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FINANCE OFFICE
Steve Hilfers, Finance Director

CITY OF COLORADO SPRINGS

June 28, 2002

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, 2001 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, organized 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 366,000 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, 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
CURRENT TRENDS

The local economic expansion that began in 1992 has clearly extended into a tenth
year. Economic data through the first eight months of 2001 reflected continued growth
in the Colorado Springs economy. Most of the key indicators of local economic activity
registered gains or improvement. However, signs that the national economic
slowdown is impacting the Colorado Springs economy are becoming evident. Labor
market data show a considerable deceleration in local employment growth and the
local jobless rate has begun to edge upward in recent months, although it remains low
by historical standards. The prospects for further slowing are clearly on the horizon as
over 4,600 job layoffs have been announced by a number of advanced technology and
manufacturing firms. The full impact of these layoffs has yet to appear in the local
economic data as many of the affected individuals were provided severance packages
that have yet to expire. Most of these layoffs are in response to lagging corporate
profits and a downturn in new capital spending by businesses. Although the national
economy appears to be in recession, the diverse nature of the Colorado Springs
economy should help it weather any downturn.
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Nevertheless, the local economy will be affected by the national economic downturn.

% Total non-agricultural wage and salary employment through the first seven months
of 2001 was up just 2.2 percent over the same period of 2000. That rate of

LOCAL ECONOMIC SCORECARD employment growth is
Colorado Springs Area down from the 3.1
(Percent Change Over Prior Year) percent posted in 2000
January - August and appreciably below
ekl 5 000F 15000 Diredion Adsessmentiv; | the 4.7 percent posted
................... In 1999' Over the Iast
Unemployment Rate ** 1/ 44 37 T Worse 16 years (and 2
Total Nonag Employment 1/ 22 3.1 @ Worse business cycles),
Manufacturing Employment 1/ 35 26 T Better annual employment
City Sales Tax Revenue 6.8 11.6 l Worse grOWth 'n'the Pikes
Total New Const. Spending 42 28.0 l, Worse Peak region has
Residential Building Permits 189 140 T Better averaged 4.3 percent.
Employment growth is
* Is Colorado Springs better off or worse off than a year ago? genera“y con Sidered to
** Actual rate for July. . .
1/ Data through July. be the best indicator of
local economic

performance as it is a
good proxy of local income growth. If recent trends continue, 2001 could post the
slowest employment growth rate for the region since 1991.

% Through the first seven months of 2001, the local unemployment rate averaged
just 3.5 percent. Yet, by June the rate had climbed to 4.7 percent which is the
highest monthly rate posted since September of 1998. The increases have been
quite rapid, as the local unemployment rate had fallen to a new record-low 2.3
percent by the end of 2000. Nevertheless, the local jobless rate continues to be
relatively low by historical standards although the local labor markets appear to
have rapidly transitioned away from full-employment.

% Remarkably, local homebuilding activity continues at a near-record pace. Over
5,100 new dwelling units were permitted through the first eight months of 2001 with
just under 4,000 of that total being for single family units. New homebuilding during
2001 could exceed the 6,300 new units started in 2000, which was the best year for
area homebuilders since 1986. The surge in new homebuilding appears to be
spurred by lower home mortgage interest rates in combination with a higher rate of
new household formation and healthy gains in local incomes due to the strong labor
market. Those factors typically drive the entry-level and move-up segments of the
housing market, which have experienced the greatest demand. However, it
appears that with a lagging stock market, many area residents have been viewing
housing as a better investment alternative. The strong surge in demand for new
homes does not appear to be unique to Colorado Springs as new home sales
nationally are expected to reach a near-record level in 2001.
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Prompted by the surge in residential construction spending, total new construction
spending through August is up 4.3 percent over the same period last year.
Residential spending was up 17.6 percent over the year although nonresidential
spending was down almost 27 percent as several large manufacturing and retail
projects were completed late last year.

% City Sales and Use Tax
gﬂ;’: ff;;’?&?&sﬁﬂiﬁ%m collections are up 6.8 percent
2001 - 2000 YT COMPARISON through the first seven months of
2001. However, collections in
Yo % recent months have moderated

CATEGORY CHANGE 1/ . .

considerably in response to a
Utilities 36.03 .
Auto Dealers 1.04 slowing local economy. Total
Building Materials 380 collections over the last three
Dept./Discount 1.59
Grocery 322 months are nearly flat when
Auto Repair and Leases -1.53 :
Clotting 62 compared to the same period of
Furniture/Appliances/Electronics 3.24 2000, when revenue from audits
Hesauans 2 are excluded. Consumer
Misc. Retail 3.10 confidence in the local economy
Sales to Business -6.21

appears to be waning somewhat
1/ February - August data. in response to a number of layoffs
of workers at several area
advanced technology firms. Purchases of such consumer durable goods as
automobiles, appliances and furniture have moderated considerably in recent
months despite lower interest rates and incentives being offered by many dealers.
Investment in new plant and equipment by area manufacturers also appears to
have weakened in recent months as revenues resulting from the Use Tax
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component have dropped by more than 24 percent over the last three months
when audit revenue is excluded. A portion of this drop was expected, however, as
large capital investment programs at several area semiconductor-manufacturing
facilities were completed earlier this year. Nevertheless, the recent revenue trend
is also indicative of a general slowing in new capital investment in reaction to a
weakening U.S. economy.

OUTLOOK FOR 2002

Although the national economy appears to be in recession, the diverse nature of the
Colorado Springs economy should help it weather any downturn. Nevertheless, the
local economy will be affected by a national recession. National economic trends
clearly show a manufacturing sector that already is in recession, having contracted for
13 consecutive months. The advanced technology sector has also been one of the
hardest hit by the national slowdown as the demand for new computers and
telecommunications equipment dropped by over 21 percent during the first half of
2001. Colorado Springs has not escaped the impact of those trends as most of the
4,600 announced layoffs of workers have been in manufacturing and advanced
technology.

These job losses and an anticipated slowing in local construction activity will likely
serve to temper local economic growth considerably in 2002. Employment growth of
just 1.5 percent is anticipated for 2002 with the local jobless rate edging up to the 5.5—
6.0 percent range as the severance packages for the numerous laid off workers expire.
This will serve to moderate local consumer confidence and spending which is reflected
in slower City sales and use tax collections, which are projected to increase by just 2.7
percent in 2002. That rate of growth is less than projected inflation of 3.4 percent as
measured by the Denver/Boulder Consumer Price Index. The declining stock market
will also serve to blunt local consumer confidence as local residents feel less wealthy
and are less apt to make major purchases.

Local residential construction activity, a principal buoy of the local economy in recent
months, is also expected to slow considerably in 2002. The declining stock market
combined with slower employment and income growth will likely trigger a reverse
“wealth effect” and serve to discourage potential homebuyers from either purchasing a
home or moving up to a larger house. New homebuilding is expected to fall by over
one-third in 2002 to approximately 4,000 new units.

2001 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:
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Growth Management
Transportation Improvements
Public Safety

Financial Support for City Services
Downtown Revitalization

* ¢ 6 0 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 2001, a number of accomplishments in the five goal areas of Direction 2000 are
notable.

2001 MAJOR STRATEGIC PLAN ACCOMPLISHMENTS

Growth Management

On March 27, 2001, City Council approved an ordinance adopting the new
Comprehensive Plan. The new Plan will serve as the primary tool in defining growth
management policies and programs. Funding of $250,000 was included in 2001 for
the implementation of the Plan. Additionally, the Parks System Capital Master Plan
and Parks System Services Master Plan were completed and two new neighborhood
parks and one community park were constructed in 2001. Also, master plans for two
neighborhood parks were completed.

Transportation Improvements

In 2001, a consultant was hired to assist with the East-West Mobility Study.
Implementation of the public involvement plan included:

Establishment of a Citizen Resource Group (CRG)

Establishment of a Technical Resource Committee

Creation of a project website that provide information on all aspects of the study
Extensive public outreach efforts

Seven public open house meetings were held.

The East-West Mobility Study recommendations of the Citizen Resource Group were
presented to City Council on November 26, 2001. The final study report including the
CRG recommendations and staff recommendation is tentatively scheduled to be
presented to City Council on January 21, 2002.

Also, funding of $398,250 and 4.75 FTEs were added in the Transportation
Engineering Unit to increase the frequency with which traffic signals are timed. While it
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is recognized that these efforts will not resolve all traffic congestion problems, it is
anticipated they will help improve the flow of traffic in the city during off-peak times.

Public Safety

A total of 48 additional police officers funded with Federal Universal Hiring Grants have
been added over the last three years. To retain those officers, additional City funding
of $618,000 was necessary to replace the federal grant dollars that were phased out.
A total of 11 additional police officers were also included in 2001 with 9 of those
officers dedicated to the new Red Light Enforcement (aka Intersection Safety)
Program. This Program is intended to reduce traffic accidents and fatalities. One
additional Court clerk and an additional legal assistant were added to handle increased
workload stemming from the enhanced red light enforcement effort. Two School
Resource Officers were added to allow School District 20 to participate in the school
resource officer program. Additionally, partial funding of $205,322 was included for the
Criminal Justice Information System to replace the current system that has exceeded
its useful life. Finally, a police management consultant was hired in 2001 to help with
the development and assessment of the Police Accountability and Service Standards
(PASS) model data, analysis and results.

In Fire, a total of $299,156 was added to adequately staff the City’s Office of
Emergency Management. Funding of $417,303 was provided to operate an
emergency medical squad for the southeast area of the City. This Unit helped the Fire
Department meet the eight-minute first response standard of coverage for the City.
Funding of $293,540 was added to hire one engineer, two inspectors, and a special
billing clerk to provide the staff necessary for Fire Prevention to keep up with the
workload and reduce the turn around time on the review of new construction.

Also, in 2001, significant progress was made in the implementation of the new 800
MHz trunked radio system. In 2001, system construction began and a system
manager was hired. This system was funded primarily through Springs Community
Improvement Projects (SCIP) which provided $18 million, but is being developed in
cooperation with Colorado Springs Utilities and EI Paso County.

Financial Support for City Services

In January 2001, City Council reviewed the SCIP 01 recommendations, made minor
adjustments and agreed to present one question to voters in April 2001. The April
municipal ballot asked voters to approve a 0.9% increase in the City’s Sales and Use
Tax to fund a list of 107 capital projects and public safety operating, personnel and
equipment needs. Despite the overwhelming support, the ballot issue failed at the
polls. Through the summer of 2001, City Council worked to identify approximately $8.3
million of additional revenue to support a bond issue for SCIP 01 transportation and
drainage capital improvement projects. Council identified the $8.3 million from
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increased fees and fines, and then placed two SCIP bond questions on the November
2001 ballot seeking authorization to issue up to $63.47 million for transportation capital
improvement projects and $37.825 million for stormwater and flood control projects.
The proposed bonds had no associated tax increase and were to be paid entirely from
a pledge of the City’s existing Sales and Use Tax. Voters did not support either bond
question at the November 2001 election. Consequently, City Council decided to use
the $8.3 million, previously set aside for the SCIP 01 bond retirement, to accomplish
unfunded SCIP projects on a pay-as-you-go basis. Subsequently, Council approved
reducing the $8.3 million by $354,103 to balance the 2002 General Fund budget. While
the 2002 Budget designates the $7.9 million for SCIP capital improvement projects,
City Council deferred until January 2002 the final selection of projects to be funded.
Also, the November 2001 coordinated election ballot presented four other separate
questions. The November 6, 2001 El Paso County coordinated election resulted in
passage the 0.4% increase in the city sales and use tax for Police and Fire capital
improvements projects and operations needs. The other three ballot issues failed.

For 2001, implementation of the new employee compensation system continued to be
a strategic priority. A total of $6.13 million was included for the third instaliment of the
three-year plan for bringing employee compensation up to a competitive level. In
addition to these salary and benefit adjustments, a total of $2.26 million was reserved
in 2001 for lump-sum performance incentive awards for employees who achieved
superior or outstanding performance.

Finally, in accordance with a Strategic Plan mandate, the 2001 Budget included the
establishment of a development review enterprise to be financially self-sufficient
outside of the General Fund. A total of 6.5 FTE were transferred out of the General
Fund and into this new enterprise fund. The new enterprise is funded through a 35
percent surcharge on building permit fees. The enterprise resulted in net savings of
$290,000 to the General Fund.

Downtown Revitalization

In 2001, revitalization of the downtown continued through the implementation of the
Downtown Development Strategy. Key elements of the Strategy included expansion of
the business improvement district and implementation of the pedestrian improvement
project. The business improvement district was expanded in 2001. At the end of
2001, a total of 20 face blocks of the pedestrian improvements program were
completed.

In November of 2001, renovation of Old City Hall was completed and City staff moved
into the offices. State historical funds were obtained for City Council Chambers
renovation which was completed in 2001. Additionally, state historical funds were
secured for entry door restoration and rotunda skylight restoration.

In 2001, substantial progress continued in the implementation of the Lowell School

redevelopment project in the south downtown area of the City. The Housing Authority
relocated to the renovated Lowell School.
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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
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.
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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, 2001 and 2000:

Percentage
2001 2000 Increase
Actual Actual (Decrease)
Taxes $132,361,209 $131,290,950 .8%
Licenses and permits 445,352 402,523 10.6%
Intergovernmental 21,517,264 21,194,449 1.5%
Charges for services 33,662,626 31,078,225 8.3%
Fines and forfeits 3,992,880 3,444,419 15.9%
Other 6,683,931 7,794,289 (14.2%)
Transfers - in 2,885,451 4,205,517 (31.4%)
Total $201,548,713 $199,410,372 1.1%

General fund revenues and other financing sources for 2001 increased $2 million or
1.1% over those of 2000. Tax revenues increased $1.1 million or 0.8% over 2000.
Sales and use tax collections increased 0.4% or $0.4 million and property tax
collections increased 2.6% or $0.4 million over comparable figures for 2000.
Intergovernmental revenues increased 1.5% or $0.3 million due to increases in State
Highway Users Tax revenue. The Charges for Services category of revenue increased
8.3% or $2.6 million over 2000 due primarily to increased payments in lieu of taxes
from the Colorado Springs Utilities. Fines and forfeitures increased 15.9% or $0.5
million due to increased collection efforts and increase in filings. The category of Other
revenues decreased from 2000 in the amount of $1.1 million due to unusual items in
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2000, among which was an increase in earnings on investments and capital lease
financing in 2000. Transfers-in from the Business Development Revolving Loan fund
were down $1.3 million from 2000.

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, 2001 and 2000:

Percentage
2001 2000 Increase

Actual Actual (Decrease)
General government  $33,530,288 $31,021,293 8.1%
Public safety 88,978,576 83,877,836 6.1%
Public works 29,649,501 25,984,598 14.1%
Culture and recreation 15,873,911 14,173,845 12.0%
Urban redevelopment 4,035,643 3,645,729 10.7%
Other services 727,683 693,031 5.0%
Debt service 11,255,682 11,202,906 0.5%
Capital outlay 15,077,626 9,991,953 50.9%
Transfers - out 8,297,216 6,888,674 20.4%
Total $207,426,126 $187,479,865 10.6%

General fund expenditures for 2001 increased $19.9 million or 10.6% from 2000
expenditures. Public Safety expenditures increased $5.1 million or 6.1% over 2000.
This is reflective of Council's decision to direct additional resources to Public Safety.
Public Works expenditures increased from 2000 by $3.7 million due to increased
participation in funding for the Transit system. Capital expenditures increased 50.9%
or $5.1 million due to projects such as video detection, police impound lot, police
training academy, police parking garage, and various drainage projects. Transfers out
increased $1.4 million primarily due to a transfer of $1 million to the Employee Benefits
Self-Insurance fund. 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, 2001 is $5.557 million. After deducting this and
other necessary reserves and designations, the unreserved, undesignated fund
balance of the General fund is approximately $20.6 million or 9.5% of the 2002
General fund budget or 10.0% of actual 2001 General fund expenditures.
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PROPRIETARY OPERATIONS
Colorado Springs Utilities

ELECTRIC RESOURCE PLAN

Colorado Springs Utilities will continue to rely on a diversified and environmentally
friendly combination of resources to provide the highest-value electric services for its
citizen-owners and customers. Generating units using low-sulfur coal and equipped
with baghouse filtration systems will provide a low-cost and stable source of energy.
Federal and Colorado Springs Utilities-owned hydroelectric generation will provide
about 15% of our energy needs. Natural gas generating units will provide an increasing
amount of Colorado Springs Utilities’ electric needs. We will continue to offer a range
of energy efficiency and demand-side management (DSM) programs, directed toward
all customer classes, to encourage the efficient use of our products and services and
to reduce our need for future thermal resources. DSM programs, alone, however, are
insufficient to serve all of Colorado Springs Utilities’ increasing loads. To provide the
additional resources needed, we will make short-term purchases until 2003, when the
480 megawatt (MW) Front Range Power combined cycle generating unit (highly
efficient and fueled by natural gas), located at the Nixon site, will be commissioned.

Colorado Springs Utilities will purchase increasing amounts of capacity from the Front
Range Power unit over the next 20 years, as loads continue to grow. Supplementing
these purchases, to reliably meet increasing customers’ electric demands, Colorado
Springs Utilities will expand its DSM programs and consider a wide range of other
traditional and non-traditional electric resource options, of which one or more will be
pursued to meet demands beginning in 2005. Those resource options include the
addition of small hydroelectric units on the Colorado Springs Utilities water system,
renewable energy sources, natural gas peaking and/or combined-cycle units, and coal-
fueled capacity (available sometime after 2005), as well as long-term power purchases
from other electric utilities or generation companies.

ENRON POWER SUPPLY CONTRACT

Colorado Springs Utilities contracted with Enron to purchase up to 150 MW of electric
supply from October 1998 through September 2003. Overall, the contract has been
beneficial to our customers helping to keep rates low, especially during periods of high
electric market prices. However, as a result of Enron's bankruptcy filing on December
2, 2001 and subsequent failure to deliver contracted electrical power, Colorado Springs
Utilities performed an extensive re-evaluation of projected loads and portfolio of
resources, and revised the long term seasonal loads and electric resource outlook. For
the summer season of 2002, we negotiated and signed contracts for 120 MW of
replacement capacity and energy with Xcel Energy and Utilicorp. These purchase
power agreements are the most dependable and the least cost option to meet
customer loads and regional electric system reliability requirements. Colorado Springs
Utilities will continue to evaluate projected loads and resources for the winter
2002/2003 season and secure replacement electric supply from the short-term electric
market until the commercial operation of Front Range Power, expected prior to
summer 2003.
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REGIONAL WATER INFRASTRUCTURE

As part of the 1996 Water Resource Plan that was approved by the Colorado Springs
City Council, the Southern Delivery System (SDS) was identified as the major project
to meet our community’s future water needs. The project is ultimately planned to
deliver up to 74 million gallons per day by pumping water from Pueblo Reservoir
through a 43 mile pipeline system to a future reservoir in the Banning Lewis Ranch
area; Jimmy Camp Creek Reservoir. From this reservoir, water will be treated at the
Jimmy Camp Creek Water Treatment Plant and then distributed to customers. The
project is planned to be operational by 2008. This is a regional partnership with
participation from Colorado Springs Utilities, City of Fountain and Security Water
District. It will be financed, owned and operated by the Regional Water Infrastructure
Authority. The SDS will give Colorado Springs Utilities greater operational flexibility by
allowing us to use available storage capacity in Pueblo Reservoir and then deliver the
additional capacity in order to continue to provide quality and reliable water to the
citizen owners of Colorado Springs Utilities. In addition, the SDS project is considered
the most economical and environmentally desirable approach to providing Colorado
Springs with valuable water delivery.

A second project, the Northern Water Reclamation Facility (Northern Facility), was
developed as a part of the Wastewater Infrastructure Strategic Plan. This plan was
approved by the Colorado Springs City Council in 2000. The facility will be located
adjacent to Pikeview Reservoir, near Mark Dabling Blvd. and Garden of the Gods
Road. The Northern Facility is the best near term solution for meeting the growing
wastewater flows of the community. The first phase for the Northern Facility will have a
20 million per day capacity and will be operational in 2005. The second phase is
planned to be an additional 10 million gallons per day and may be operational as early
as 2009. Opportunities for regional partnerships are being explored. If a partnership is
formed, the project will be financed, owned and operated by the Regional Water
Infrastructure Authority.

VOLATILE ENERGY PRICE IMPACTS ON COLORADO SPRINGS UTILITIES

The year 2001 started out looking like a continuation of the volatile energy markets
experienced in 2000, with predictions of summertime energy shortages in California
spreading throughout the western U. S. The high wholesale prices of 2000 continued
for the first few months of 2001. Colorado Springs Utilities was able to mitigate much of
the negative impact on our purchases power expenses by an aggressive program of
off-system electric sales. In addition, we expanded our risk management program to
include hedging for electricity as well as natural gas. The high natural gas costs were
being recovered in a more timely manner from customers since the gas cost
adjustment mechanism included the prospective gas costs. In electricity, however, the
electric cost adjustment mechanism still required that costs be recovered in arrears. In
April, we implemented a new electric cost adjustment mechanism that allowed a more
timely collection of increased cost. Although the dire predictions of shortages and even
higher summertime prices did not materialize, due in part to conservation spurred by
the higher prices as well as the price caps implemented by the Federal Energy
Regulatory Commission (FERC), Colorado Springs Utilities formed a Risk
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Management Department to ensure that the increased use of risk management tools to
mitigate energy price volatility was subject to the appropriate internal controls.

CASH FLOW

Colorado Springs Utilities focuses on a variety of measures of cash flow as our primary
indicators of the organization’s financial health. Modified Cash Income (which is
accounting net income adjusted for non-cash income statement entries such as
depreciation) is the trigger for Colorado Springs Utilities’ annual incentive payments
and is one of our principal financial indicators.* Below shows overall Colorado Springs
Utilities results for modified cash income during 2001 compared to budget.

Budget 2001: $75,250,698 Actual 2001: $66,589,730

*NOTE: The direct calculation of “Modified Cash Income” for 2001 is as follows:
Operating Revenue $588,796,856

Less: Operating Expense $(466,437,092)

Payments in lieu of taxes $(23,056,454)

Plus: Interest Income $9,914,887

Less: Interest on Long Term Bonds $(41,905,236)

Other Interest Charges $(423,226)

Misc. Deductions (Focus Fund) $(300,005)

Total “Modified Cash Income” $66,589,730

BOND ISSUANCE

In August 2001, Colorado Springs Utilities issued its 2001A Subordinate Lien
Improvement and Refunding Revenue Bonds in the amount of $300,790,000. Net
proceeds of the 2001A Bonds were used: (a) to refund, along with other available
funds of the utilities, the City’s Utilities System Refunding Revenue Bonds, Series
1991A, Utilities System Refunding Revenue Bonds, Series 1991B, and Utilities System
Revenue Bonds, Series 1991C, then currently outstanding in the principal amount of
$237,290,000; (b) to finance a variety of capital improvements to the Utilities System
and (c) to purchase a Debt Service Reserve Surety Bond from Ambac Assurance
Corporation for the purpose of funding the Reserve Fund for the 2001A Bonds. The
repurchase of outstanding bonds produced a present value savings of $25.7 million, or
10.8 percent present value savings as a percent of refunded par. The present value
savings calculation incorporates total debt service savings of $17.5 million and the
release of a $14 million Debt Service Reserve Fund requirement. Colorado Springs
Utilities’ annual debt service was reduced by approximately $876,000 as a result of this
bond repurchase program. The 2001A Bonds were issued at a competitive sale on
August 1, 2001 and were awarded to UBS Paine Webber Incorporated. The

Bonds were purchased at a price of $308,696,655 (which represents the par amount of
the Bonds, plus a premium of $9,345,861, less an underwriting discount of $1,439,206)
plus accrued interest.

Moody’s Investors Service and Standard & Poor’s Credit Markets have assigned

ratings of Aa2 and AA, respectively to the 2001A Bonds, identical to the ratings on all
Colorado Springs Utilities’ outstanding first and subordinate lien debt.
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RATE ADJUSTMENTS

During 2001, Colorado Springs Utilities did not request any base rate increase for its
regulated services. Colorado Springs City Council approved a gas cost adjustment
(GCA\) increase in early January which resulted in an increase in the gas portion of the
residential bill by about 15 percent. In April, City Council approved an electric cost
adjustment (ECA) increase of about 25 percent for residential customers. This increase
was combined with a change in the ECA mechanism to provide that future adjustments
are made to recover prospected costs, rather than historical costs. This action will
ensure a more timely recovery of costs as well as provide better information to the
customers of the costs of supplying the electricity. Due to significant reduction in
energy prices in the second half of the year, Colorado

Springs Utilities was able to file for an ECA reduction in July, a GCA and another ECA
reduction in October, and a third ECA reduction beginning January 1, 2002. With these
reductions, Colorado Springs Utilities’ rates were back down to the level prior to the
dramatic increase in prices in the winter of 2000 — 2001.

DEBT SERVICE (RATE COVENANT)

Net Pledged revenue (used to compute the debt service coverage (DSC) ratio)
increased noticeably from the 2000 level of $117,742,695 to $187,054,673 in 2001.
Rapid reductions in energy prices combined with the laggard effect of quarterly ECA &
GCA rate component adjustments resulted in relatively high debt service coverage
ratio of 3.14. Calendar year 2002 debt service coverage is expected to decline to a
normal level given the adjustments that were made effective October 1, 2001 in both
rate components and in January 2002 in the ECA.

Net Pledged Revenue

Operating Revenue $588,796,856

Plus: Interest Revenue $6,079,088

Development Fee $21,874,217

Less: Operating Expenses* $(429,695,488)

Total Net Pledged Revenue $187,054,673

Total Debt Service $59,488,971

DSC Ratio 3.14

*Note: Operating expense for purposes of calculating debt service coverage excludes
amounts reported on the Income Statement for recognition of expenses in compliance
of Financial Accounting Standard 133. These amounts are additional purchased gas
expenses totaling $36.6 million. Included in this total is a $22.3 revenue transition
adjustment for derivative instruments, which was developed and recorded in
accordance with FAS 133 implementation requirements. Excluded are expenses for
Manitou and Green Mountain Falls Franchise Fees of $168,350.

OUTLOOK

Colorado Springs Utilities plans to continue planning and operating for significant local
growth while focusing on its core values and mission: to provide exceptional value to
the community and its citizen-owners. The values and mission will be achieved by
effectively planning, constructing, financing and operating utility facilities to provide
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responsive, safe and dependable core services. We also want to continue to deliver
value-added products and services at fair prices, while responding to community needs
and values, being an environmental steward, and maintaining financial soundness.
Through the consolidation of engineering, operating, construction and maintenance
operations for electric, gas and water resources, Colorado Springs Utilities expects to
continue to extract value and savings in its day-to-day activities. Similar efficiencies are
anticipated by the consolidation of all support activities. Both consolidations have led to
decreases in employee headcount via attrition. In order to accomplish these goals, the
planning process aligns strategic planning, business planning and financial planning to
the organization’s core values and mission. Balanced scorecards are used to measure
and communicate organizational effectiveness in achieving the stated values and
mission. Current planning initiatives include: analyzing multiple options for providing
dependable cost-effective electrical generation to meet future load requirements;
conducting discussions with governmental entities in the region to develop possible
partnerships for constructing, financing and operating regional water and wastewater
facilities thus utilizing valuable economies or scale; and developing an enterprise-wide
risk management plan to mitigate identified business risks and provide stable pricing to
our customers.

Memorial Hospital

The City owns the Memorial Hospital, a full service acute care hospital with 349
licensed beds. The Hospital was founded in 1904 and was operated as Beth El
Hospital under the auspices of various Methodist groups until 1943, when it was
acquired by the City and renamed Memorial Hospital. In 1949, City voters approved
ordinances requiring the City to continue operation of the Hospital and establishing the
Board of Trustees of Memorial Hospital. The Board of Trustees is responsible for
operation and management of the Hospital.

The Hospital is licensed by the Colorado State Health Department and is accredited by
the Joint Commission on Accreditation of Healthcare Organizations. The Hospital is a
member of the Colorado Hospital Association, the American Hospital Association, and
the Voluntary Hospitals of America/ Mountain States, Incorporated.

Memorial Hospital produced operating income in 2001 of $18.2 million, with operating
revenues of $304.7 million and operating expenses (including depreciation) of $286.5
million. Total 2001 operating revenues increased $39.9 million or 15% over those of
2000. Hospital net income for 2001 was $19 million as compared to $12.9 million for
2000.
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Other Enterprise Operations

Remaining City enterprise operations posted the following net income (loss) for 2001:

Airport fund $1,176,689
Patty Jewett Golf fund 192,794
Valley Hi Golf fund (57,305)
Pikes Peak Highway fund (616,322)
Human Services Complex fund 99,823
Parking System fund 1,392,559
Cemetery fund (2,815)
Development Review fund 137,777

More detailed information regarding the operations of the City enterprise funds can be
found in Exhibits E-1 through E-3 of this report.

Internal Service Operations

The City maintains several internal service funds to account for goods and services
exchanged between departments on a cost reimbursement basis. The user charges
assessed by these funds and departments are intended to recover all costs associated
with the provision of the goods and services. Should user fees prove to be too high or
too low, fees in ensuing years are adjusted so as to return the operation to break-even.

The Support Services fund accounts for the activities of its fleet management, facilities
management, land management, information services and risk and safety
administration. Operating departments of all user funds are charged for goods and
services provided by the fund. For the year ended December 31, 2001, the Support
Services fund recorded a net loss of $944,884 on operating revenues of $24.3 million.

The City maintains three self-insurance funds in order to finance part of the risk in the
general areas of workers compensation, employee benefits and general liability.
These funds are also included as internal service funds.

An actuarial study was performed in 2001 to assess the adequacy of funding for the
Claims Reserve Self-Insurance fund. That study concluded that the unreserved fund
balance existing at that time and projected future contributions are adequate to meet
estimated liabilities. At December 31, 2001, this fund had an unreserved retained
earnings balance of approximately $1.6 million.

At December 31, 2001, the Workers Compensation Self-Insurance fund had an

unreserved retained earnings balance of $1,561,175. This is the balance remaining
after expensing and setting up reserves for all known claims at year-end.
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At December 31, 2001, the Employee Benefits Self-Insurance fund had an unreserved
retained earnings balance of $1,254,234. This is the balance remaining after
expensing and setting up an estimated reserve for incurred but not reported claims.

Bi-annually the City Auditor audits the activities of the Claims Reserve and the Workers
Compensation Reserve self-insurance funds. Management believes that adequate
resources are available in each of the self-insurance funds to pay all claims during
2002. More detailed information concerning the activities of these funds can be found
in these reports. Also, Exhibits F-1 through F-3 of this report contain more detailed
information regarding each of the internal service funds.

Fiduciary Operations

Fiduciary funds (trust and agency funds) are used to account for assets held on behalf
of outside parties, including other governments, or on behalf of other funds. The City
maintains five expendable trust funds, six non-expendable trust funds, one pension
trust fund and one agency fund. The trust funds account for gifts/donations which are
committed by agreement for a specific purpose or for pension assets of sworn City
employees. An expendable trust is one where the asset donated is expended along
with any income produced by that asset. A non-expendable trust is one where, by
agreement, only income from the original asset or corpus is expended and the corpus
remains for the further production of income. During 2001 the City received cash gifts
and donations and earned income on those assets for its various trust funds in the total
amount of $1,257,940. In accordance with the donors’ intents, expenditures of
$1,065,755 were made from these funds during the year. More specific and detailed
information concerning the activities of the trust and agency funds can be found in
schedules G-1 through G-8 of this report.

Debt Administration

General Obligation Debt

The City’s net direct general obligation debt supported by general property taxes,
including component units, at December 31, 2001 was approximately $33.4 million.
City general obligation debt (excluding component units) of approximately $21.7 million
is a very low amount, representing $59.20 per capita, a ratio of .007 to assessed
valuation and .001 to estimated market value of taxable property in the City. The legal
debt margin at December 31, 2001 is $339.7 million.

Proprietary Fund Debt

Colorado Springs Utilities

At December 31, 2001 the Colorado Springs Utilities had outstanding long-term debt

(less current portion) in the amount of $888,959,590, composed of revenue bonds,
notes payable, and capital lease obligations.
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Memorial Hospital

In August 2000, Memorial Hospital issued $59,825,000 in Hospital Revenue
Bonds. The bonds were issued to fund the costs of acquiring, constructing and
equipping certain hospital and other healthcare related facilities. The bonds
mature on December 15, 2030, have annual sinking fund requirements
beginning in 2025, and are redeemable at any time on or after December 15,
2010 and have an interest rate of 6.375%.

At December 31, 2001 Memorial Hospital had outstanding long-term debt (less current
portion) in the amount of $137,237,000, composed of revenue bonds and capital lease
obligations.

Colorado Springs Municipal Airport

During 1992 the City airport issued revenue bonds to finance a new terminal building,
airfield improvements and other ancillary facilities. Again, in December 1996, Airport
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