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January 22, 2001

AUDITORS REPORT
CONNECTICUT DEVELOPMENT AUTHORITY
FOR THE FISCAL YEARSENDED JUNE 30, 1997, 1998, and 1999

We have made an examinaion of the books, records and accounts of the Connecticut
Development Authority (CDA), as provided in Section 290, as amended, and Section 32-11a of
the General Statutes, for the fiscal years ended June 30, 1997, 1998 and 1999.

SCOPE OF AUDIT:

The CDA is a quas-public agency as provided for by Chapter 12 of the Generd Statutes.
In addition to recaving annud financid audits by independent public accounting firms, the
Authority received compliance audits, as required by Section 1-122 of the Genera Statutes.
After having reviewed the reports and work of the outsde firm and having satisfied oursaves as
to the firm's independence, professond reputation, and qudifications, we have relied on those
financid and compliance audits, in addition to internd control documentation. Comments in the
independent auditor's reports are presented under the heading "Independent Audits’ in this
report. Financia dtatements of CDA are included in its annud reports for the fiscd years ended
June 30, 1997, 1998 and 1999.

In accordance with Section 7 of Public Act 98-253, CDA has the authority b create
subsdiaries to cary out the remediation, development, and financing of contaminated property
within the State. As a result, CDA egtablished the Connecticut Redevelopment Authority, Inc.
(CRA). CRA was incorporated as a non-stock corporation on May 17, 1999, as a subsidiary of
the Connecticut Development Authority. We will report on the activities of the CRA and other
subsdiaries in the course of the audit of CDA.

We have limited our examination to such procedures as reviewing sdected internal
controls, adherence to various compliance requirements, and resolution of prior audit
recommendations. This report on our examination condsts of the Comments and
Recommendations which follow.
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COMMENTS

Foreword:

The Connecticut Development Aduthority, hereinafter referred to as CDA or the
Authority, operates primarily under the provisons of Title 32, Chapter 579, Sections 32-1la
through 32-23xx of the Generd Statutes. CDA is a body politic and corporate, condituting a
politicd indrumentdity and political subdivison of the Stale.  The Authority's misson is to
maintan and creste jobs within the State by dimulating industridd and commercia  development,
primarily through financid asssance to budnesses. In  addition, the Authority has been
respongible for operations at the Hartford Civic Center since September 1993.

Board of Directorsand Administrative Officials;

Members of the CDA Board of Directors as of June 30, 1999, were as follows:

Ex officio Members

Denise L. Nappier - State Treasurer

Marc S. Ryan - Secretary, Office of Policy and Management

James F. Abromaitis - Commissioner, Dept. of Economic and Community Development
Appointed Members:

Arthur H. Diedrick, Chairman
Anthony J. Campanédlli

L. Scott Frantz

Richard W. Glover

Dennis Hrabchak

Thomas F. Mullaney, J.
Richard T. Mulready
Anthony J. Nania

The chief executive officer (Executive Director) of the Authority is appointed by the Board.
Antonio Roberto was appointed as the Executive Director on September 17, 1997, and served
through the audited period.
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Recent State L egidation:

During the audited period the Generd Assembly passed severd laws which affected
CDA. Themgor ones are summarized below:

Public Act 98-253 permits CDA to create subsdiaries for the purpose of carrying out
activities related to properties within the State that are environmentaly contaminated.
Such subsidiaries are deemed to be quasi- public agencies.

Public Act 99-30 changed CDA's reporting requirements from semiannua to annud,
establishing a November 1 deadline for submission.

I ndependent Audits:

As noted previoudy, CDA has been subject to annua audits by independent public
accountants (IPAs) covering its financid <Statements and the compliance meatters described in
Section 1122 of the General Statutes. For each of the fisca years under review, the IPAs issued
management letters presenting recommendations related to the internad control sructure of CDA.
Discussed bdlow are summaries of the management letter findings and implemented resolutions
resulting from the IPA's audits for the fiscal years ended June 30, 1997, 1998 and 1999.

In conjunction with the examination of the 1996-1997 financid records, a management
letter on the internd control gructure was issued on September 12, 1997. The letter contained
three recommendations. These are summarized below:

CDA should obtain assurances from vendors that CDA's computer systems are year
2000 compliant. CDA has since obtained the necessary assurances.

Certain individuds were receiving sdaries below the lower end of their established
sdary ranges. CDA has since corrected this Stuation.

Information supporting the caculaion of far maket vdue of equity investments was
not fully documented. CDA has since corrected this Stuation.

In conjunction with the examination of the 1997-1998 financid records, a management
letter on interna controls was issued on August 27, 1998. The letter contained <X
recommendations. These are summarized below:

Certain equity invesments classfied as "avalable for sde' were not caried on the
books at fair market value. The Agency defended its conservative approach.

Access to the loan system by employees had not been updated to reflect changes in
job function. CDA has since corrected this Stuation.

The combination of the safe in which stock certificates are held was not changed after
an employee with access was deemed to no longer need access CDA has dince
corrected this Stuation.
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CDA needs to develop and test a comprehensve business-driven continuity program.
CDA has not yet implemented this recommendation.

CDA dhould implement controls requiring users to change their network and
gpplication passwords every 90 days. CDA hasimplemented corrective action.

CDA gshould didribute security policies and procedures regarding the use of the
Internet and e-mail to users. CDA has since corrected this Stuation.

In conjunction with the examination of the 1998-1999 financid records, a management
letter on internd cortrols was issued on September 3, 1999. This report contained three
recommendations in aletter dated September 15, 1999. These are summarized below:

Audits should be peformed to give CDA some assurance that the entity managing
the Civic Center follows generaly accepted accounting principles when reporting
performance results.  However, CDA is relying upon the contractor’'s interna audit
reports and not independent audits. As a result of our review we have recommended
that the CDA require annud audits of the contractor’s operations in the future (See
Recommendation 6.)

The Authority does not have a written comprehensve Disaser Recovery Plan. The
cost benefits of a "cold dite’ are being reviewed for hardware protection, and software
files are now regularly backed up and kept off site.

The divison of duties and accounting procedures within the accounting unit are not
formaly documented. CDA issued a comprehensve Finance Depatment Manud in
February 2000 that provided thisinformation.

Connecticut Redevelopment Authority:

As mentioned previoudy, the Connecticut Redevelopment Authority (CRA) is a quas-
public agency created in accordance with Public Act 98-253. This entity was not created until
May 1999 and did not have any financid resources avalable to it until that time, a& which point
CDA authorized $1.5 million to CRA. No expenditures occurred during the period ended June
30, 1999. Subsequent auditswill provide more detail of CRA’sfinancid activities.

RESUME OF OPERATIONS:

The Department of Economic and Community Development (DECD) provides CDA with
advance funding to operate certan programs.  This advance funding is financed with the
proceeds of State bonds. Additiond financing is obtained through the collection of various fees.
CDA is dso authorized to issue generd obligation bonds for certain programs.  Pursuant to
Subsection (a) of Section 32-23) of the General Statutes, those bonds "...shal not be deemed to
condtitute a debt or ligbility of the state..." These bonds, except for issues totaling $30,560,000
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associated with the purchase of the assats of the Hartford Whalers, are secured by specid capita
reserve funds. CDA is required to maintain, in these funds, a minimum baance a least equa to
the greatest principa and interest payments becoming due in the succeeding caendar year. |If
CDA is unable to mantain a sufficient baance in the specid cepitd reserve fund, the Staes
Generd Fund could be required to restore the specia capitd reserve fund to its minimum
baance if the specific bond indenture cdls for such State rembursement. (No such State
payment was required during the audited period.) As of June 30, 1999, CDA's bonds payable
amounted to $115,500,197.

In addition, CDA is authorized under its Sdf-Sustaining Bond program to accommodate
the financing for specific indudrid and certain recregtiond and utility projects through the
issuance of gpecia obligation industrial revenue bonds. These bonds are payable soldy from
paticipating companies and ae not otherwise a debt or liability of CDA or the State.
Accordingly, the baances and activity of the Sdf-Sustaining Bond Program are not included in
CDA'sfinancia statements. Total bonds outstanding as of June 30, 1999, was $1,080,700,222.

CDA maintains the following funds to account for its operations and various programs.
General Operating Fund:

CDA's operating expenses are recorded in its Generd Operating Fund and alocated net
of Operating Fund revenue to its various programs. In addition, the Operating Fund is used to
account for CDA's operation of the Hartford Civic Center.

Based on the Authority's financid datements, receipts of the Operating Fund totaed
$11,045,948, $15,925,747 and $17,181,062 for the 1996-1997, 1997-1998 and 1998-1999 fiscd
years, respectively. Operating expenses for the same periods amounted to $13,434,956,
$19,845,109 and $20,085,967. The Operating Fund's respective net income/(loss), exclusive of
unredlized holding gainglosses, amounted to $(2,389,008), $(3,919,362) and $(2,904,905). The
Hartford Civic Center's operations account for 100 percent of the losses.

Exclusve of the costs of running the Civic Center and interest payments, payroll and
related fringe benefits were the sngle largest line-item expenditure category. Payroll and related
charges for the three years under review were $3,342,625, $3,231,134 and $3,287,344

respectively.
Umbrédla Program Fund:

Under the Umbrdla Program, CDA is authorized to issue bonds to provide financia
assgance for the acquidtion of land, buildings, new machinery, equipment and pollution control
facilities. Loans up to $800,000, with up to a 20-year term, can be made for each approved
project. Of this amount, up to $500,000 can be used for machinery and equipment (term may not
exceed ten years) and up to $800,000 can be used for pollution control facilities (term may not
exceed ten years) Loans in this program are insured under to the Insurance Program (discussed
later). During fiscd years 1996-1997, 1997-1998 and 1998-1999, $33,919, $874,260 and $0 of
defaulted loans were absorbed by the Insurance Program Fund.
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I nsurance Program Fund:

Authorized by Section 32-14 of the Generd Stautes, the Authority may insure loans
made by other lending indituions to companies for the acquidition of industrid land, buildings,
machinery, and equipment located within the State.  In addition, al of the Authority's Umbrela
Program loans are insured under this program.

As of June 30, 1997, 1998 and 1999, loans totaling $59,828,137, $49,939,101 and
$43,278,621 respectively, were insured as follows:

1999 1998 1997
Loans by other lending indtitutions $ 8,830,196 $ 8,869,326 $ 9,585,757
Umbrella Program loans 34,448,425 41,069,775 50,242,380

Growth Fund:

In accordance with Section 32-23v of the Generd Statutes, CDA is authorized to issue
individud Growth Fund loans up to a maximum of $4,000,000 with a maximum loan term of 20
years. The program provides financid assstance for any purpose the Authority determines will
materidly contribute to the economic base of the State by creating or retaining jobs, promoting

exports, encouraging innovation or supporting exiding activities Fnancing may be usad to
purchase red property, machinery and equipment, or for working capitd.

The Authority has established a maximum 90 percent loan-to-vaue ratio for red property
loans and 80 percent loan-to-vadue raio for machinery and equipment loans. Working capitd
loans are limited to aterm of up to seven years.

A summary of the Growth Fund's lending activity for the last three yearsis as follows:

Fiscal Year Ended Number of Entities Assistance
June 30, Receiving Assistance Provided
1997 23 $10,626,445
1998 23 11,037,909
1999 34 10,364,223
Connecticut Works Fund:

The Connecticut Works Fund, adso known as "Fund A", is established in accordance with
Section 32-23ii of the Generd Statutes. The Fund is used for ether direct loans or loan
guarantees.  Eligible projects include most manufacturing-related projects and any project that
supports the economic base of the State through jobs, defense diversfication, exporting and the
development of innovative products or services.

The State has authorized the issuance of up to $128,000,000 in State bonds alocated to
Fund A. Of this amount, $82,485,000 has been distributed to Fund A. Inthe event direct loans
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are uncollectible, CDA can use any remaining bond funds to reimburse itsdf for such losses, up
to $15,000,000 per loan, subject to the totd alocation.

A summary of Fund A's lending activity for the lagt three yearsis asfollows

Fiscal Year Ended Number of Entities Guarantee
June 30, Receiving Assistance Provided
L oan Guarantees.
1997 1 $3,800,000
1998 0 -0-
1999 0 -0-
Direct Loans,
1997 9 $11,371,170
1998 10 21,597,137
1999 12 13,974,369

Connecticut Works Guar antee Fund:

The Connecticut Works Guarantee Fund, aso known as "Fund B", is established in
accordance with Section 32-261 of the Genera Statutes. The purpose of Fund B is to provide
commitments to guarantee loans made by paticipating financid inditutions. Projects financed
by the program are intended to encourage growth and the retention of businesses unable to obtain
auitable financing and to dimulate an increase in jobs and tax revenue throughout the State.
Eligibility is determined by the due diligence principles set forth in the Connecticut Works Fund.

The State has authorized up to $39,000,000 in State bonds alocated to Fund B. Of this
amount, $10,000,000 has been digtributed. In the event direct loans are uncollectible, CDA can
use any remaning bond funds to reimburse itsdf for such losses, up to $10,000,000 per loan,
subject to the total dlocation.

A summary of the Fund B's activity for the last three yearsis asfollows

Fiscal year Ended Number of Entities Guarantees
June 30, Recelving Assistance Provided
1997 10 $14,280,357
1998 9 5,161,560
1999 9 3,734,225

Connecticut Capital Access Fund:

In accordance with Section 32-265 of the General Statutes, the Connecticut Capital
Access Fund provides portfolio insurance to participaing financid inditutions to assg them in
making loans that are somewhat riskier than conventiond loans. These loans are of two types,
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referred to as Urbank Program loans and Entrepreneurid Program loans.  Project digibility is
usudly determined by the financia indtitution making the loan, subject to requirements specified

in participation agreements. Separate loan loss reserve accounts are established to cover losses
on enrolled loans.

The State has authorized the issuance of up to $5,000,000 in State bonds dlocated to this

Fund. Of this amount, $2,000,000 has been didributed. In addition, any insurance losses
associated with this Fund are reimbursable from those bonds up to the $5,000,000 allocated.

A summary of the Fund's lending activity during the last three yearsis as follows:

Fiscal Year Ended Number of Entities Amount of Assistance
June 30, Receiving Assistance Provided
1997 48 $ 717,367
1998 66 1,206,635
1999 48 398,717

Business Environmental Clean-Up Revolving L oan Fund

Edablished in accordance with Section 32-23z of the Generd Statutes, this Fund
provides direct loans to asss busnesses in the contanment or remova of property
contamination. To be digible, the busness must have been esablished at least one year in the
State, have sdes of less than $3,000,000 or less than 150 employees, and be unable to obtain
conventiond financing. Loan amounts cannot exceed $200,000.

No loans were made from this fund during the audit period and there is no additiond
funding available for this program.

Environmental Assstance Revolving Loan Fund:

Egablished under Section 32-23qg of the Generd Statutess CDA can use the
Environmenta Assdance Revolving Loan Fund to provide direct loans and guarantees to
businesses to assig in financing pollution prevention activities or purchases and costs associated
with the ingdlation of dage Il vapor recovery sysems. To be digible, an entity must have
revenues of less than $25,000,000, or fewer than 150 employees. There has been no loan or
guarantee activity snce August 1996.

Fiscal Year Ended Number of Guarantees Total of
June 30, | ssued Guar antees
1997 1 $10,000
1998 0 0
1999 0 0
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Job Training Fund:

This Fund was edtablished to account for the Connecticut Job Training Finance Program
authorized by Section 32-23uu of the Generd Statutes. Assgtance under this program is
provided to manufacturing or economic base businesses seeking to provide educationd upgrades
to their production workers. Performance grants of up to $25,000 are available, covering up to
25 percent of the amount borrowed by each business.

Funding for this program is provided by the bond issue authorized under Sections 32-23
and 32-235 of the Statutes.

Fiscal Year Ended Number of Entities Amount of Assistance

June 30, Recelving Assistance Provided
1997 6 $104,950
1998 34 610,387
1999 38 807,301

Summary of Revenues, Expenses and Net | ncome:

Based on CDA's audited financid datements, the following is a summay of the

revenues, expenses and income of the consolidated operations for the fiscal years ended June 30,
1997, 1998 and 1999.

Revenues: 1997 1998 1999
Civic Center revenues $ 7,324,489 $11,444918 $13,482,774
Premiums earned 1,722,598 1,467,926 841,166
Interest on loans 11,142,521 10,822,009 10,680,171
[nvestment income 5,082,715 5,168,359 4,592,507
Other 2,000,773 2,643,256 3,164,397
Totd Revenues 27,273,096 31,546,468 32,761,015
Expenses:
Civic Center expenses 9,713,497 15,364,280 16,387,679
Interest 7,102,342 6,739,976 6,419,869
Payroll and fringe benefits 3,342,625 3,231,134 3,287,344
Other 1,847,409 2,148,189 2,310,009
Tota Expenses 22,005,873 27,483,579 28,404,901
Net Income: $ 5267223 $ 4.062.889 $ 4.356.114
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Summary of Loan Write-Offs and Guarantee Claims Paid:

Based on daa in CDA's internd financia reporting package the following is a summary
of the loan amounts written off and guarantee payments made and the written-off loans

recovered and written-off guarantees recovered for the fiscd years ended June 30, 1997, 1998
and 1999:

Fiscal Year Direct Loans Guarantees Loans Guarantees
Ended June30,  Written off Paid Recovered  Recovered
1997 $967,830 $1,027,425 $ 974,562 $ 956,393
1998 2,655,407 1,323,575 760,101 72,134
1999 2,182,024 1,717,623 445,232 20,206

10
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CONDITION OF RECORDS

Our limited examination of the records of the Connecticut Development Authority
revealed certain areas requiring attention. These areas are detailed in this section of the report.

Statutory Reporting Requirements:

Criteria;

Condition:

Section 32-1i of the Gened Stautes requires that the
Commissoner of Economic and Community Deveopment
(DECD), in conjunction with the executive directors of CDA,
Connecticut Innovations Incorporated, and the Legidative Program
Review and Invedigations Committee, devedop improved
objectives, measures of program success and standards for granting
financid and nonfinenda assstance under programs administered
by DECD and the Authority. Said Section requires that the
Commissoner and said executive directors prepare annua reports
andyzing the performance of programs in accordance with those
objectives.

Section 32-3 of the Generd Statutes grants the Authority access to
dl avallable information collected by any State agency.

Section 32-11a, subsection (c), of the Genera Statutes details the
specific contents of reports that the Authority is required to submit
on an amua bass to DECD, the Auditors of Public Accounts, and
various legidative committees

Sections 32-475 through 32-480 of the General Statutes establish a
high peformance work environment program.  Section 32-479
requires that CDA, in conjunction with the Commissoner of
Economic and  Community  Development, the  Labor
Commissioner, and Connecticut Innovations, Inc., jointly develop
gods and objectives and quantifiable outcome measures for the
program by July 1, 1996. An annud report concerning such gods
and objectives should be submitted to the cognizant joint standing
committees of the Generd Assembly.

The performance measures and objectives required by Section 32-
1i were never established by DECD. Hence, the required reporting
could not be performed by CDA.

There has been a notable improvement in the completeness of the
Authority's reporting under Section 32-1la of the Connecticut
Generd Statutes.  However, the Authority's annud report for the
fisca year ended June 30, 1999 did not include certain required
data. The reporting requirements in Section 32-11a, subsection (C)
of the Generd Statutes refer to data (wage and employment figures
and gross revenues) that istypically collected by the Departments

11
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Cause:

Effect:

Recommendation:

Agency Response:

of Labor and Revenue Services. The Authority had engaged a
public accounting firm to collect mogt of the labor-related data that
it needs for its reports. The firm used survey methods without
reconciling the survey daa to financid information submitted and
certified to the Departments of Labor and Revenue Services. The
Authority explained that it had to do this because it was difficult to
get the information required from the Depatment of Labor in a
timdy manner.

In addition, there exists a quedtion as to whether the revenues of
gpecific companies can be reported without violating the
confidentidity provisons of Section 32-11a subsection (k). As a
result, CDA reported the number of companies within certain
ranges of revenue without identifying each company. While this
method maintains confidentidity, it does not appear to conform to
the requirement that such data be reported "for each recipient”.

The Authority has not been preparing an annud report as required
by Section 32-479 of the Generd Statutes.

A lack of adminigtrative control contributed to these conditions.

The Authority's legidated reporting requirements were not fully
complied with. The Authority is providing cogly and incomplete
data obtained by the use of survey techniques and not taking full
advantage of the availability of complete information a no cogt to
the Authority from the State agencies. It appears that the Authority
is being requested to report data that is protected under the
provisons of Section 32-11a, subsection (k).

The Authority should implement procedures to comply with al of
its legidated reporting requirements and expand efforts to obtain
information from State agencies in order to veify ddidics
reported by borrowers.  Where questions exis as to the
confidentidity of required information, CDA should seek
legidative daification to ensure that the legidaive intent is met.
(See Recommendation 1).

“The CDA issued its comprehensve annud datutory report on
September 30, 1999 in accordance with Section 32-1la of the
Gengrd Statutes. The CDA  currently obtains its data from using
aurveys, direct caling methods, and through the norma course of
business as we ded with each transaction. In future reports the
CDA will augment its past practices and review whether
contecting the Depatment of Labor and the Depatment of
Revenue Sarvices to obtan the specific data will facilitate the
fact gathering process. In addition, the CDA will try to obtain

12
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legidative clarification where a quedtion exids a to the
confidentidity of the required information.

The CDA has various gods and objectives for each fiscd year.
These gods and objectives are measured each year through various
financid and ddidica reports.  Some of these reports include:
Annual Audited Financid Statements, Compliance Report, Clugter
Report, Jobs Retaned and Created Report, The Minority
Assgance Report and the Legidative Annuad Report submitted
eech fdl to the Legidature.

The CDA has edtablished the procedures to obtain the required
gods and objectives as required under Section 32-479 of the
Generd Statutes. The CDA  will comply with the reporting
requirements under Section 32-479 of the Genera Statutes.”

Staffing of the Governor's Regional Offices:

Criteria;

Condition:

Cause:

Effect:

Recommendation:

Budgetary congraints in the form of authorized appropriations and
postions are intended to provide a level of control over agency
goending.  Section 32-3 of the Generd Statutes dtates that CDA
shdl assist, as gpropriate, other State agencies in their duties upon
request.

The Governor's Bridgeport and Norwich offices have three
employees and one employee, respectively, charged to the payroll
of the Authority. Monthly activity reports submitted by these
employees indicate that much of ther time is spent with socid
sarvice agencies and Governor's Office initistives that are not
directly related to CDA activities. In addition, the entire lease
payment for the Bridgeport office is paid by the Authority without
any reimbursement being recaeived from the Governor's Office,

The Authority believes that the efforts of these employees
contribute to the overdl community devdopment in thar
respective regions and as such their costs are a legitimate charge
againg the Authority's budget.

The cost of opeaing the Governor's Office and CDA ae
eroneoudy dated. In addition, the fallure of the Governor's
Office to charge dl expenses to the proper State Generd Fund
budgetary account weakens legidative budgetary control.

The cost of CDA employees time used to provide services to the
Governor's  Office should be properly alocated. (See
Recommendation 2).

13



Auditors of Public Accounts

Agency Response: “CDA disagrees. The Governor's Office assgned the persons in
question to the Bridgeport and Norwich regiond offices in order to
advance CDA’s mandate of facilitating economic development in
these hard-pressed areas. In our view, any activity that promotes
directly or indirectly economic devdopment in these regions
“benefits’ the CDA. We bdieve the State Auditors are taking too
narrow a perspective of the CDA’s misson and what is needed to
sour economic development in the State. Neverthdess, CDA will
work with the Auditors to attempt to devise a yystem of accounting
for the time and effort of these employees that is responsive to the
Auditors concerns.”

Auditors Concluding

Comment: Previous audit responses from both CDA and the Governor's
Office have essentidly been the same. However, the condition
continues to preval without evidence of any atempt to devise a
system.

Sever ance Payments to Employees:

Criteria; In accordance with Section 1-121 of the Generd Statutes, the
Authority  has  edablished  written  polices for  most
payroll/personng matters.

Condition: Our prior audit noted that severance payments were made to
separated employees without the exisence of gspecific policy
pertaining to the matter. While only one such payment was noted
currently, there continuesto be alack of policy on such payments.

Cause: The Authority has not seen the need for a severance palicy,
preferring ingead to have severance arrangements agpproved
individudly by the Board of Directors.

Effect: The lack of a formd policy for the payment of such benefits could
leed to agpparent inconsstencies, the appearance of favoritism or
the gppearance of discrimination.

Recommendation: The Authority should egtablish policies and guidelines reative to
the payment of severance benefits. (See Recommendation 3).

Agency Response: “The CDA currently has al severance packages approved
individuadly by the Board of Directors. The CDA will formdize
this policy by edablishing a written procedure as it relates to
severance payments.”

Auditors Concluding
Comment: Formalizing the policy that severance packages will receive Board
approva does not appear, by itsdf, to ensure consistent treatment.

14
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Written procedures should incdude guiddines for digibility and
payment amounts.

Role of the Authority Chairman/President:

Criteria;

Condition:

Cause:

Effect:

Recommendation:

Section 32-11a, subsection (c), of the Generd Statutes provides
that the Governor shal appoint the Chairperson of the Board, with
the consent of the Generd Assembly. The Chairperson is regarded
as a voting member of the Board. Said Statute also provides that
members of the Board shdl receive no compensation.

Section 32-11a, subsection (f), of the Genera Statutes dtates that
the board of directors of the Authority shdl gppoint an Executive
Director who shdl serve at the pleasure of hie Board and not be a
member of the Board.

Section 32-23e, subdivison (18), of the Generd Statutes permits
the Authority to "employ such assdants, agents, or other
employees as may be necessary or desirable for its purposes’.

Changes that were made to the Authority's bylaws during the
1994-1995 fiscd year permit the Chairman, who is gppointed by
the Governor, aso to serve the Board in the podtion of Presdent,
which is a paid postion. The Presdent is adlowed a vote on board
matters thet do not affect hisher conditions of employment. Such
an arrangement appears to violate the provisons of Section 32-11a,
subsection (C).

Our prior audit pointed out that the Authority had essentidly
replaced the title of Executive Director with that of Presdent. As
noted previoudy, the Authority appointed an Executive Director
(chief adminidrative officer) in September 1997. However, the
Presdent continues to receive compensdion, functioning as the
chief executive officer.

The Authority believes that such action is dlowable under Section
32-23e, subdivision (18) of the General Statutes.

There is a possble conflict of interest inherent in having an
gppointed Chairman of a Board aso serving as an employee of the
authority over which the board has executive authority.  In
addition, the provisons of Section 32-11a, subsection (c) are not
being adhered to.

The Authority should review the appropriateness of the
gopointment of the Chairman to the postion of Presdent under
Section 32-23e, subdivison (18) of the Genera Statutes. (See
Recommendation 4).
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Agency Response: “The CDA has recdved an opinion from counsd that the
gopointment of the Charman to the additiond postion of
President is appropriate.”

Auditors Concluding

Comment: The opinion from CDA’s counsd is based on the assumption that
Section 32-11a, subsection (), means that a member cannot be
compensated for services rendered as a Board member, rather than
an employee. Said Section does not gppear to differentiate between
compensation as a Board member versus compensation as an
employee.  The Authority should seek an opinion on this matter
from the Office of the Attorney Generdl.

Lack of False Statement Provisionson L oan Documents:

Criteria: Section 53a157b of the Generd Statutes makes it a Class A
misdemeanor to intentiondly make a fdse datement intended to
midead a public servant in the peformance of his duties, pursuant
to a form bearing notice, authorized by law, tha fdse statements
are punishable by law.

Section 36a-56 of the Generd Statutes provides for pendties of
fdse datements for those entities covered under the banking laws
of the State of Connecticut, including firs or second mortgage
lenders. The Authority does not gppear to meet the definition of
any of the types of inditutions covered by the banking laws.

Condition: Authority documents did not contain fase Statement provisons.
While nothing came to our atention to indicate that any borrowers
had made afase satement, we noted that the Authority appears to
lack the lega authorization to incorporate such provisons into any
of its documents, despite the fact that damilar entities faling under
the jurisdiction of State banking laws have such ability.

Cause: The Authority mantains tha a maerid misrepresentation would
lead to a loan default, enabling CDA to cdl the loan and foreclose
if necessary. Therefore, false pendty provisons are unnecessary.

Effect: Public funds may be a greater risk if gopropriate pendties are not
in place to discourage false satements.

Recommendation: Legidation should be sought that would give the Authority a legd
bass to include fdse satement pendties on its documents, smilar
to banking indtitutions (See Recommendation 5).

Agency Response: “Legidation will be sought that would give the CDA alegd basis
to include fase statement pendties on its documents.”
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Management of the Hartford Civic Center Operating Agreement:

Criteria;

Condition:

Cause:

Section 8.03 of the Hartford Civic Center Operating Agreement
between the Authority and Madison Square Garden CT, LLC
(MSG) dated August 1, 1997, dtates in part "The Authority shall be
entitted a any time and from time to time within three (3) years
after the receipt or payment of any fees, commissons or other
payments to inspect the aufficiency andlor accuracy of any
datement furnished by MSG in support of MSG's caculation
thereof and to conduct an audit or examination of MSG's books
and records’.

Section 8.05 paragraph (&) of sad agreement dates in part "Not
more than seventy-five (75) days after the end of each fiscd year,
MSG shdl deliver to the Authority, certified by independent public
accountants reasonably  acceptable to the Authority...full  and
complete financid Statements with respect to MSG's operation of
the Managed Facilities and Concessons including dl customary
Income and Expense datements, reconciliations and comparisons
to proections, together with a daement of Gross Revenues,
Operating Expenses and Net Profits for such Fisca Year...".

The Authority has never requested an audit or examination of
MSG's books as provided for in the operating agreement.

The Authority dtated that it was relying upon two processes. the
annud audit of the Authority itsdf (which addresses Civic Center
revenues and expenses), and an Independent Accountants Report
on the application of agreed upon procedures with respect to the
interna control  gtructure implemented by the management of the
concession operations.

The annud Authority audit does congder Civic Center revenues
and expenses. However such data contains dgnificant items which
affect CDA's accounts but not those of MSG. In addition the scope
of audit work conducted in relation to MSG's operations would be
much greater in a gpecific audit of MSG than the CDA audit.

The agreed-upon procedures referred to above were performed to
assig the CDA in evauating the adequacy of and adherence to the
internd  control  policies and  procedures edtablished by
management. The aufficiency of the procedures is the sole
respongbility of the CDA. No representation was made regarding
the sufficiency of the procedures.
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Effect: The use of the CDA audit and the agreed-upon procedures
engagement does not satidfy ether the terms of the Agreement
cited above or their apparent intent.

Recommendation: ~ The Authority should ensure that audit and reporting provisons in
the Civic Center agreements are fully complied with. (See
Recommendation 6.)

Agency Response: “The CDA agrees and will receive an audit for the year ending
June 30, 2000.

Bidding Proceduresfor Civic Center mprovements:

Criteria: Pursuant to Section 32-1l1a of the Generd Statutes, the CDA is
required to establish procedures over the acquisition of goods and
services.

Genera procurement practice requires that the acquisition of goods
or services should, when practicd, be made on a compstitive
seded-bid bass to help assure that the best possble price is
obtained. Invitations to bid should be widdy disseminated in order
to attract awide and well-qudified pool of goplicants.

Condition: The Authority does not publicly invite goplicaions for bids on
mgor Civic Center projects, relying instead upon ther consultant
enginer and fadlity conaultant who invite gpplications from
candidates known to them.

Cause: Because of the limited time avaladle for condruction work a the
Civic Center, the Authority believes it is best served by limiting
the time taken for the solicitation and bid review process. To this
end the Authority finds it more efficient to invite bids directly from
firms known to their consultants rather than openly soliciting bids.

Effect: There is decreased assurance that the bidding process is equitable
and that the most competitive pricing is being obtained.

Recommendation: The Authority should establish written procedures over the bidding
process for maor Civic Center purchases. In doing <O,
condderation should be given to reguiring publicaion of
invitationsto bid. (See Recommendation 7.)

Agency Response: “The CDA'’s prectice is to receive a least three bids for dl capita
expenditures that are materid in price. The CDA adso will accept
bids from any firm that wishesto participate in the bidding
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process. The CDA will codify these practices into written
procedures.”

Activities of Board Members;

Criteria;

Condition:

Effect:

Cause

Recommendation:

Agency Response:

The State has established a Code of Ethics for State Officias that
outlines conditions that could present conflicts of interest. Section
32-11a, subsection (h), of the Generd Statutes permits a Board
member with a financid interest in a borrower to serve onthe

Board without presenting a conflict of interest, provided certain
disclosures are made and the member abstains from voting on
behalf of issues that would specificaly impact the member.

During the audited period, a former member of CDA’s Boad
evduated the datus of a company that was thought to be in
financid difficulty.  After invedtigating the company’s prospects,
the Board member was found to be negotiating with CDA gaff on
behdf of the company that was now partidly owned by the Board
member. These activities preceded the member's resgnation from
the Board. While the CDA Boad never approved subsequent
fineandng to the company, the appearance of a Board member
before CDA gaff presents the appearance of a conflict of interest.

Permitting activities that present the appearance of a conflict of
intere, even if not technicdly in violation of ethics laws reduces
pubic confidence in the process. In addition, snce CDA Boad
members approve operating budgets and thus indirectly approve
daff sdaries, CDA daff may fed pressure to recommend financing
arrangements that would normaly not be approved.

CDA does not have a policy outlining the conditions under which a
Boad member may negotiate in front of the Board for financid
assistance.

CDA should edtablish policies addressng the extent to which
Board members may represent businesses with which they ae
associated in front of the Authority. (See Recommendation 8).

“The CDA agrees and will establish policies addressing financing
requests from companies that are associated with Board members.”
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RECOMMENDATIONS

Our prior audit contained 10 recommendations, three of which have been adequatdy

resolved. The seven remaining recommendations have been repeated or restated to reflect current
conditions. One additiond recommendation has been formulated as the result of our current
review. The status of those recommendations is presented below:

Prior Audit Recommendations:

The Authority should improve its procedures to enable it to comply with its various
reporting requirements in a complete and timely fashion. In addition, the Authority
should consult with the Departments of Labor and Revenue Services, dong with the
Attorney Generd’s Office, regarding the potentid confidentidity issues presented by
exercigang CDA’s authority under Section 32-3 of the Generd Statutes.  This
recommendation is being repeated. (See Recommendation 1).

The cog of CDA employees time provided to the Governor's Office should be
properly dlocated. This recommendation is being repeated. (See Recommendation
2).

The Authority shoudd consder revisng its purchasing policies and procedures to
provide for competitive bidding and improved internd  controls. This
recommendation has been modified to reflect current conditions. (See
Recommendation 7).

The Authority should adopt a formd policy for the payment of severance benefits.
This recommendetion is being repested. (See Recommendation 3).

The Authority should review the assgnment of the titles of Presdent, Charman and
Executive Director and insure that the gpplicable datutes are adhered to.  This
recommendation is being repeated. (See Recommendation 4).

Legidation should be sought that would give the Authority a legd bads to include
fdse daement pendties on its documents, dmilar to banking inditutions.  This
recommendation is being repeated. (See Recommendation 5).

Controls over threshold projects should be improved to insure compliance with
datutory provisgons. Thisfinding has been adequately resolved.

The Authority should increese efforts to comply with the prior notice requirements of
Section 1-121 of the Generd Statutes. This finding has been adequatdly resolved.

Efforts to mantan evidence of borrowers insurance coverage and financid
performance data should be improved. Thisfinding has been adequately addressed.

The Authority should take steps to insure that Civic Center vendors have an adequate
internal control system in place to provide assurance that revenues are properly
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recorded. This recommendation has been restated to reflect current conditions. (See
Recommendation 6).

Current Audit Recommendations:

1.

The Authority should implement procedures to comply with all of its legidated
reporting requirements and expand efforts to obtain information from State
agencies in order t verify statistics reported by borrowers. Where questions exist
as to the confidentiality of required information, CDA should seek legidative
clarification to ensurethat the legidative intent is met.

Comments,

CDA was not meseting the reporting requirements of Sections 32-1i and 32-479 of
the Generd Statutes. Reporting requirements of Section 32-11a, subsection (c),
were generdly being met, but specific borrower information was being reported
in the aggregate to maintain confidentidity of the data

The cost of CDA employees time used to provide services to the Governor's Office
should be properly allocated.

Comments,

We continued to note that the Governor's Office receives the benefit of office
gace and persond sarvices of regiona offices without charge.  CDA incurs
ongoing charges for service that are only partly related to its operations.

The Authority should establish policies and guiddines relative to the payment of
sever ance benefits.

Comments,

While only one severance paymert was made during the audited period, we noted
the continuing lack of a policy relating to such separation payments.

The Authority should review the appropriateness of the appointment of the
Chairman to the position of President under Section 32-23e, subdivison (18) of the
General Statutes.

Comments:

Section 32-11a, subsection (), of the Generd Statutes provides that members of
the CDA Board shdl not receive compensation. Changes made to the Authority’s
bylavs permit the Chairman, who is gppointed by the Governor, to aso serve in
the pogtion of Presdent, which is a paid pogtion. While the Authority clams
that
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Section 32-23e, subdivison (18) authorizes such an gppointment, it appears
that the intent of that Section is to permit the hiring of generad Saff rather than a
chief executive officer.

Legidation should be sought that would give the Authority a legal bass to include
false statement penalties on its documents, similar to banking institutions.

Comments:

Authority documents did not contain fdse satement provisons. While nothing
came to our atention to indicate that any borrowers had made a fdse statement,
we noted that the Authority appears to lack the legd authorization to incorporate
such provisons into any of its documents, despite the fact that Smilar entities
faling under the jurisdiction of State banking laws have such ability.

The Authority should ensure that audit and reporting provisions in the Civic Center
oper ating agreement are fully complied with.

Comments,

At no time has the Authority had an audit or examination of MSG's books as
provided for under Sections 8.03 or 805 () of the Civic Center operating
agreement.

The Authority should establish written procedures over the bidding process for
major Civic Center purchases. In doing so, consideration should be given to
requiring publication of invitationsto bid.

Comments,

The Authority does not invite gpplications for bids on mgor Civic Center projects
by newspaper advertisng, relying insead upon their consultant engineer and
facility consultant who invite gpplications from candidates known to them.

CDA should establish policies addressing the extent to which Board members may
represent businesses with which they are associated in front of the Authority.

Comments:

Section 32-11a, subsection (h), of the General Statutes permits CDA Board
members to serve even if they have a financid interest in a CDA borrower. The
absence of guidelines increases the risk that Board members could be placed in
Stuations that have at least the appearance of a conflict of interest.
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CONCLUSION

In concluson, we wish to express our gppreciation for the cooperation and courtesies
extended to our representatives by the personnd of the Connecticut Development Authority
during the course of our examination.

Kenneth Post
Principa Auditor

Approved:

Kevin P. Johnston Robert G. Jaekle

Auditor of Public Accounts Auditor of Public Accounts
kp/35040
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