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m Clifton
Gunderson LLP

Certified Public Accountants & Consultants

To the Board of Trustees of
Colorado Public Employees’ Retirement Association

We have completed our audit of the financial sta&tet® of the Colorado Public Employees’
Retirement Association ("PERA”) for the year end@dcember 31, 2006, and have issued an
unqualified opinion thereon dated June 8, 2007.r &ulit was conducted in accordance with
auditing standards generally accepted in the UrSiates of America and standards applicable to
financial audits contained i@overnment Auditing Standards, issued by the Comptroller General
of the United States.

We were engaged to conduct our audit pursuantcbdde24-51-204(6) of the Colorado Revised
Statutes, which authorizes the State Auditor tadochor cause to be conducted audits of PERA.
Sections 2 and 3 of this report set forth the revemdations we have issued as part of our audit.
Our audit opinion is located in the Comprehensivendal Financial Report available from
PERA.

C%WALA

Denver, Colorado
June 8, 2007

Member of

Offices in 15 states and Washington, DC International
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REPORT SUMMARY

COLORADO PUBLIC EMPLOYEES’
RETIREMENT ASSOCIATION
AUDIT REPORT SUMMARY

December 31, 2006

Audit of PERA Benefit Plans for the Year Ended Decamber 31, 2006

Our audit of the December 31, 2006 financial statets)of PERA is complete and we issued our
unqualified report thereon dated June 8, 2007.refaee no matters which we believe require the
Audit Committee’s specific attention.

e The financial statements of PERA have been preperembnformity with accounting
principles generally accepted in the United StabésAmerica and the standards
applicable to financial audits containedGiovernment Auditing Sandards, issued by the
Comptroller General of the United States.

e The scope of our audit was reported to the PERAitAGdmmittee. There were no
significant variations from the planned scope.

As part of our audit of the financial statementsP&RA, we considered its internal control in
order to determine our auditing procedures for pliepose of expressing an opinion on the
financial statements and not to provide assurandaternal control. Based on the results of our
work, our review of PERA'’s internal control has widclosed any weaknesses which we believe
to be material weaknesses under standards estblshthe American Institute of Certified
Public Accountants. Refer to the Report on Inte@antrols Over Financial Reporting and on
Compliance and Other Matters Based on an Audit iofrk€ial Statements Performed in
Accordance withGovernment Auditing Standards on page 5-3. In addition, we examined
PERA’s compliance over financial reporting with teém provisions as included in Colorado
Revised Statues and PERA Rules. Based on thetsesfubur work, our review of PERA’s
compliance with certain provisions of laws, regias, and contracts has disclosed no instances
of noncompliance or other matters that are requioelde reported undeésovernment Auditing
Sandards, for the year ended December 31, 2006.

Cooperation with Management
We are pleased to inform you that we receiveddotiperation of the officers and employees of

PERA, and we were furnished with all of the infotioa and explanations required to perform
our audit.



REPORT SUMMARY (continued)

Communications with Audit Committee

Our responsibility for assuring that the Audit Coitiee is made aware of significant matters, as
required by our professional standards, is outlinggxhibit 1.

Independence

We reiterate our firm’s policy on independence, chhstipulates that neither Clifton Gunderson
LLP partners nor staff assigned to the audit of RERe permitted to have any direct or material
indirect interest in PERA. Adherence to the polafyindependence is reaffirmed annually in
writing by each member of our professional staff.

To the best of our knowledge, there are no circantsts or relationships between PERA and
Clifton Gunderson LLP that would impair our indedence in reporting on the PERA’s
financial statements. We hereby confirm that a3umie 8, 2007, we are independent accountants
with respect to PERA.

C%WALA

Denver, Colorado
June 8, 2007



SECTION 2
RECOMMENDATION SUMMARY



RECOMMENDATION SUMMARY

Rec. Page PERA Implementation
No. No. Recommendation Response Date
1 3-2 Monitoring of Voluntary 401(k) Controls gkee Ongoing
2 3-3 Amortization of Liabilities Agree Ongoing
3 3-7 Electronic Member Information Agree MagfH07
4 3-8 Business Continuity Plan Agree Ongoing
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CURRENT YEAR FINDINGS AND RECOMMENDATIONS

We have audited the financial statements of ColmPRublic Employees’ Retirement Association
(“PERA”) for the year ended December 31, 2006 amdehissued our report thereon dated
June 8, 2007. In planning and performing our aaflithe financial statements, we considered
PERA'’s internal control solely to determine our iéad procedures for the purpose of
expressing our opinion on the financial statememd not to provide assurance on internal

control. We have not considered internal controt@mpliance over financial reporting since
June 8, 2007.

Our procedures were designed primarily to enablgousorm an opinion on the financial
statements, and therefore may not bring to lightvabhknesses in policies or procedures that may
exist.

Recommendations noted in connection with the Deeen3, 2006 audit are detailed in the
following pages.



RECOMMENDATION NO. 1
MONITORING OF 401(K) VOLUNTARY INVESTMENT CONTROLS

Issue 1:

The Voluntary Investment Program is an Internal édexe Code Section 401(k) defined
contribution plan which includes two componentshe3e components are: (1) the voluntary
contributions from PERA members (separate fromrtdefined benefit contributions) in the
State, School, Local Government, and Judicial owvisTrust Funds; and (2) State employees
and employer contributions for those State emplsyaeed on or after January 1, 2006 and
selecting this defined contribution retirement plats of December 31, 2006, net assets in the
Voluntary Investment Program were $1,522,839,000 the participants totaled approximately
73,000.

CitiStreet has been engaged by PERA to handle mabdhe administration of the first
component of the Voluntary Investment Program. RE&iews controls of the administration
of the program and had another third party admtist review these controls. CitiStreet has
received an Independent Service Auditors’ Repoviedag the period from October 1, 2005,
through September 30, 2006, in which controls witRiitiStreet were described and tested,
finding that they were operating with sufficientfegftiveness to provide reasonable, but not
absolute, assurance that control objectives wereaed during this period.

In April 2007, Colorado PERA staff discovered teatne rollover distribution requests made by
401(k) Voluntary Investment Program participantseveot in compliance with plan provisions.
Some documents submitted requesting rollover Bigiivns contained inaccurate statements and
allowed participants to rollover account balancesahother tax-deferred plan. Distributions
were made from a number of accounts before beisgpdered by Colorado PERA staff. The
distributions only affect the accounts of the maptnts completing the forms and did not affect
any other participant account balances. An InteRevenue Service (IRS) closing agreement
related to these distributions is in the intialgsts of being formulated and was not completed
before the issuance of these financial statemehtss IRS agreement will determine if and how
distributions woud be returned to the 401(k) Voaugtinvestment Program.

Although PERA'’s staff discovered the rollover distitions that were not in compliance with
plan provisions through analysis of statistical agatve believe that further monitoring of
distribution requests by PERA could help detecpprapriate distributions.

Recommendations:

PERA should consider randomly testing a sample atigpants’ distribution requests for
compliance with plan provisions on a continuingib@®vering a cross section of all employers
in the Plan.

PERA's Response:

Agree. Colorado PERA agrees with this recommeondagind will begin review of a random

sample of all 401(k) Plan distribution requestshisTrandom sample will include participant

distribution requests from a cross section of alpyers to ensure distributions are made in
compliance with 401(k) Plan provisions.

Implementation Date:
Ongoing.



RECOMMENDATION NO. 2
AMORTIZATION OF LIABILITIES

The following matter, (Issue 2) which was identifignd reported on in prior periods, was still in
existence during the course of our current audit.

Issue 2:
As part of the preparation of its annual finangtdtements, PERA is required to estimate the
unfunded liability for each of the four divisionkat participate in the defined benefit plan
offered to state employees. The total estimatefdna®d liability as of December 31 is as
follows:

(In thousands)

2006 2005
State Division $ 4,918,720 $ 5,004,828
School Division 7,172,949 6,779,747
Local Government Division 675,035 663,905
Judicial Division 36,858 30,650
Combined Unfunded Liability $12,803,562$ 12,479,130

Section 24-51-211, C.R.S., “Amortization of liabés,” states:

An amortization period for each of the state dmis, school division, local
government division, and judicial division trustnfis shall be calculated
separately. A maximum amortization period of thigtears shall be deemed
actuarially sound. Upon recommendation of the Bpand with the advice of the
actuary, the employer or member contributions redeshe plan may be adjusted
by the general assembly when indicated by actuexiag¢rience.

Through review of the 2006 Actuarial Valuation cdetpd by Cavanaugh Macdonald
Consulting, LLC, dated May 2007, it was noted ttiet remaining amortization period with
current funding is infinite for three of the fouividions (State, School and Judicial), as of
December 31, 2006, and 48 years for the local gwwent division. In other words, the results
of the valuation study indicated that PERA’s cutreontribution rates are not sufficient to
support the current benefit structures of the Statool, and Judicial Division Trust Funds.
The funding ratios as of December 31 are as follows

2006 2005
State Division 73.0% 71.5%
School Division 74.1% 73.9%
Judicial Division 85.1% 86.3%
Local Government 79.5% 78.0%

In addition, because the amortization period exe&€dyears for all four divisions (not including
the effects of Amortization Equalization DisburseméAED) or Supplemental Amortization
Equalization Disbursement (SAED)), the divisions aot considered actuarially sound under
Section 24-51-211, C.R.S.
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During the 2006 Session, PERA worked with the Goeeland the General Assembly on the
passage of Senate Bill 06-235. The major provssifrthis bill include:

Senate Bill 06-235. Concerning PERA Benefit Plgmsssed by the Legislature in May 2006,
and signed by the Governor on May 25, 2006):

o Addition of a Supplemental Amortization Equalizati®isbursement (SAED) that will
begin in January 2008 at 0.5% per year up to 3%. shut-off mechanism for the AED
and SAED will be changed to 100% funding statusiaivision by division basis.

e New provisions for new hires after January 1, 20@3@intain current 2.5% of Highest
Average Salary (HAS) as the multiplier factor wétt8 year HAS and an 8% per year cap
on salary escalation during HAS years. Change o0 to rule of 85 with a minimum
retirement age of 55. Implement a new Cost-of-lgviAllowance (COLA) fund
dedicated to new hire retirement COLAS at the lowfe3% or the actual Consumer Price
Index if retired 1 year and have reached age G0ame plus years of service equal 85,
limited to available funds.

e The statutorily prescribed amortization period vebloé reduced from 40 to 30 years.

« A new statutory provision would be enacted thatunesg the General Assembly to
contract for an independent actuarial study befiaiere benefit increases could occur.

e A new requirement to purchase service at full acaliaost would be enacted.

e Changes to the composition of the Board.

« The expansion of Defined Contribution Choice totitasons of higher education
effective January 1, 2008. New employees in higldeication would be eligible to select
the PERA DB Plan, the PERA DC Plan, or the State B}h, in addition to existing
Optional Retirement Plans (ORPSs) at institutiorat ttave ORPs. This includes faculty
and administrators who have not previously had sxte the PERA DB, PERA DC, or
the State DC Plan. It also includes classifiedf $teat have not been eligible for DC
Choice. Current members of ORPs could not elegatticipate in PERA DB, PERA
DC, or the State DC Plan. (This provision was régzeas provided in HB 07-1377.)

In the opinion of PERA’s actuary, “the current fimgl is sufficient to pay benefit payments
through the projected actuarial period of 30 yed&ecent contribution changes under SB 06-235
are expected to stabilize the funding levels ofltheal Government and Judicial Division trust
funds by attaining a 30-year amortization periodhimi the projected actuarial period of 30
years. The recent contribution changes combingd thie benefit changes of SB 06-235 are
expected to stabilize the State and School Divisinmst funds by attaining a 30-year
amortization within the projected actuarial peribdsed on previous actuarial projections.
However, if additional gains do not materialize thre future, increases in funding may be
necessary to fund the State and School Division$lie table below represents the current
employer contribution rate, and the employer cbntion rate that would be needed at the
present time to amortize the unfunded actuariatuact liability within a 30-year period, as
reported by PERA.
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Employer Contribution Rates (including AED) as edd@mber 31, 2006:

State Division 10.65%
State Troopers 13.35%
School Division 10.65%
Local Government Division 10.50%
Judicial Division 14.16%

Employer Contribution Rates Needed for 30-Year Atimation as of December 31, 2006:

State Division 17.23%
School Division 16.06%
Local Government Division 11.21%
Judicial Division 15.33%

In addition, with the legislation passed in 200@l amder Governmental Accounting Standard
No. 25Financial Reporting for Defined Benefit Pension Plans and Note Disclosures for Defined
Contribution Plans, effective for the year ended December 31, 2006 hhgimum acceptable
amortization period is 30 years.

Based on the current December 31, 2006 valuatlen,attuary has calculated the following
amortization periods for each fund including altuie AED and SAED contributions which
were not taken into consideration for the Decen3ie2006, Actuarial Valuation:

State Division infinite
School Division 52 years
Local Government Division 17 years
Judicial Division 28 years

The known effect of the legislation has alreadyrected the Judicial and Local Government
Divisions, and the above calculation of amortizatiperiods only includes the effects of
contribution changes from the 2006 legislationtoa d¢urrent populations at December 31, 2006.

Recommendation:

PERA should continue to monitor the effects of 2006 legislation to determine if the changes
will bring the State and School Divisions into cdrapce with a 30-year amortization. If further
analysis indicates that the changes will not bR&RA into compliance, PERA should continue
to work with the Governor and the General Assentblgeek changes in the employer and/or
member contributions and other plan provisionstifier State and School Divisions to achieve a
30-year amortization period which is the maximumiquk deemed actuarially sound under the
new legislation and the maximum acceptable perindeu Governmental Accounting Standard
No. 25Financial Reporting for Defined Benefit Pension Plans and Note Disclosures for Defined
Contribution Plans.



PERA'’s Response:

Agree. This recommendation remains as PERA’s Isigpeority. During 2006, significant
action was taken to secure legislation to enhahedfihancial health of the PERA trust funds
going forward by limiting liabilities and enhancingvenues toward achieving the required
amortization schedule. PERA will continue to monithe effects of prior years’ legislation to
ensure that legislative changes will bring the PERAt funds’ respective funded statuses within
the required 30-year amortization period.

Implementation Date:
Ongoing.



RECOMMENDATION NO. 3
ELECTRONIC MEMBER INFORMATION

Issue 3:

As of December 31, 2006, 405 affiliated employeesevcontributing to PERA. For the year
ended December 31, 2006, member contributions sc@bisplans from affiliated employers

amounted to $661,794,000. PERA accepts contributitormation from some of its affiliated

employers in an Excel spreadsheet format. Thia datconverted, via an internally written
PERA application, to a format used by the AS/400nier application system. This application
is not properly editing the data entered in thei®@d&ecurity number (SSN) field.

During our testing of the PERA contribution repogtisystems, we noted that entering a non
numeric character (in our testing an ‘A’ was keyedfp the Social Security field did not
generate an error during the data conversion psoc&se non numeric character was replaced
with a zero. This incorrect Social Security numbers then accepted and processed by the
PERA contribution reporting system.

Risk and Implication:
The member database could be corrupted with inateuBSN data leading to erroneous
contribution reporting.

Recommendation:
PERA should enhance the application used to comesrtribution information sent in an Excel
spreadsheet format to not allow non numeric datherSocial Security number field.

PERA's Response:

Agree. PERA agrees with this recommendation argditmplemented a new data conversion
method that will not allow for non-numerical Soci&écurity numbers to be converted to a
numerical value if keyed inaccurately by employesho are submitting contribution
information. The work was completed under Reguest Change #1354 (Add Edit to
Contribution Reporting Field) and moved to prodoicton March 6, 2007.

Implementation Date:
March 2007.
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RECOMMENDATION NO. 4
BUSINESS CONTINUITY PLAN

Issue 4:

Based upon our review of the PERA Business CorttirRien (BCP), we noted that evidence of
document version control and a record of changdis signatures was not included. Thus it is
not clear when changes were made and when changes approved by management.
Additionally, without a date, it is not known wheththe most recent version of this critical
document is in circulation.

It is important to establish change managementguhaes to maintain and make changes to the
BCP. If changes are required due to testing, reifieation of systems from or to critical or non-
critical, locations, or personnel changes, a céntd command and control structure is effective
for the maintenance of the plan. That requiresyeupdate to be documented for version control.
Approval by senior management or the plan owner Division Director) whenever changes are
done demonstrates effectiveness of the plan apthat during the life cycle of plan.

Risk and Implication:

In the absence of version control and managemearoagl to changes made to the BCP, there
may be confusion, disagreement or misplacementiofify in the recovery of business systems
and processes for business continuity.

Recommendation:

PERA should formalize the BCP change and mainteananacess by ensuring that plan updates
and senior management approvals are documenteah hidn BCP, and ensure the most recent
version is disseminated to responsible parties.

PERA'’s Response:

Agree. PERA believes that this recommendation stitengthen our existing state-of-the-art
business continuity plan. PERA'’s implantation bistrecommendation will ensure business
continuation in the event that PERA offices areassible.

Implementation Date:
Ongoing.
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DISPOSITION OF PRIOR YEAR RECOMMENDATIONS

The following are the audit recommendations inctude the Colorado Public Employees’
Retirement Association audit report for the yeatieg December 31, 2005, and their disposition
as of December 31, 2006.

2005 Recommendation Disposition

#1 Employee Criminal Background ChecksPERA should revise its
hiring process to include required criminal backgr checks for
employees with access to financial, demographicotber sensitive
information. The necessity and depth of the bamlgd check should
be based on the employee’s position within the miegdion, and
adequate safeguards should be in place with redpedtandling Implemented
information obtained. 2006

#2 Alternative Investments PERA should continue to identify those

alternative investments that do not comply with RERrequired

reporting policies to provide audited informatiog March 31 and

notify investment advisors of the need to complythwithese

requirements. PERA should also continue to doctiraed analyze

the differences between estimated and audited tvahsain cases

where audited information was not received in tifoeinclusion in

PERA'’s audited financial statements, and providehsnformation to  Implemented
the Board of Trustees. 2006

#3 Purchase Order SystenPERA should implement a formal purchase
order system and develop policies and procedurdatece to
purchasing, such as establishing thresholds ovérhwiormal quotes
or bids need to be obtained and approved priorutchase and the Implemented
documentation that should be maintained. May 2007

#4 Amortization of Liabilities PERA should continue to monitor the
effects of the 2006 legislation to determine if tlenges will bring
the State and School Divisions into compliance wiéh30-year
amortization. If further analysis indicates thae tchanges will not
bring PERA into compliance, PERA should continuevtirk with the
Governor and the General Assembly to seek chamgdsiemployer
and/or member contributions and other Plan promsifor the State
and School Divisions to achieve a 30-year amortnaperiod which
is the maximum period deemed actuarially sound writle new See
legislation and the maximum acceptable period ur@levernmental Recommend-
Accounting Standard No. ZBinancial Reporting for Defined Benefit ation. No. 2
Pension Plans and Note Disclosures for Defined Contribution Plans, in current
beginning in 2006 report
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2005

Recommendation Disposition

#5

#6

#7

Oracle Password ConfigurationsPERA should establish tighter

controls over powerful accounts, such as databdsensstrators (to

mitigate the risk of unauthorized access) by ensuring vpass

configurations for DBA’s are in compliance with émimation System Implemented
Department policies. 2006

Employer Contribution System EditsPERA should continue to

implement the initiatives and edits identified viiththe Member

Information Accuracy Project to improve the accyrat contributions

reporting from employers to PERA and to reduceribie of incorrect

benefit payments. This recommendation required JdD and PERA  Implemented
management corrective action. 2006

Controls Over Keyed Access PERA should ensure that Human

Resources routinely receives up-to-date listingalbbuilding master

keys provided by building management to all PERAtaff. These

listings should be utilized by Human Resourcesetdaim keys upon Implemented
an employee’s separation of employment from PERA 2006
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m Clifton
Gunderson LLP

Certified Public Accountants & Consultants

Independent Auditor’'s Report

Board of Trustees
Colorado Public Employees’ Retirement Association
Denver, Colorado

We have audited the accompanying statements ofifidunet assets and the related statement
of changes in fiduciary net assets of the Colofadblic Employees’ Retirement Association as
of and for the year ended December 31, 2006, whallectively comprise Colorado Public
Employees’ Retirement Association’s basic finanstatements as listed in the table of contents.
These financial statements are the responsibifith@ Colorado Public Employees’ Retirement
Association’s management. Our responsibility isetpress an opinion on these financial
statements based on our audit. The prior yeargpadmparative information has been derived
from the Colorado Public Employees’ Retirement Assion’s December 31, 2005, financial
statements, and in our report dated June 8, 2087expressed an unqualified opinion on the
respective financial statements.

We conducted our audit in accordance with audisitesndards generally accepted in the United
States of America and the standards applicablanndial audits contained i@over nment
Auditing Standards, issued by the Comptroller General of the Unitedtés. Those standards
require that we plan and perform the audit to obtaiasonable assurance about whether the
financial statements are free of material misstatgm An audit includes consideration of
internal control over financial reporting as a ba®r designing audit procedures that are
appropriate in the circumstances, but not for tlieppse of expressing an opinion on the
effectiveness of Colorado Public Employees’ ReteatnAssociation’s internal control over
financial reporting. Accordingly, we express nelswpinion. An audit includes examining, on
a test basis, evidence supporting the amounts eatbsures in the financial statements. An
audit also includes assessing the accounting piesiused and significant estimates made by
management, as well as evaluating the overall fiahistatement presentation. We believe that
our audit provides a reasonable basis for our opini

In our opinion, the financial statements referredlbove present fairly, in all material respects,
the financial position of the Colorado Public Emmes’ Retirement Association as of
December 31, 2006, and related changes in fiduaiat assets for the year then ended in
conformity with accounting principles generally apted in the United States of America.

Member of

- .
Offices in 15 states and Washington, DC HL International



In accordance witliovernment Auditing Standards, we have also issued a report dated June 8,
2007, on our consideration of Colorado Public Emeés’ Retirement Association’s internal
control over financial reporting and on our testst® compliance with certain provisions of
laws, regulations, contracts and grant agreement®ther matters. The purpose of that report is
to describe the scope of our testing of internalti over financial reporting and compliance
and the results of that testing, and not to proad@pinion on the internal control over financial
reporting or compliance. That report is an integeat of an audit performed in accordance with
Government Auditing Standards and should be considered in assessing the reguts audits.

The management’s discussion and analysis on p&gt#sdugh 31, and the schedule of funding
progress and schedule of employer contributionpages 56 through 61 are not a required part
of the basic financial statements but are suppléangrnnformation required by accounting
principles generally accepted in the United StafeAmerica. We have applied certain limited
procedures, which consisted principally of inqurief management regarding the methods of
measurement and presentation of the required sueplary information. However, we did not
audit the information and express no opinion on it.

Our audit was conducted for the purpose of fornangopinion on the financial statements that
collectively comprise the Colorado Public EmploydRetirement Association’s basic financial
statements. The supplementary schedules listethentable of contents are presented for
purposes of additional analysis and are not a redyoart of the basic financial statements. Such
information has been subjected to the auditing gutaces applied in the audit of the basic
financial statements and, in our opinion, is fastgted, in all material respects, in relationh® t
basic financial statements taken as a whole.

The introductory section, investment section, ataligection and statistical section listed in the

table of contents have not been subjected to tddiag procedures applied in the audit of the
basic financial statements and, accordingly, weaesgno opinion on them.

C%WALA

Denver, Colorado
June 8, 2007



m Clifton
Gunderson LLP

Certified Public Accountants & Consultants

Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters Based on an Audit of bhancial Statements
Performed in Accordance withGovernment Auditing Standards

Board of Trustees
Colorado Public Employees’ Retirement Association
Denver, Colorado

We have audited the financial statements of theo@db Public Employees’ Retirement
Association (PERA) as of and for the year endedebdxer 31, 2006, and have issued our report
thereon dated June 8, 2007. We conducted our auditcordance with auditing standards
generally accepted in the United States of Ameand the standards applicable to financial
audits contained ilGGovernment Auditing Standards, issued by the Comptroller General of the
United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considetiegl plan’s internal control over financial
reporting as a basis for designing our auditingcedores for the purpose of expressing our
opinion on the financial statements, but not fog fhurpose of expressing an opinion on the
effectiveness of the plan’s internal control overahcial reporting. Accordingly, we do not
express an opinion on the effectiveness of the'piaternal control over financial reporting.

A control deficiency exists when the design or agien of a control does not allow management
or employees, in the normal course of performirgrthssigned functions, to prevent or detect
misstatements on a timely basis. A significantaiefcy is a control deficiency, or combination
of control deficiencies, that adversely affects fllan’s ability to initiate, authorize, record,
process, or report financial data reliably in ademce with generally accepted accounting
principles such that there is more than inconsetiplenill not be prevented or detected by the
entity’s internal control.

A material weakness is a significant deficiencycambination of significant deficiencies, that

results in more than a remote likelihood that aemalt misstatement of the financial statements
will not be prevented or detected by the plan’srinal control.

Member of

” .
Offices in 15 states and Washington, DC HL International



Our consideration of internal control over finamcraporting was for the limited purpose

described in the first paragraph of this sectiod would not necessarily identify all deficiencies

in internal control that might be significant dediccies or material weaknesses. We did not
identify any deficiencies in internal control ovinancial reporting that we consider to be

material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance abouthehéhe plan’s financial statements are free
of material misstatement, we performed tests ofaspliance with certain provisions of laws,
regulations, contracts, noncompliance with whichlddave been a direct and material effect on
the determination of financial statement amoumiswever providing an opinion on compliance
with those provisions was not an objective of audifand, accordingly, we do not express such
an opinion. The results of our tests disclosednstances of noncompliance or other matters
that are required to be reported un@ewernment Auditing Standards.

This report is intended for the information of tmlorado Public Employees’ Retirement
Association Board of Trustees, management of PERA,the Legislative Audit Committee and
is not intended to be and should not be used byranyther than these specified parties.
However, this report is a matter of public recond &s distribution is not limited.

C%WALA

Denver, Colorado
June 8, 2007



m Clifton
Gunderson LLP

Certified Public Accountants & Consultants

Independent Auditor’'s Report

To the Board of Trustees of
Colorado Public Employees’ Retirement Association

We have examined Colorado Public Employees’ Regr@mAssociation’s (“PERA”)
compliance with PERA Rules and the Colorado ReviStdutes related to financial reporting
during the year ended December 31, 2006. Thewollp sections were specific to our review:

e PERA Rules
o 2.90 Actuarial Assumptions
4.40 Refunds
5.30 Payments for Purchase Service Credits
5.40 Interest Rate
10 Increase in Benefits
10.30 Retroactive Effective Date of Retirement ond&/or Benefit

O O O O ©O

e Colorado Revised Statutes

o 24-51-206 Investments
24-51-208 Allocation of Moneys
24-51-210 Allocation of Assets and Liabilities
24-51-211 Amortization of Liabilities
24-51-401 Employer and Member Contributions
24-51-405 Refund of a Members Contribution Account
24-51-406 Payments from the Judicial Division
24-51-407 Interest (Member Contributions)
24-51-503 Purchase of Service Credit Related tefarRled Account
24-51-603 Benefit Formula for Service Retirement
24-51-1206 Health Care Premium Subsidiary
24-51-1403 Expenses of Voluntary Investment Progi\éiiR)

O O O OO O o o o o o

Management is responsible for PERA’s compliancé wibse requirements. Our responsibility
is to express an opinion on PERA’s compliance basedur examination.

Our examination was conducted in accordance witbstation standards established by the
American Institute of Certified Public Accountarasd, accordingly, included examining, on a
test basis, evidence about PERA’s compliance witie¢ requirements and performing such
other procedures as we considered necessary ircitbemstances. We believe that our
examination provides a reasonable basis for ouni@pi Our examination does not provide a
legal determination on PERA’s compliance with spedirequirements.

Member of
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In our opinion, PERA complied, in all material resps, with the aforementioned requirements
for the year ended December 31, 2006.

This report is intended solely for the informatimmd use of management, the Board of Trustees
and the Legislative Audit Committee, and is noentded to be and should not be used by anyone

other than these specified parties. However,répsrt is a matter of public record upon release
by the Legislative Audit Committee.

%WLL/A

Denver, Colorado
June 8, 2007
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Certified Public Accountants & Consultants

June 8, 2007

Audit Committee
Colorado Public Employees’ Retirement Association

The purpose of this letter is to provide you witifiormation about significant matters related to
our audit of the financial statements of Coloraddlle Employees’ Retirement Association
(PERA) for the year ended December 31, 2006, irerotd assist you with your oversight
responsibilities of the financial reporting processid so that we may comply with our
professional responsibilities to the Audit Comnette This letter is intended solely for the
information and use of the Audit Committee andas intended to be and should not be used by
anyone other than this specified party.

We have provided at page 5-3 of this report arettated June 8, 2007, concerning the internal
control conditions that we noted during our audiP&RA’s financial statements for the year
ended December 31, 2006.

Auditor’'s Responsibility Under Generally Accepteduditing Standards. Our audit of the
financial statements of Colorado Public Employdestirement Association for the year ended
December 31, 2006, was conducted in accordanceawnditing standards generally accepted in
the United States of America and the standardsicig to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the UnitedestaThose
standards require that we plan and perform thetdadobtain reasonable, but not absolute,
assurance about whether the financial statemeetfes of material misstatement. Reasonable
assurance in an audit is obtained by examiningeeme supporting the amounts and disclosures
in the financial statements on a test basis. Aditadoes not include verification of all
transactions and account balances, nor does #sepr a certification of the absolute accuracy of
the financial statements.

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

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

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

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

An audit also includes assessing the accountintripies used and significant estimates made

by management, as well as evaluating the overahfiial statement presentation. Although we
may make suggestions as to the form and contenheoffinancial statements, the financial
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Audit Committee

Colorado Public Employees’ Retirement Association
June 8, 2007
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statements remain the representations of managemientan audit, our responsibility with
respect to the financial statements is limiteddoniing an opinion as to whether the financial
statements are a fair presentation of PERA'’s firsnmosition, results of operations, and cash
flows.

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

Management Judgments and Accounting EstimatesSignificant estimates include
management's estimate of the valuation of certauestments not traded on exchanges and
certain real estate investments and alternativesinvents. These estimates are based on the
periodic relevant financial information, the valoé comparables, independent appraisals or
other relevant data. Significant estimates alstude an estimate of PERA’s actuarial liabilities
based on the actuarial valuation.

Our consideration regarding the reasonablenessalfatrons for investments not traded on

exchanges was based primarily on a review of sadeictvestments’ year-end audited financial
statements issued subsequent to PERA’s year-esé,cjear-end annual reports, or the most
recent quarterly reports for the selected investmen Our consideration regarding the

reasonableness of actuarial liabilities was basedapily on a review of the third party actuarial

valuation report.

Significant Audit Adjustments.There were no adjustments arising from the audit ¢tould, in
our judgment, either individually or in the aggregahave a significant effect on the entity’s
financial reporting process.

Uncorrected Misstatement3.here were no uncorrected misstatements notedglotin current
audit and pertaining to the most recent periodetesl in the financial statements.

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

Disagreements With Managementhere were no disagreements with management onciila
accounting and reporting matters, auditing procesluror other matters which would be
significant to PERA’s financial statements or ogpart on those financial statements.
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Consultations With Other AccountantsWe were informed by management that they made no
consultations with other accountants on the apipdicaof generally accepted accounting
principles and generally accepted auditing starglard

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

Difficulties Encountered in Performing the Audit. There were no difficulties in dealing with
management related to the performance of our audit.

We will be pleased to respond to any questionshaue regarding the foregoing comments.

C%WALA



DISTRIBUTION

The electronic version of this report is availafethe Web site of the
Office of the State Auditor
www.state.co.us/auditor

A bound report may be obtained by calling the
Office of the State Auditor
303-869-2800

Please refer to the Report Control Number belownaieguesting this report.

Report Control Number 1834



