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STATE OF COLORADO

CIVISION OF ACCOUNTS & CONTROL »;6?2\

Department of Adminssiration é g
1525 Sherman Street, Raom 706 S
Denver, Colorado 80203 et Tt .
Phone (303) 866- 3281 eigre
Richard D. Lamm
September 27, 1985 Covemor
£ Robert Tumer

Executive Director
The Honorable Richard D. Lamm lames A Stoup
Governor State Controlter
State of Colorado

Dear Governor Lamm:

I am pleased to submit Colorado's Annual Financial Report for the
year ended June 30, 1985. In accordance with statute section 24-30-204,
CRS, we are submitting this report to you and the Legislature by September
30, The report includes the combined financial statements for all fund
types and account groups.

Highlights of the General Fund financial position are as follows:

o The unrestricted fund balance decreased slightly from $16.0
million to $15.7 million.

o Expenditures and transfers-out exceeded revenues and
transfers-in by $17.7 million, most of which effected fund
balance reserves.

o General revenues fell short of the original revenue estimate
made in March 1984, by $87.5 million.

Other funds continue tc be in good financial condition except for a
deficit of $10.6 million for the Labor Fund, a component of the Special
Revenue Funds., Combined fund equity for all funds totaled $2.48 billion.

Qur office will issue a Comprehensive Annual Financial Report in
early November. This report will include supplementary data regarding the
various funds, graphs and charts, and various statistical data and

analysis. A copy of the comprehensive report will be submitted to you
upon completion.

Sincerely,

Llr ks,

James A. Stroup
State Controller
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NOTE I.

STATE OF COLORADO
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 1985

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the State of Colorado conform to generally
accepted accounting principles applicable to governmental units,

REPORTING ENTITY

The National Council on Governmental Accounting (NCGA) has issued State-
ment 3 which establishes the criteria for determining the activities,
organizations, and functions of government to be included in the finan-
cial statements of the reporting entity, The basic criterion for inclu-
sion in the financial statements is the exercise of oversight responsi-
bility by the State.

The extent of oversight responsibility was evaluated, based upon several
criteria including: selection of governing authority; designation of
management; the ability of the State to significantly influence
operations; and accountability for fiscal matters including the level of
State financing and/or moral or legal responsibility for the long-term
debt of the organizations; and materiality of organization to State
operations.

The evaluations preclided the inclusion of the following organizations
as component units of the State of Colorado entity:

Colorado State Fair Authority

Colorado Housing Finance Authority

Colorado Water Resources and Power Development Authority
Colorado Agricultural Development Authority

Colorado Student Obligation Board Authority

Colorado Post~Secondary Educational Facilities Authority
Colorado Health Facilities Authority

Cumbres and Toltec Scenic Railroad Commission

Public Employees' Retirement Association of Colorado

ACCOUNTING CHANGES

Statement 7 issued by the NCGA permits the discrete presentation for
component units that have adopted acceptable accounting principles which
are not consistent with generally accepted accounting principles (GAAP)
for governmental entities. Beginning with fiscal year ending June 30,
1985, all balances and transactions for all State higher education
institutions have been transferred to a separate set of college and
university funds.
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Prior to fiscal year ending June 30, 1985, the Employment Fund was
accounted for in the Special Revenue Fund. NCGA interpretation 9
required that State unemployment compensation benefit plans be
accounted for in an expendable trust fund and records provided for
administrative costs of state unemployment programs be accounted
for in the general fund, Fer fiscal year ending June 30, 1985
these activities have been reclassified according to the NCGA
interpretation,

FUND STRUCTURE AND BASIS OF ACCOUNTING

The accounts of the State are organized on the basis of funds and
account groups, each of which is considered a separate accounting
entity. The operations of each fund are accounted for with a separate
set of self-balancing accounts that comprise its assets, liabilities,
fund equity, revenues, and expenditures, or expenses as appropriate,.
Government resources are allocated to and accounted for in individual
funds based upon the purposes for which they are to be spent and the
means by which spending activities are controlled.

For financial statement presentation, like kinds of funds * heen
combined into fifteen generic fund types and four broad fund S
For example, the State may have a number of individual Loan, . -
Trust, and Agency funds which are grouped together in the fins.. 1]
statements, Account groups are presented for general fixed asset, and
general long-term debt,

GOVERNMENTAL FUNDS

General Fund:

The general fund is the principal operating fund in state government,
It includes all those operations financed from the unrestricted general
revenues of the State. The general fund includes all the transactions
not recorded in other funds,

The fund's primary revenues include general taxes and revenues generated
by agency operations that augment State sources such as 1nstitutional
care and Federal grants and contracts. A significant portion of the
fund's expenditures are monies passed through to local elementary and
secondary school districts and to colleges and universities,

Special Revenue Funds:

Spectal revenue funds account for specific revenues cesignated to
finance specific activities., The 1ndividual funds 1ncludec r this
group are:

o) Highway Fund - Proceeds from excise taxes on motor fuels, driver
and vehicle registration fees, and ton-mi1le taxes provide the
revenues of this fund which are used primarily for the construction
and maintenance of public highways in the State,

Wildlife Fund - Hunting and fishing license fees are used to
preserve the State's wildlife and provide outdoor recreational
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facilities.

Labor Fund - This fund is designed to provide additional medical,
injury, or vocational rehabilitation benefits to those provided by
Workmen's Compensation insurers in the State of Colorado, The
primary sources of revenue for this fund are taxes on compensation
insurance programs and interest on investments,

Debt Service Ffund:

This fund is used to account for the accumulation of resources for, and
the payment of, general long-term debt principal, interest, and related
cost,

Capital Projects funds:

The capital projects funds are comprised of what is regularly referred
to as the "capital construction fund" and another non-appropriated
capital construction fund. The distinction between these two categories
within the capital construction funds sub-group is primarily the source
of the monies which are used for the acquisition and construction of
plant facilities in both instances.

Revenues of the "capital construction fund" consist of the general
revenues transferred from the general fund and Federal sources.

The revenues of the "special capital construction fund” are normalily
special sources, such as donations, fees, or Federal sources.

A1) governmenta) type funds are accounted for on a modified accrual
basis of accounting, This means that their revenues are recognized when
they become susceptible to accrual, i.e., when they become both measur-
able and available to finance expenditures of the current period. Etach
of the primary sources of revenue of the governmental type funds suscep-
tible to accrual are offset by related refund 11abylities recorded where
appropriate.

Excise *axes such as sales, liquor, cigarette, and use taxes are accrued
based on f1lings received and filings due for f11ling periods on or
before June 30, 1985, Accruals are established from 1nventories of
excise tax filings in process, assessments in various stages of coliec-
tibility, and other filings expected to be received for those $11ing
periods. Estimates are based on reliable historical data modified for
economic trends and include a reasonable allowance for uncollectible
amounts, Amounts expected to he collected after twelve months are
recorded as deferred revenue,

Income taxes from individuals, corporations, and trus*s are accrued
based on current income earned by taxpayers prior to June 30, 1985,

Income earned and taxes due on income are estimated through the use of
quarterly filings, withholding statements, and historical data modr-
fied for current economic trends, Accrued tax revenue is reduced for
amounts estimated to be uncollectible. Amounts expected to be collected

18




after twelve months are recorded as deferred revenue,

Income from licenses, permits, fines, and forfeits is recarded when a
court order, billing statement, or other legally enforceable notice of
assessment issued,

lnvestment earnings are recorded in the year when earned.

Revenues earned under the terms of agreements with outside sources
(e.g.. contracts and grants from the federal Government or private
sources) are recorded at the time the expenditures are made.

Expenditures are recorded at the time liabilities are incurred except:
0 Interest on long-term debt is recorded when due.
o Accumulated unpaid vacation and sick pay are recorded when paid.

Encumbrance accounting is used during the year for budgetary control
purposes. Encumbrances outstanding at year end are charged against the
subsequent year's operating budget when liquidated and therefore have no
impact on ending fund balance of the current year,

Long-term investments of governmental funds are reported on their
balance sheets, in spite of their spending measurement focus., Specral
reporting treatment is used to indicate, however, that they are not
considered "available spendable resources' since they do not represent
net current assets, Long-term investments are offset by fund balance
reserve accounts.

Special reporting treatment is also applied to governmental fund inven-
tories to indicate that they do not represent "available spendable
resources' even though they are a component of net current assets. Such
amounts are offset by fund balance reserve,

PROPRIETARY FUNDS

Enterprise Funds:

This type of fund 1s used to account for the operations of self-sustain-
ing State agencies rendering services to the general public on a user
charge basis. such as the Compensation Insurance Fund.

Internal Service Fund:

These funds are established to finance and account for services and
commod ities furnished by a designated agency to their department of
State government on a cost reimbursement basis. Examples of services
are: central stores, motor pool. and print shep operations,

Al1 proprietary funds are accounted for on the accrual basys of account-
ing. Their revenues are recognized when they are earnecd and therr
expenses, including depreciation, are recognized when they are incurred,
Depreciation has been recorded over the estimated useful lives using the
straight line method. The estimated useful lives are as follows:
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Buildings - 25 to 40 years
Improvements - 10 to 17 years
Equipment - 5 to 12 years

FIDUCIARY FUNDS

Trust and Agency Funds:

These funds are similar in nature and therefore are combined and
reported on as a group. The basic similarity of the Junds is the
custodianship of monies received.

Loan Funds account for the receipt of trust monies from private sources
and Federal student loan assistance programs and the loaning of these
monies to students, faculty, and staff, The terms of gift agreements
usually specify that the funds operate on a revolving fund basis, i.e.,
repayments of principal and interest are loaned to other individuals.
Loan funds are accounted for on the accrual basis of accounting.

Nonexpendable trust and endowment funds are funds with respect to which
donors or other outside agencies have stipulated, as a condition of the
gift, that the principal must be retained intact and invested for the
purpose of producing present and future income which may either be
expended or added to the principal, Honexpendable trust and endowment
funds are accounted for on the accrual basis of accounting,

Expendable trust funds are accounted for on a modified accrual basis
essentially in the same manner as governmental funds,

Agency funds are strictly custodial in nature and do not involve mea-
surement of results of operations.

ACCOUNT GROUPS

The two account groups are not "funds.” They are concerned only with
the measurement of financial position. They are not involved with
measurement of results of operations,

) Fixed Asset Group of Accounts

Fixed assets used in governmental fund type operations such as
land, buildings, other improvements, and equipment are accounted
for 1n the General Fixed Assets Account Group rather than in gov-
ernmental funds., Generally all 1items having a cost in excess of
$500 and an estimated useful 1ife of two years or more are capital-
ized. Fixed assets utilized in enterprise, internal! service, and
trust and agency funds operations are recorded in those funds and
depreciation of those assets 1s charged as an expense of operation
in those funds,

Investments in roads, bridges, electrical systems, and similar
public domain ("infrastructure”) general fixed assets are nerther
capitalized nor reflected in the financial statements.




ATl fixed assets are valued at historical cost or estimated his-
torical cost if actual historical cost is not availabi., Donated
fixed assets are valued at their estimated fair value on the date
donated, Depreciation of exhaustible fixed assets is recorded only
in the proprietary funds.

General Long Term Obligations Group of Accounts

Long-term liabilities expected to be financed from governmental
funds are accounted for in the General Long-Term Obligations Ac-
count Group, not in the governmental funds., Amounts due within one
year may be recorded in the Debt Service Fund. Debt to be financed
from proprietary funds is recorded 'n those funds.

COLLEGE AND UNIVERSITY FUNDS

Transactions related to the financial activities of the State's higher
education institutions and the Unviersity of Colorado Health Sciences
Center are accounted for in the college and university funds. The
financial statements for these funds have been prepared in accordance
with the AICPA "Industry Audit Guide - Audits of Colleges and
Universities" and accordingly. are presented in a separate column in the
combined balance sheet along with a separate combined balance sheet and
a statement of changes in fund balances for all college and university
funds.,

BUDGETS AND BUDGETARY ACCQUNTING

The financial operations of the three branches of government are
controlled by the annual appropriation made by the State legislature,
This annua)l appropriation is limited to the unrestricted funds held at
the beginning of the year plus the revenues estimated to be generated
during the year based on a modified accrual basis. The appropriation
controls the expenses of the State at the agency level, predominately by
category of expense or program. Appropriation may be shifted from one
category to another, increased or decreased 1n the following session of
the legislature by means of a supplemental appropriation, Supplemental
legislation was passed during the reported year, An unexpended appro-
priation lapses at the end of a fiscal year unless executive action 1§
taken to roll-forward a specific unexpended appropriation into the next
year. Appropriations which meet the strict criteria for roll-forward
are reserved at year-end,

ELIMINATIONS

Substantially all the intrafund recervable and payable balances have
been elyminated. Eliminations have been made to gross revenues and
expenditures and appear as deductions in arriving at net revenues and
expenditures, I[nterfund revenues have been reclassified as operating
transfers-in in the "Other Financing Sources (Uses)” section of the
statements, Likewise, interfund expenditures are classified as operat-
ing transfers-out.




TOTAL COLUMNS ON COMBINED STATEMENTS

Total columns on the Combined Statements are captioned Memorandum Only
to indicate that they are presented only to facilitate financial analy-
sis, Data in these columns do not present financial position, results
of operations, or changes in financial position in conformity with
generally accepted accounting principles. Neither is such data compar-
able to a consolidation. Interfund eliminations have not been made in
the aggregation of this data,

CASH

The State Treasurer acts as a bank for all State agencies. Monies
deposited with the Treasurer are invested until the cash is needed.
Interest earnings on these investments are credited to the General Fund
unless a specrfic statute directs otherwise. The detailed composition
of the cash and investments is shown in the annual Treasurer's Report.
The State maintains numerous cash accounts for administrative purposes.
The cash reflected on the balance sheet is the composite amount of all
accounts although some of the individual accounts may be periodically
overdrawn. Any deficit cash balances on a fund basis are shown in the
Trability section of the balance sheet, This classification also in-
¢ludes all short-term investments such as certificates of deposit and
U.S. Treasury B11ls, most of which are held by the State Treasurer,
These investments are stated at cost at June 30, 1985 which approximates
market.

FHVESTMENTS

These are long-term investments, generally stated at cost or amortized
cost, which appraximates market,

SECURITIES HELD IMN TRUST

Securities are held by the State Treasurer for the Division of Mined
Land Reclamation to insure land restoration where permits have been
tssued to mine operators, In addition, surety bonds in the amount of
$172.8 million are also held for this purpose but are not included 1n
the financial! statments,

TAXES RECEIVABLE

The taxes receivable of $448.5 million results from recording of self-
assessed taxes on the accrual basis. They are collected subseguent %o
June 30, but are constidered earned as of that date. They are net of a
$63.7 m1lion allowance for doubtful accounts,

Tax refunds payable of $158,7 million recognize the refund liability
relating to these self-assessed taxes,

RECEIVABLES

The receivables are net of a $70.3 miilion allowance for doubtful
accounts.,




INVENTORY

The State's inventories consist primarily of consumable items such as
office supplies, institutiona)l medica’ and 1inen inventories, repair and
maintenance items, and vocational shop materials, Also included in the
inventory is an immaterial amount of finished goods produced and held
for resale by units such as the Department of Corrections,

Inventories are stated at the lower of cost or market utilizing a
variety of methods (i.e., 1ifo, fifo, average), the method remaining
consistent from year to year in each specific State agency.

DEFERRED REVENUE

Summer school tuition revenues collected by institutions of higher
education and associated expenditures at June 30, are deferred to the
subsequent year,

Revenue collected (by agencies other than Higher Education) from the
federal government and other sponsors 1s recorded as deferred unti! such
time as expenditures are made., State Compensation Insurance premiums
are recognized as earned 1n the period of coverage.

FUHD EQUITY

The fund balance of the General Fund 15 made up of restricted and
unrestricted amounts, [tems are restricted as provided by statute or
the State Constitution are otherwise unavailable for expenditure, The
old age pension reserve 1s an example of the former and the reserve for
inventories 1s an example of the latter, Those amounts left unrestric-
ted represent that portion of General Fund equity (net assets less
1iabyl1ties) avarlable for future use as working capital or as deter-
mined by the Legislature,

RESERVES

Reserves for the State of Coloradc at June 30, 1985 consict of:

Reserve for Related Assets - These reserves were established to indicate
that a portion of fund balance is represented by assets which are not
avairlable, spendable resources even though they are a component of
assets,

Reserve for Continuing Appropriations - These reserves are used to
segregate a portion of fund balance appropriated prior to the end of the
fiscal year or net receipts legally restri_.ted for use by an agency.
Because of extenuating circumstances, agencies have been unable to
expend their appropriation and executive action has been taken to roll-
forward a specific appropriation into the next year,




Reserve for Other Specific Purposes - These reserves are used to indi-
cate that a portion of fund balance is restricted as to the use of the
assets represented, The restriction can be from the donor in the case
of fiduciary funds or in the payment of debt principal by debt service
funds, It is also possible for the fund balance of a certain fund 1ike
higher education's current restricted fund to be fully reserved, A
portion of the lottery enterprise fund balance is reserved for statutory
distributions,




