 million. This increase is
attributable to a combination of factors including:

+ continued consumer confidence in the local economy bolstered by
extraordinarily strong labor market conditions

¢ continued strong homebuilding and a surge in new commercial construction
that has resulted in robust sales of building materials

+ adouble-digit increase in purchases of consumer durable goods including
automobiles, furniture, and appliances

¢ and, a sizable jump in investment in new plant and equipment by area
manufacturers.
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KEY ECONOMIC INDICATORS
Colorado Springs Area
1995 1996 1997 1998 1999 2000
EMPLOYMENT
Unemployment Rate (%) 4.6 4.6 3.6 4.5 33 32
Actual Change (0.2) 0.0 (1.0) 0.9 (1.2) (0.1)
Wage & Salary Employment 197,400 208,200 217,500 224,100 234,400 241,600
Percent Change 6.56%| 5.47%| 4.47%| 3.03%| 4.60% 3.07%)|
Manufacturing Employment 24,800{ 25,100] 26,300{ 27,000 27,700 28,600
Percent Change 2.94%| 121%| 4.78%| 2.66%| 2.59% 3.25%)
REAL ESTATE MARKET CONDITIONS
Residential Building Permits 4,758 5,326 4,807 5,214 5,941 6,286
Percent Change 25.11%| 11.94%| -9.74%| 8.47%] 13.94%) 5.81%)
Total New Const. Spending ($ millions) 490.7 663.9 589.4 702.6 848.8 1,063.2
Percent Change 18.61%| 35.30%| -11.22%| 19.21%| 20.81% 25.26%
SALES TAX COLLECTIONS
2% City Sales & Use Tax Rev. ($ millions) $75.7 $86.5 $88.8 $94.0f $101.0 $111.4
Percent Change 9.59%| 14.27%| 2.66%| 5.88%| 7.45% 10.30%
POPULATION
Total Population - City of Colo Sprgs 325.6 331.6 338.0 344.7 350.2 358.4
Percent Change 2.43%| 1.84%| 1.93%| 1.98%| 1.60% 2.34%|
COST OF LIVING
Denver-Boulder CPI-U (1982-84 = 100) 148.0 153.1 158.1 161.9 166.7 172.6
Percent Change 434%| 345%| 3.27%| 2.40%| 2.96% 3.54%)
OUTLOOK FOR 2001

Although a slowdown of the national economy has become evident, the diverse nature
of the Colorado Springs economy should allow it to continue to grow at a healthy, yet
more moderate, clip. Nevertheless, the local economy will not be unaffected by the
national economic slowdown.

2001 should mark the tenth consecutive year of the local economic expansion,
although growth is expected to moderate due to continued labor shortages and the
recent slowing on the national scene. However, if the slowing of the U.S. economy
turns from a “slowdown” to a “slump”, the ramifications would be quickly felt in
Colorado Springs. Sagging corporate profits stemming from a national economic
recession would result in cutbacks in local spending and trimming of workforces by
local corporate branches. Local consumer confidence appears to remain relatively
strong as evidenced by recent City sales tax collections. However, a slumping national
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economy and continued stock market volatility would serve to chill consumer
confidence resuiting in a decline in local spending on such big ticket items as new
homes, appliances and autos. Thus, a somewhat cautious outlook for 2001 is merited.

Indeed, the impact of various factors likely to affect the local economy in 2001 is
somewhat mixed.

Factors Affecting Local Economic Outlook
2001 Assessment
= U.S. economic outlook: “slump” or “slowdown”?
=> Labor Availability
= Energy Prices
= Interest rate outlook
= Sagging stock market - reverse “Wealth Effect”
= Local consumer confidence
= Outlook for semiconductors
=> Number of new “basic” industry jobs created
= Comparative advantage
=> New construction

= California power shortage

ST Y B LK.

Total employment growth of 2.75 percent is projected for 2001 with a slight increase in
local unemployment anticipated. Employment growth will continue to be hampered by
a lack of available workers. New homebuilding activity is anticipated to drop 16
percent in 2001 with a total of about 5,300 new units projected for 2001 as housing
affordability becomes more of an issue. The entry-level and move-up segments have
been fueling much of the recent new homebuilding. Those segments are not large
enough to sustain the current rates of new homebuilding and tend to be more price
sensitive.
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2000 Major Initiatives

The Colorado Springs City Council adopted its first municipal government strategic
plan in 1997. Updates to the plan were adopted by City Council at the beginning of
1998 and 1999. That three year plan was superceded by the adoption in 2000 of a
new strategic plan called Direction 2000. The strategic plan is a major policy and
management tool. Direction 2000 identifies priority programs and projects, establishes
policy guidelines, and generally defines a direction for governance in Colorado Springs.
The Plan contains five major goal areas:

Growth Management
Transportation Improvements
Public Safety

Financial Support for City Services
Downtown Revitalization

¢ 6 6 o o

Direction 2000 is intended to play an important role in guiding decision-making and
program planning in the City. The Plan establishes priorities, which along with other
Council directives, govern program planning and resource allocation decisions for City
operations. These program planning and resource allocation decisions in turn govern
individual performance planning for all levels of City staff.

In 2000, a number of accomplishments in the five goal areas of Direction 2000 are
notable.

2000 MAJOR STRATEGIC PLAN ACCOMPLISHMENTS

Growth Management

During 2000, a first draft of the new Comprehensive Plan was completed. The new
plan will serve as a primary tool in defining growth management policies and programs.
Additionally, the Parks, Recreation and Trails Ten Year Master Plan was completed
and approved by City Council during 2000. The plan addresses the capital needs for
parks and recreational facilities and trails for the years 2000-2010.

Transportation Improvements

Work commenced on a East-West Mobility Study to examine the creation of a
“beltway” around the City’s core area and the potential for transportation improvements
within the core area. Initial planning activities commenced and an extensive public
involvement process was launched. A total of $405,000 of federal funding was
secured for the essential planning effort.

Public Safet

Implementation of the Fire Department’s long-range plan was furthered in 2000 with
the opening of fire Station 18 in the northwest section of the City. A total of $1.27
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million was provided to staff and equip that new fire station. Funds for the construction
of the fire station were part of an $88 million Springs Community Improvements
Program (SCIP) sales tax revenue bond issue approved by voters in 1999. One and
one-half additional Fire public education specialists were added permanently in 2000 to
expand fire safety programs for children in schools and the elderly.

Matching funds were provided for a Federal Universal Hiring Grant which allowed the
Police Department to add 30 additional patrol officers and hire six additional officers for
the School Resource Officer (SRO) program. A total of 12 additional emergency
response technicians were added in the Police communications center to address a
burgeoning E-911 call load. Partial funding was also provided for the development of a
new Criminal Justice Information System to replace the current system that has
exceeded its useful life.

Significant progress was also made in the implementation of a new 800 MHz trunked
radio system for use by all City departments. The new system is slated for initial
operation in 2001. Funded largely through $18 million provided through SCIP, the new
system is being developed cooperatively with Colorado Springs Utilities and El Paso
County.

Financial Support for City Services

Building on the successes from 1998-1999, the Springs Community Improvements
Program (SCIP) transitioned into its next phase — SCIP 01. In response to escalating
demands for better city services and infrastructure, the SCIP 01 process was
expanded to include addressing critical public safety operations and maintenance
needs in addition to funding capital projects throughout the community. Implemented
in April 2000, the citizen-driven process resulted in City Council placing a .9% increase
in the City Sales and Use Tax to fund 107 capital projects having a total cost of $257
million along with ongoing annual funding of $34.4 million to address operating needs
in the Police, Fire and Public Works Departments. While the ballot question did not
gain voter approval at the April 3, 2001 municipal election, various options and
alternatives are being considered for funding the package of high priority projects and
services.

A City development review enterprise was developed and approved by City Council for
implementation in 2001. The new enterprise, to be funded through a surcharge on
building permits issued through the Regional Building Department will result in 100%
cost recovery for various City land development review services provided in zoning and
building permit review.

Implementation of the new employee compensation system that recognizes and
motivates increased job performance continued during 2000. A total of $5.9 million
was included for the second installment of the three-year plan for bringing employee
compensation up to a competitive level.
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Downtown Revitalization

Continued revitalization of the downtown was achieved through the continued
implementation of the Downtown Development Strategy, key elements of which are
expansion of the business improvement district and implementation of the downtown
pedestrian improvements project. To date, a total of 14 face blocks of the pedestrian
improvements program have been completed. These improvements are being
financed through $4.5 million of City Parking System enterprise revenue bonds issued
in 1999. Additionally a feasibility study for expanding the boundaries of the Downtown
Business Improvement District was completed during 2000 along with a proposed
service plan for that new district.

Significant progress was made in implementation of the Lowell School redevelopment
project in the south downtown area of the City. The Colorado Springs Urban Renewal
Board (CURE) entered into a redevelopment agreement with a private developer for
the project. A metropolitan district was conditionally approved by City Council and
funding was secured for the construction of a parking garage at the City Police
Operations Center which is adjacent to the redevelopment project.

Construction commenced on the renovation of Old City Hall. Originally constructed in
1905 as the seat of City government, the building is being renovated to house City
Council chambers, offices for the Mayor, City Council and staff, offices for the City
Manager and staff, and facilities for certain other City administrative functions. A total
of $7.265 miillion of certificates of participation were issued in 2000 by the Colorado
Springs Public Facilities Authority with a portion of those COP proceeds being used to
help finance the $5.3 million renovation project. The relocation of City Council and City
Manager staff offices to Old City Hall will allow other City staff, presently in leased
space, to move into space that would be vacated in the City Administration Building
resulting in improved operational efficiencies.

FINANCIAL INFORMATION

The City accounts for the operations of its Governmental fund types (General, Special
Revenue, Capital Projects), and its Expendable Trust funds on the modified accrual
basis of accounting in accordance with current governmental accounting standards.
Using this basis, revenues are recorded when collected or susceptible to accrual.
Susceptible to accrual means that they are measurable and available to pay current
liabilities. Expenditures are recorded when the liability is incurred, except for interest
on long-term debt. The accrual basis of accounting is used for the Proprietary fund
types (Enterprise and Internal Service) and Non-Expendable Trust funds. Using this
basis, revenues are recorded when earned and expenses when the liability is incurred.
This method is similar to private, commercial accounting.

In developing and evaluating the City's accounting system, consideration is given to
adequacy of internal accounting controls. These controls are designed to provide
reasonable, but not absolute, assurance regarding: (1) the safeguarding of assets
against loss from unauthorized use or disposition, and (2) the reliability of financial
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records used for preparing financial statements and maintaining accountability for
assets. The concept of reasonable assurance requires that the cost of control should
not exceed the benefits likely to be derived, and, that the evaluation of costs and
benefits requires estimates and judgments by management. All internal control
evaluations occur within the above guidelines. We believe that the City's internal
control structure adequately safeguards assets and provides reasonable assurance of
the proper recording of financial transactions.

As a recipient of federal and state financial assistance, the City is responsible for
ensuring that an adequate internal control structure is in place to ensure compliance
with applicable laws and regulations concerning those programs. This internal control
structure is subject to periodic evaluation by City management and staff. These
controls are subject to review and testing as a part of the annual, independent audit of
the City. The reports required under provisions of the Single Audit Act are issued
under separate cover by the audit firm of Grant Thornton LLP and are available for
review at the City Finance office.

In accordance with City Charter, budgetary controls are maintained for all funds of the
City. Annual budgets are adopted for all funds of the City, except for certain funds,
which adopt project length budgets as described below. For those funds which adopt
an annual budget, the official level of budgetary control is at the department level within
a fund. Transfer of appropriation within the budget of a department may be authorized
by the department head affected without City Council action. Transfers from one
department to another or any supplemental appropriation over the amount of the
original budget require City Council action.

Project length budgets are adopted for all Capital Project funds and for
Intergovernmental Grant, Special Assessment and Capital Improvement type Special
Revenue funds. Transfers of appropriation from one project to another or from one
fund to another require City Council action unless the project has been substantially
completed. If the project has been substantially completed, the City Manager may
authorize the transfer of any unused appropriation to another project.

The City maintains an encumbrance accounting system as a means of accomplishing
budgetary control. Appropriations for contractually encumbered amounts are reserved
at year-end and re-appropriated in the ensuing year's budget.

Unused and unencumbered appropriations for funds which adopt an annual budget
lapse at year end. Unused and unencumbered appropriations for funds which adopt a

project length budget are carried over to ensuing years until such time as the project is
complete.

GENERAL FUND OPERATIONS
Revenues and Other Financing Sources

The following table summarizes the revenues and other financing sources of the
General fund for the years ended December 31, 2000 and 1999:
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Percentage

2000 1999 Increase
Actual Actual (Decrease)
Taxes $131,290,950 $119,361,794 10.0%
Licenses and permits 402,523 405,904 (.8%)
Intergovernmental 21,194,449 20,567,255 3.0%
Charges for services 31,078,225 28,884,406 7.6%
Fines and forfeits 3,444,419 3,198,674 7.7%
Other 7,794,289 4,962,797 57.1%
Transfers - in 4,205,517 2,444,502 72.0%
Total $199,410,372 $179,825,332 10.9%

General fund revenues and other financing sources for 2000 increased $19.6 million or
10.9% over those of 1999. Tax revenues increased $11.9 million or 9.99% over 1999.
Sales and use tax collections increased 10.3% or $10.4 million and property tax
collections increased 7.9% or $1.2 million over comparable figures for 1999.
Intergovernmental revenues increased 3.0% or $.6 million due to increases in Federal
Transit Administration revenue and State Highway Users Tax revenue. The Charges
for Services category of revenue increased 7.6% or $2.2 million over 1999 due
primarily to increased payments in lieu of taxes from the Colorado Springs Utilities.
Fines and forfeitures increased 7.7% or $.2 million due to increased collection efforts
and increase in filings. The category of Other revenues increased from 1999 in the
amount of $2.8 million due to increase in earnings on investments of $2.1 million and
capital lease financing increased $.5 million. Transfers-in increased $1.4 million due to
transfer from the Business Development Revolving Loan fund.

Expenditures and Other Financing Uses

The following table summarizes the expenditures and other financing uses of the
General fund for the years ended December 31, 2000 and 1999:
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Percentage

2000 1999 Increase
Actual Actual (Decrease)
General government  $31,021,293 $31,867,855 (2.7%)
Public safety 83,877,836 80,185,341 4.6%
Public works 25,984,598 27,211,602 (4.5%)
Culture and recreation 14,173,845 13,546,852 4.6%
Urban redevelopment 3,645,729 3,528,788 3.3%
Other services 693,031 660,369 4.9%
Debt service 11,202,906 7,452,641 50.3%
Capital outlay 9,991,953 9,415,605 6.1%
Transfers - out 6,888,674 18,797,839 (63.4%)
Total $187,479,865 $192,666,892 (2.7%)

General fund expenditures for 2000 decreased $5.2 million or 2.7% from 1999
expenditures. Public safety expenditures increased $3.7 million. This is reflective of
Council’s direction to adequately fund police and fire services. Public Works
expenditures decreased from 1999 by $1.2 million due to 1999 bus purchases. Debt
service increased 50.3% or $3.8 million primarily due to the Sales Tax Revenue Bond
Series 1999 principal and interest payments. Transfers out decreased $11.9 million
due to categorizing of capital improvements resources into Capital Projects funds in
1999 that did not occur in 2000. More detailed information regarding General fund
financial activity can be found in Exhibits B-1 through B-3 of this report.

General Fund — Fund Balance

In accordance with its Charter, the City is required to maintain an “emergency reserve”
in the amount of 3% of “fiscal year spending less debt service.” This “reserve” can be
used to meet any emergency except those caused by economic conditions, revenue
shortfalls and salary or fringe benefit increases. Accordingly, the amount of this
“emergency reserve” at December 31, 2000 is $6.044 million. After deducting this and
other necessary reserves and designations, the unreserved, undesignated fund
balance of the General fund is approximately $18 million or 8.9% of the 2001 General
fund budget or 9.6% of actual 2000 General fund expenditures.

PROPRIETARY OPERATIONS

Colorado Springs Utilities

Colorado Springs Utilities (CSU) continues to position itself for a changing, more
competitive future in all its markets but specifically in the energy markets. The severe
dislocations that were evident in the national energy markets during calendar year

2000 and the early months of 2001 have reinforced the need to continue to address
not only the availability of crucial energy supplies but to also pursue all prudent means
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for controlling CSU’s price exposure in the national and regional energy markets.
Faced with these significant energy policy challenges and significant constraints in the
Colorado transmission network, it has become increasingly difficult to assure that
purchased power from outside the front range will be available during peak demand
periods at any price, let alone at reasonable prices. Thus, the Utilities Front Range
Power Project (a joint venture project with El Paso Energy to construct and operate a
480 MegaWatt (MW) combined cycle unit at the Nixon site) has taken on increasing
importance and urgency. The Front Range Power Project will provide power to CSU
and Excel Energy under long- term purchased power contracts and will have small
amounts of merchant power available for the tight Western wholesale electric markets.
CSU’s power purchase contract provides that CSU will acquire increasing capacity in
the unit, consistent with our load growth forecasts, until we are taking all the capacity in
the unit by 2015. CSU and El Paso Energy are well advanced in getting this project
completed. Current forecasts are that the 480 MW unit will achieve commercial
operation by late spring 2003. The Front Range Power partnership is allowing CSU to
reap the economies of scale of a larger generating unit while guaranteeing a reliable
and economical source of supply for the community’s anticipated growth over the next
10-15 years. The combined cycle unit will be constructed and owned by Front Range
Power and thus will not necessitate bond issuance by CSU.

Finance System Replacement Project

The final leg of CSU’s strategic plan to replace its legacy software systems was
successfully completed at year-end (on time and under budget) when our financial
analytic system (FHAS) was put into operation. FHAS provides a critical connection
between our financial, human resources and payroll systems and our
inventory/purchasing/work management system — RMS 2000. The new finance
system will also play a crucial role in the integration of an Activity Based Costing
System into our overall management information systems. FHAS provides CSU with a
flexible, adaptable budgeting, accounting and financial reporting system. This gives
CSU expanded access to real-time accounting information in many organizational
dimensions and provides an efficient, automated budget and forecasting system that
will greatly increase the efficiency for CSU.

Regional Infrastructure Authority

CSU establishes plans for needed expansions to the water and wastewater system
over a 40 year planning horizon, as these infrastructure and water supply additions
frequently have long lead times associated with various permitting activities, site
acquisition and public process activities. Increasingly, permitting agencies are
encouraging a regional view of water and wastewater infrastructure needs. From a
financial perspective, regional partnerships provide numerous benefits related to the
economies of scale of the project and to the benefits of off-balance sheet financing.
CSU has been evaluating the advisability of using cooperative, regional partnerships
for some of CSU’s planned water and wastewater expansions for the last several
years. Utilities Board gave CSU the approval to proceed with creating a Regional
Infrastructure Authority with the power to construct and operate water, wastewater and
stormwater projects with one or more regional partners. Being created with the City of
Fountain, this independent legal entity’s, first identified project is the initial phases of
CSU’s Southern Delivery Project which will construct significant additional water
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delivery system capacity from Pueblo Reservoir to the Colorado Springs area and to
regions south of the city. It will ultimately provide Colorado Springs with the ability to
deliver and store water sufficient to supply the growing needs of this community to at
least 2040. The ability to finance this infrastructure through a separate legal entity
controlled by the city provides a measurable financial benefit to CSU and its
customers.

Energy Crisis Impacts on CSU

Calendar year 2000 was a difficult year for utilities and their customers because of the
unprecedented escalation that occurred in the market prices for both natural gas
supplies and wholesale electric supply. The western U.S. was particularly hard hit by
both phenomena and, although market prices for natural gas have shown some
softening recently, the wholesale electric markets continue to reflect extreme instability
and inefficiency. This pervasive energy crisis has created significant challenges for
CSU from both a financial and a supply reliability standpoint. Actual expenditures for
natural gas, fuel and purchased power for 2000 exceeded original budget estimates by
over $73 million. While CSU took timely and appropriate steps to manage the
magnitude of these cost escalations to the extent possible, ultimately we had to adjust
both our Electric Cost Adjustment (ECA) and Gas Cost Adjustment (GCA) rate
components to begin to recoup these rising costs. Even so, we did incur energy costs
for fiscal 2000 well in excess (approximately $35 million) of what we were able to
collect through rate adjustments. We continue to aggressively manage market
purchases and daily operations to limit the increases passed through to CSU
customers. CSU formed a new Energy Supply Department that consolidates all energy
purchase and risk management activities in one organizational unit. We expect this
group’s enhanced focus will improve the effectiveness and efficiency of these supply
activities for CSU. In addition, we have implemented necessary methodology changes
to our ECA adjustment mechanism to allow more timely reflection of actual market
conditions in the prices our customers see. This will ultimately provide better
communication to CSU customers and will insure our financial stability so that we may
continue to provide reliable, high quality service our customers expect.

Overall, while fiscal 2000 financial results for CSU were much weaker than originally
anticipated, that outcome is solely a result of the unprecedented escalation in natural
gas and purchased power prices over the latter part of the year. The significant cost
constraint evident in non-fuel O&M expenses would have produced very positive
results for both cash net income and debt service coverage absent the time lags
inherent in our fuel cost recovery mechanisms.

Cash Flow

CSU focuses on a variety of measures of cash flow as our primary indicators of CSU’s
non-cash income statement entries (such as depreciation) is the trigger for CSU'’s
annual Budget.

BUDGET 2000 ACTUAL 2000

TOTAL CSU $ 41,044,019 $ 32,334,229
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Bond Issuance

In November 2000, CSU issued both its 2000A Variable Rate Subordinate Lien
Improvement Revenue Bonds in the amount of $110,000,000 and its 2000B Taxable
revenue bonds in the amount of $15,000,000. The 2000A Variable Rate bonds (CSU’s
first variable rate issue) were issued to generate $54 million in new money for the
capital expansion program and to fund a tender offer for selected maturities of CSU’s
outstanding 1998A and 1997A revenue bonds. Paine Webber was selected as the
underwriter for the 2000A issue. As tender agent, Paine Webber received numerous
offers to sell the subject bonds and CSU ultimately accepted offers on $61.145 million
of our 1998A and 1997A bonds. The majority of the bonds that were repurchased were
the 2026 and 2027 maturities of our 1998A bonds ($55.145 million). We also
repurchased $6.0 million of the 2026 maturities of our 1997A bonds. The tendered
bonds were repurchased at attractive prices and, assuming an “all in” interest expense
on the 2000A bonds of 4 percent, will generate total debt service savings of $25.3
million, which translates into present value savings of $13.7 million or 22.5 percent. We
will reduce annual debt service by approximately $775,000 as a result of this bond
repurchase program.

The 2000B Taxable bonds were issued at a competitive sale on November 1 and were
awarded to Griffin, Kubik, Stephens & Thompson with a bid of 7.53648 percent. The
proceeds from this issue were used to fund CSU’s continuing equity contributions to
the Front Range Power Project.

Moody's and Standard and Poor's (S&P) accorded the 2000A variable rate issue their
highest short term ratings, Aa2/VMIG 1 and AA/A-1+ ratings respectively, which reflect
both the strength of our bond provisions and our AAA rated liquidity provider. The two
rating agencies assigned Aa2 and AA ratings to the 2000B taxable bonds, identical to
the ratings on all CSU’s outstanding first and subordinate lien debt. In conjunction with
their review of these new subordinate lien bond issues, S&P reaffirmed the “#2
business position” rating that CSU held since S&P realigned their ratings to be
consistent with those used for investor-owned utilities. The ratings scale now runs from
1-10 with 1 being the highest rating possible. The #2 rating is the highest rating
awarded to any utility with generating resources. Only a handful of other public power
utilities have been granted a #2 rating on this “business position” scale. <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>