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$219,235,000
State of Connecticut
General Obligation Economic Recovery Notes

$149,095,000 General Obligation Economic Recovery Notes (2002 Series A)

Interest
December 1, Amount Rate Yield CUSIP
2003 $43,720,000 2.00% 1.089 % 20772FX70
2004 21,800,000 2.50 1.52 20772FX88
2004 22,355,000 4.00 1.52 20772FX96
2005 12,740,000 3.00 1.88 20772FY20
2005 31,180,000 4.00 1.88 20772FY38
2006 17,300,000 3.00 2.25 20772FY46

(plus accrued interest)

$70,140,000 General Obligation Economic Recovery Notes (2002 Series B) (Auction Notes)
Due December 1, 2007 CUSIP 20772FX47

The initial interest rate for the Series B Notes will be determined on or prior to the delivery date.
Interest will accrue from the delivery date and initially will be payable on January 16, 2003.
Thereafter the Series B Notes will bear interest for successive 28-day Auction Periods at the
Auction Rate established pursuant to the Auction Procedures and payable on each Interest Payment
Date, as described herein. The Auction Periods may be changed as provided herein. The interest
on the Series B Notes may be converted to a Fixed Rate to maturity as described herein.

The Series B Notes are subject to mandatory sinking fund redemption in the following amounts on
December 1 of the following years or the prior Interest Payment Date if December 1 is not an
Interest Payment Date.

December 1, Amount
2006 $26,420,000
2007 43,720,000 (final maturity)

The Interest Payment Date for the Auction Notes will generally be the Business Day immediately
following the last day of the prior Auction Period.

Payment of principal of and interest on the Series B Notes will be insured in accordance with the
terms of a financial guaranty insurance policy to be issued simultaneously with the delivery of the
Series B Notes by MBIA Insurance Corporation. See “Bond Insurance” and “Appendix I-D”

herein.
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This Official Statement is not to be construed as a contract or agreement between the State and the purchasers or
holders of any of the Notes. The information and expressions of opinion herein are subject to change without notice and
neither the delivery of this Official Statement nor any sale made hereunder shall, under any circumstances, create any
implication that there has been no change in the affairs of the State since the date hereof. Any statements in this Official
Statement involving matters of opinion or estimates, whether or not expressly so stated, are intended as such and not as
representations of fact. No representation is made that any of such statements will be realized. All quotations from and
summaries and explanations of provisions of laws of the State contained in this Official Statement do not purport to be
complete and are qualified in their entirety by reference to the official compilations thereof. All references to the Notes and
the proceedings of the State Treasurer relating thereto are qualified in their entirety by reference to the definitive forms of the
Notes and such proceedings. This Official Statement is submitted only in connection with the sale of the Notes by the State
and may not be reproduced or used in whole or in part for any other purpose, except as specifically authorized by the State.
No dealer, broker, salesperson or other person has been authorized to give any information or to make any representations
other than as contained in this Official Statement and, if given or made, such other information or representations must not be
relied upon. This Official Statement does not constitute an offer to sell or the solicitation of an offer to buy nor shall there be
any sale of the Notes by any person in any jurisdiction in which it is unlawful for such person to make such offer, solicitation
or sale.

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY OVER-ALLOT OR EFFECT
TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE NOTES AT LEVELS
ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH STABILIZING, IF
COMMENCED, MAY BE DISCONTINUED AT ANY TIME.

Appendix I-D -Information Concerning Bond

Insurance and Specimen Policy........ I-D-1

Part IT - Information Supplement to

Annual Information Statement of
the State of Connecticut Dated
December 13, 2002
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OFFICIAL STATEMENT
STATE OF CONNECTICUT

General Obligation Economic Recovery Notes
$149,095,000 General Obligation Economic Recovery Notes (2002 Series A)
$70,140,000 General Obligation Economic Recovery Notes (2002 Series B) (Auction Notes)

INTRODUCTION

This Official Statement, including the cover and inside cover pages, this Introduction, Part I, Part IT and Part III
and the Appendices thereto, of the State of Connecticut (the “State”) is provided for the purpose of presenting certain
information relating to the State in connection with the sale of $149,095,000 aggregate principal amount of its General
Obligation Economic Recovery Notes (2002 Series A) (the “Series A Notes”) and $70,140,000 aggregate principal
amount of its General Obligation Economic Recovery Notes (2002 Series B) (the “Series B Notes”) (the Series A Notes
and the Series B Notes are referred collectively as the “Notes”).

Part I of this Official Statement, including the cover and inside front cover pages and the Appendices thereto,
contains information relating to the Notes. Part I of this Official Statement contains information which supplements as
of its date certain information contained in the most recent Annual Information Statement of the State. Part III of this
Official Statement, including the Appendices thereto, is the most recent Annual Information Statement of the State and
contains certain information about the State as of its date. The cover page, inside cover pages, this Introduction, and
Parts I, IT and III and the Appendices thereto should be read collectively and in their entirety.
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PART 1
INFORMATION CONCERNING THE NOTES

STATE OF CONNECTICUT

General Obligation Economic Recovery Notes
$149,095,000 General Obligation Economic Recovery Notes (2002 Series A)
$70,140,000 General Obligation Economic Recovery Notes (2002 Series B) (Auction Notes)

THE NOTES
Description of the Notes

The State of Connecticut (the “State”) is issuing $149,095,000 General Obligation Economic Recovery Notes
(2002 Series A) (the “Series A Notes”) and $70,140,000 General Obligation Economic Recovery Notes (2002 Series B)
(the “Series B Notes”) (the Series A Notes and the Series B Notes are referred to collectively as the “Notes”). The Notes
are being issued to fund the deficit in the State’s general fund for the fiscal year ending June 30, 2002, as reported
by the Comptroller to the Governor in accordance with section 3-115 of the General Statutes. The Notes are
authorized by Special Act No. 02-1 of the May 9 Special Session of the General Assembly of the State of
Connecticut (the “Act’).

The Series A Notes will be dated December 1, 2002, and will bear interest payable on June 1, 2003 and
semiannually thereafter on December 1 and June 1 in each year, until maturity, at the rate or rates indicated on the
inside front cover page of this Official Statement.

Interest on the Series A Notes will be calculated on the basis of a 360-day year of twelve 30-day months
and will be payable to the registered owner as of the close of business on the fifteenth day of May and November
in each year or the preceding business day if such fifteenth day is not a business day. The Series A Notes are
issuable only as fully registered notes, without interest coupons, in denominations of $5,000 or any integral
multiple thereof.

The Series B Notes will be dated the date of delivery, and will bear interest at the Auction Rate payable on
each Interest Payment Date, until maturity or earlier redemption or earlier mandatory tender for purchase, as
described below under Additional Information Related to Auction Notes.

Interest on the Series B Notes is payable to the person in whose name such note is registered as of the
Record Date. The Series B Notes are issuable only as fully registered notes, without interest coupons, in
denominations of $25,000 or any integral multiple thereof while bearing interest at the Auction Rate, and in
denominations of $5,000 or any integral multiple thereof after the conversion to a Fixed Rate.

The Notes will mature in December 1 in the years and in the principal amounts set forth on the inside front
cover of this Official Statement.

The Notes will be general obligations of the State and the full faith and credit of the State will be pledged
for the payment of the principal of and interest on the Notes as the same become due. The Notes will be issued
pursuant to the Act and other proceedings related thereto, including a Certificate of Determination of the
Treasurer. See Nature of Obligation herein.

Principal of and interest on the Notes will be paid directly to The Depository Trust Company (“DTC”) by

State Street Bank and Trust Company of Connecticut, N.A., as Paying Agent, so long as DTC or its nominee, Cede
& Co., is the Bondowner. See Book-Entry-Only System herein.
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Additional Information Related to Auction Notes

Set forth under this caption is information pertaining to Auction Notes, which includes any Series B Notes
that have not been converted to Notes bearing interest at a Fixed Rate to maturity. The following contains certain
information pertaining to the Auction Procedures and certain other matters. It does not purport to be complete and
is qualified in its entirety by reference to the Definitions and Summary of Certain Provisions of the Auction
Notes and Auction Procedures and related matters set forth in Appendix I-C, the Auction Agent Agreement and
the Broker-Dealer Agreement.

Interest. Auction Notes will bear interest for each Auction Period at the Auction Rate. The initial interest
rate for the Series B Notes will be determined prior to the delivery of the Series B Notes and will be in effect from
the date of issuance of the Series B Notes to and including January 15, 2003 for the Series B Notes. Thereafter, the
Auction Rate applicable to the Auction Notes will equal the Auction Rate for each Auction Period in accordance
with the Auction Procedures as described in Appendix I-C hereto.

After the Initial Period, each Auction Period will be 28 days unless changed as provided in the Auction
Procedures. The Auction Periods may be for 7 days, 28 days or 35 days. Each Auction Period generally begins on
a Thursday (or the day following the last day of the prior Auction Period) and ends on a Wednesday (or if such day
is not immediately followed by a Business Day, the day immediately preceding the next Business Day). The
Interest Payment Date for Auction Notes is the Business Day immediately following the expiration of each
Auction Period. Interest for each Auction Period will be computed on the basis of a 360-day year for the number
of days actually elapsed.

Notwithstanding the foregoing provisions, (i) if the Auction Agent shall have failed to calculate or timely
provide the Auction Rate for any Auction Period, the Auction Rate for such Auction Period shall be the No
Auction Rate determined for such Auction Period; (ii) if a failure to pay principal or interest on any Auction Note
when due shall have occurred and the Bond Insurer shall have failed to pay amounts due under the Policy, the
Auction Rate for the Auction Period during which such failure shall have occurred and each Auction Period
thereafter commencing prior to the date on which such failure shall have ceased to be continuing shall be the
Default Rate for such Auction Period; (iii) in the event of a failed conversion to a Fixed Rate, the Auction Notes
will continue as Auction Notes with the same Auction Period and bear interest at the Maximum Auction Rate for
the next Auction Period which shall be a 7-day Auction Period; and (iv) in no event shall the Auction Rate exceed
the Maximum Auction Rate or be less than the Minimum Auction Rate.

Auction Agent. The State and the Paying Agent will enter into the Auction Agent Agreement initially
with Wilmington Trust Company pursuant to which Wilmington Trust Company, acting as agent for the Paying
Agent, shall perform the duties of Auction Agent. The Auction Agent Agreement will provide, among other
things, that the Auction Agent will determine the Auction Rate for each Auction in accordance with the Auction
Procedures.

Broker-Dealer. Bear, Stearns & Co. Inc. will enter into a Broker-Dealer Agreement with the Auction
Agent for purposes of implementing the Auction Procedures.

Auction Date. An Auction to determine the interest rate with respect to the Auction Notes for the next
succeeding Auction Period will be held on the Business Day next preceding the Interest Payment Date for the
preceding Auction Period. The first Auction for the Series B Notes will take place on January 15, 2003.

Orders by Existing Owners and Potential Owners. The procedure for submitting orders prior to the
Submission Deadline on each Auction Date is described in Appendix I-C, as are the particulars with regard to the

determination of the Auction Rate and the allocation of Auction Notes.

Amendment of Auction Procedures. The provisions of the Series B Notes concerning the Auction
Procedures, including without limitation the definitions of Auction Rate, Default Rate, Maximum Auction Rate,
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Minimum Auction Rate, Index, Auction Multiple and No Auction Rate, may be amended by obtaining the consent
of the Bond Insurer so long as there is no Bond Insurer Payment Default and the beneficial owners of all Auction
Notes affected by such amendment. If on the first Auction Date occurring at least 20 days after the date on which
the Auction Agent mailed notice to the beneficial owners of the Auction Notes affected by such amendment,
Sufficient Clearing Bids have been received or all of the Auction Notes affected by such amendment are subject to
Submitted Hold Orders, the proposed amendment shall be deemed to have been consented to by the beneficial
owners of all Auction Notes affected by such amendment.

Changes to the Auction Period and the Auction Date do not require the amendment of the Auction
Procedures or any consents.

Conversion of Auction Notes to Fixed Rate. The State, and so long as there is no Bond Insurer Payment
Default with the consent of the Bond Insurer, may direct that all or a portion of the Auction Notes be converted to
bear interest at a Fixed Rate by written notice to the Paying Agent and the Auction Agent at least 20 days before
the proposed Conversion Date; provided that the aggregate principal amount of any portion not so converted is a
multiple of $25,000. The Conversion Date must be an Interest Payment Date. Not later than 15 days prior to the
date of conversion of all or a portion of the Auction Notes to a Fixed Rate the Paying Agent shall give notice of
the conversion to a Fixed Rate to all owners of Auction Notes selected to be converted and the Auction Agent shall
give a similar notice to the Broker-Dealers all as described in Appendix I-C. On the Conversion Date applicable
to the Auction Notes to be converted, the Auction Notes to be converted shall be subject to mandatory tender at a
purchase price equal to 100% of the principal amount thereof, plus accrued interest, subject to and in accordance
with the Auction Notes; provided, however, that in the event of a failed conversion to a Fixed Rate, the Auction
Notes will not be subject to mandatory tender, will be returned to their owners and will bear interest at the
Maximum Auction Rate for the next Auction Period which shall be a 7-day Auction Period.

If the notices referred to above have been given, the conversion to a Fixed Rate shall occur and the
implementation of the Auction Procedures shall be terminated with respect to the Auction Notes selected for
conversion, subject to the conditions provided for in the Auction Notes, there being no such termination if any of
such conditions are not satisfied.

After the Conversion Date interest will be calculated on the basis of a 360-day year of twelve 30-day
months and will be payable to the registered owner as of the close of business on the fifteenth day of May and
November in each year or the preceding business day if such fifteenth day is not a business day.

Mandatory Tender for Purchase of Auction Notes.

Mandatory Tender Upon Conversion. On the Conversion Date for any Auction Notes selected for
conversion to a Fixed Rate, all such Auction Notes then outstanding shall be subject to mandatory tender for
purchase at a purchase price equal to the principal amount of the Auction Notes, plus accrued interest.

Auction Notes to be tendered for purchase are required to be delivered by the owners thereof to the Paying
Agent (together with necessary assignments and endorsements) on or prior to the tender date applicable to such
Auction Notes.

Any Auction Notes, or portions thereof that are not delivered as required by the Auction Notes (the
“Untendered Auction Notes”), for which monies have been irrevocably deposited in trust with the Paying Agent,
shall be deemed to have been delivered for purchase to the Paying Agent, and the owners of such Untendered
Auction Notes shall not be entitled to any benefits of the Auction Notes other than the payment of the purchase
price, and interest shall cease to accrue on such Untendered Auction Notes as of the tender date.

Each registered owner and Beneficial Owner of any of the Auction Notes, by acceptance of such note,
shall be deemed to have agreed, upon receipt of the notice referred to above, to sell such note to the Paying Agent



on the applicable mandatory tender date for the purchase price described above, subject to revocation of such
mandatory tender as provided above.

Special Considerations for Purchasers of Auction Notes. The ability of any holder of Auction Notes to
sell such Auction Notes in any Auction is directly contingent upon the Auction Agent’s receipt of Sufficient
Clearing Bids. If Sufficient Clearing Bids are not received, Submitted Orders will be accepted or rejected as
summarized in Appendix I-C under the heading “Allocation of Auction Notes.”

The Auction Note provisions concerning the Auction Procedures and related definitions may be amended
by obtaining the consent of the Bond Insurer so long as there is no Bond Insurer Payment Default and the
beneficial owners of all Auction Notes affected by such amendment. The consent of the beneficial owners affected
by such amendment may be deemed to have been given under certain circumstances. See “Amendment of
Auction Procedures” in Appendix I-C.

The Auction Notes provide that the Auction Agent may resign from its duties as Auction Agent by giving
at least 45 days’ notice to each Broker-Dealer, the Bond Insurer, the Paying Agent and the State Representative.
The Auction Notes provide that the Auction Agent may be removed at any time upon the written direction of the
State Representative. As a condition to the effectiveness of such resignation or removal , a replacement Auction
Agent must be in place. If the Auction Agent does not receive its fee, it may resign if such fee is not paid within 45
days after notice to the Bond Insurer, the Broker-Dealers, Paying Agent and State Representative, and such a
resignation does not require that a replacement Auction Agent be in place. The Broker-Dealer Agreement provides
that the Broker-Dealer thereunder may resign upon five Business Days’ notice or immediately, in certain
circumstances, and does not require, as a condition to the effectiveness of such resignation, that a replacement
Broker-Dealer be in place. For any Auction Period during which there is no duly appointed Auction Agent, or
during which there is no duly appointed Broker-Dealer, it will not be possible to hold Auctions, with the result that
the interest rate on the Auction Notes will be the No Auction Rate.

The beneficial owner of any Auction Notes may sell, transfer or dispose of Auction Notes only pursuant to
a Bid or Sell Order placed in an Auction or through a Broker-Dealer who advises the Auction Agent of such
transfer. See “DTC Required During Auction Rate Mode; Limitations on Transfers” in Appendix I-C.

The Broker-Dealer Agreements will provide that a Broker-Dealer may submit Orders in Auctions for its
own account. If a Broker-Dealer submits an Order for its own account in any Auction, it might have an advantage
over other Bidders in that it would have knowledge of Orders placed through it in that Auction; such Broker-
Dealer, however, would not have knowledge of Orders submitted by other Broker-Dealers (if any) in that Auction.

In the Broker-Dealer Agreements, Broker-Dealers will agree to handle customer orders in accordance with their
duties under applicable securities laws and rules.

Bear, Stearns & Co. Inc., the initial Broker-Dealer, has advised the State that it intends initially to make a
market for the Auction Notes between Auctions; however, no Broker-Dealer will be obligated to make such
markets, and no assurance can be given that secondary markets therefor will develop.

Optional Redemption
Series A Notes. The Series A Notes are not subject to optional redemption prior to maturity.

Series B Notes. Auction Notes. Prior to conversion to a Fixed Rate the Auction Notes are subject to
optional redemption prior to maturity at the election of the Treasurer, in whole or in part on any Interest Payment
Date and in such amounts and such order of maturity (but by lot within a maturity) as the Treasurer may determine,
at a redemption price equal to 100% of the principal amount of Auction Notes being redeemed together with
accrued and unpaid interest to the date fixed for redemption but without premium, provided that the aggregate
principal amount of any Auction Notes not so optionally redeemed is a multiple of $25,000.



Fixed Rate Notes. After conversion of any Auction Notes to a Fixed Rate the Series B Notes will not be
subject to optional redemption prior to maturity.

Sinking Fund Redemption

The Series B Notes maturing on December 1, 2007 are subject to mandatory sinking fund redemption in
part by lot at a redemption price equal to one hundred percent (100%) of the principal amount of the Series B
Notes to be redeemed, plus accrued interest thereon to the date specified for redemption, on December 1 (or the
prior Interest Payment Date if December 1 is not an Interest Payment Date) in each of the years set forth in the
following table, in the principal amount specified in each of such years:

Series B Notes
Year Sinking Fund Payment

2006 $26,420,000
2007 43,720,000 (final maturity)

The State, at its option, may credit against any mandatory sinking fund redemption term Series B Notes of
the maturity then subject to redemption which have been purchased and cancelled by the State or which have been
redeemed and not theretofore applied as a credit against any mandatory sinking fund redemption requirement.

Notice of Redemption

Notice of redemption shall be mailed not less than fifteen (15) days in the case of Auction Notes and not
less than thirty (30) days in the case of any Series B Notes which have been converted to Fixed Rate Notes, nor
more than sixty (60) days prior to the redemption date to the registered owner of such Note at such Noteowner’s
address as it appears on the registration books of the State, and also to the Auction Agent and the Broker-Dealers
in the case of Auction Notes. So long as Cede & Co., as nominee of DTC, is the registered owner of the Notes, all
notices of redemption will be sent only to DTC.

Book-Entry-Only System

The Depository Trust Company (“DTC”), New York, New York, will act as securities depository for the
Notes (the “Notes”). The Notes will be issued as fully-registered securities registered in the name of Cede & Co.
(DTC’s partnership nominee) or such other name as may be requested by an authorized representative of DTC.
One or more fully-registered Note certificates will be issued for each maturity of the Notes in the aggregate
principal amount of such maturity, and will be deposited with DTC.

DTC, the world’s largest depository, is a limited-purpose trust company organized under the New York
Banking Law, a “banking organization” within the meaning of the New York Banking Law, a member of the
Federal Reserve System, a “clearing corporation” within the meaning of the New York Uniform Commercial
Code, and a “clearing agency” registered pursuant to the provisions of Section 17A of the Securities Exchange Act
of 1934. DTC holds and provides asset servicing for over 2 million issues of U.S. and non-U.S. equity issues,
corporate and municipal debt issues, and money market instruments from over 85 countries that DTC’s
participants (“Direct Participants”) deposit with DTC. DTC also facilitates the post-trade settlement among Direct
Participants of sales and other securities transactions in deposited securities, through electronic computerized
book-entry transfers and pledges between Direct Participants’ accounts. This eliminates the need for physical
movement of securities certificates. Direct Participants include both U.S. and non-U.S. securities brokers and
dealers, banks, trust companies, clearing corporations, and certain other organizations. DTC is a wholly-owned
subsidiary of The Depository Trust & Clearing Corporation (“DTCC”). DTCC, in turn, is owned by a number of
Direct Participants of DTC and Members of the National Securities Clearing Corporation, Government Securities
Clearing Corporation, MBS Clearing Corporation, and Emerging Markets Clearing Corporation, (NSCC, GSCC,
MBSCC, and EMCC, also subsidiaries of DTCC), as well as by the New York Stock Exchange, Inc., the American
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Stock Exchange LLC, and the National Association of Securities Dealers, Inc. Access to the DTC system is also
available to others such as both U.S. and non-U.S. securities brokers and dealers, banks, trust companies and
clearing corporations that clear through or maintain a custodial relationship with a Direct Participant, either
directly or indirectly (“Indirect Participants”). DTC has Standard & Poor’s highest rating: AAA. The DTC Rules
applicable to its Participants are on file with the Securities and Exchange Commission. More information about
DTC can be found at www.dtcc.com.

Purchases of Notes under the DTC system must be made by or through Direct Participants, which will
receive a credit for the Notes on DTC’s records. The ownership interest of each actual purchaser of each Note
(“Beneficial Owner”) is in turn to be recorded on the Direct and Indirect Participants’ records. Beneficial Owners
will not receive written confirmation from DTC of their purchase. Beneficial Owners are, however, expected to
receive written confirmation providing details of the transaction, as well as periodic statements of their holdings,
from the Direct or Indirect Participant through which the Beneficial Owner entered into the transaction. Transfers
of ownership interests in the Notes are to be accomplished by entries made on the books of Direct and Indirect
Participants acting on behalf of Beneficial Owners. Beneficial Owners will not receive certificates representing
their ownership interests in Notes, except in the event that use of the book-entry system for the Notes is
discontinued.

To facilitate subsequent transfers, all Notes deposited by Direct Participants with DTC are registered in
the name of DTC’s partnership nominee, Cede & Co. or such other name as may be requested by an authorized
representative of DTC. The deposit of Notes with DTC and their registration in the name of Cede & Co. or such
other nominee do not effect any change in beneficial ownership. DTC has no knowledge of the actual Beneficial
Owners of the Notes; DTC’s records reflect only the identity of the Direct Participants to whose accounts such
Notes are credited, which may or may not be the Beneficial Owners. The Direct and Indirect Participants will
remain responsible for keeping account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct Participants to
Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners will be governed by
arrangements among them, subject to any statutory or regulatory requirements as may be in effect from time to
time.

Redemption notices shall be sent to DTC. If less than all of the Notes within an issue are being redeemed,
DTC’s practice is to determine by lot the amount of the interest of each Direct Participant in such issue to be
redeemed.

Neither DTC nor Cede & Co. (nor such other DTC nominee) will consent or vote with respect to the
Notes unless authorized by a Direct Participant in accordance with DTC’s Procedures. Under its usual procedures,
DTC mails an Omnibus Proxy to the State as soon as possible after the record date. The Omnibus Proxy assigns
Cede & Co.’s consenting or voting rights to those Direct Participants to whose accounts the Notes are credited on
the record date (identified in a listing attached to the Omnibus Proxy).

Principal and interest payments on, and redemption premium, if any, with respect to the Notes will be
made to Cede & Co., or such other nominee as may be requested by an authorized representative of DTC. DTC’s
practice is to credit Direct Participants’ accounts upon DTC’s receipt of funds and corresponding detail
information from the State or the Paying Agent, on the payable date in accordance with their respective holdings
shown on DTC’s records. Payments by Participants to Beneficial Owners will be governed by standing
instructions and customary practices, as is the case with securities held for the accounts of customers in bearer
form or registered in “street name,” and will be the responsibility of such Participant and not of DTC nor its
nominee, the Paying Agent, or the State, subject to any statutory or regulatory requirements as may be in effect
from time to time. Payment of principal and interest, and redemption premium, if any, to Cede & Co. (or such
other nominee as may be requested by an authorized representative of DTC) is the responsibility of the State or the
Paying Agent, disbursement of such payments to Direct Participants will be the responsibility of DTC, and
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disbursement of such payments to the Beneficial Owners will be the responsibility of Direct and Indirect
Participants.

DTC may discontinue providing its services as depository with respect to the Notes at any time by giving
reasonable notice to the State or the Paying Agent. Under such circumstances, in the event that a successor
depository is not obtained, note certificates are required to be printed and delivered.

The State may decide to discontinue use of the system of book-entry transfers through DTC (or a
successor securities depository). In that event, note certificates will be printed and delivered.

The information in this section concerning DTC and DTC’s book-entry system has been provided by
DTC. The State takes no responsibility for the accuracy thereof.

Nature of Obligation

Each Note when duly issued and paid for will constitute a contract between the State and the owner
thereof.

The Act pursuant to which the Notes are issued provides that the Notes shall be general obligations of the
State and that the full faith and credit of the State are pledged for the payment of the principal of and interest on
said Notes as the same become due. Such act further provides that, as part of the contract of the State with the
owners of said Notes, appropriation of all amounts necessary for the punctual payment of such principal and
interest is made, and the Treasurer shall pay such principal and interest as the same become due.

The doctrine of governmental immunity (the right of a state not to be sued without its consent) applies to
the State but legislation gives jurisdiction to the Connecticut courts to enter judgment against the State founded
upon any express contract between the State and the purchasers and subsequent owners and transferees of bonds
and notes issued by the State, including the Notes, reserving to the State all legal defenses except governmental
immunity.

In the opinion of Bond Counsel, the above provisions impose a clear legal duty on the Treasurer to pay
principal of and interest on the Notes when due and, in the event of failure by the State to make such payment
when due, a bondowner may sue the Treasurer to compel such payment from any monies available.

For the payment of principal of or interest on the Notes, the State, acting through the General Assembly,
has the power to levy ad valorem taxes on all taxable property in the State without limitation as to rate or amount.
The State does not presently levy such a tax.

The State has never defaulted in the punctual payment of principal or interest on any general obligation
indebtedness and has never attempted to prevent or delay such required payments.



Sources and Uses of Note Proceeds

Proceeds of the Notes are to be applied as follows:

Sources: Series A Series B
Par Amount of Notes............c........ $ 149,095,000.00 $ 70,140,000.00
Plus: Net Original Issue Premium . 4,627.724.10 -
Total Sources.....ccoeeeeevveeeennnee. $153,722.724.10 $ 70,140,000.00
Uses:
Money Available to State ............... $152,838,621.00 $ 69,549,216.40
Underwriters’ Discount or Fee ....... 605,184 .43 323,569.57
Costs of Issuance .......ccceeeeeveeevennnne. 278,918.67 131,214.03
Bond Insurance........cceeeeeeeeeeennnn.. - 136,000.00
Total USeS...cccvvveeeevreeeeerreeeenn, $153,722,724.10 $ 70,140,000.00

(accrued interest to be added)
BOND INSURANCE
The Series A Notes are not insured by any financial guaranty insurance policy.

The State has received a commitment from MBIA Insurance Corporation (the “Bond Insurer”) for a
financial guaranty insurance policy with respect to the Series B Notes (the “Policy”). Under the Policy, a
specimen copy of which is included as Appendix I-D hereto, the Bond Insurer guarantees the payment of the
principal or mandatory sinking fund installments of, and interest on, the Series B Notes on the regularly scheduled
due dates for the payment thereof. The Policy is non-cancelable, and the premiums will be fully paid upon
delivery of the Series B Notes. For information concerning the Bond Insurer and a specimen copy of the Policy,
see Appendix I-D hereto. The information contained in Appendix I-D has been furnished by the Bond Insurer for
use in this Official Statement and the State takes no responsibility for the accuracy thereof.

LEGALITY FOR INVESTMENT

Under existing State law, the Notes are legal investments for the State and for municipalities, regional
school districts, fire districts, and any municipal corporation or authority authorized to issue bonds, notes or other
obligations, State chartered or organized insurance companies, bank and trust companies, savings banks, savings
and loan associations and credit unions, as well as executors, administrators, trustees and certain other fiduciaries.
Subject to any contrary provisions in any agreement with noteholders or bondholders or other contract, the Notes
also are legal investments for virtually all public authorities in the State.

The Notes may be accepted by the Comptroller as a substitution for amounts paid as retainage under any
State contract or subcontract.

RATINGS
Moody’s Investors Service (“Moody’s”), Standard & Poor’s Rating Services (a division of the McGraw-
Hill Companies, Inc.) (“S&P”’) and Fitch Ratings (“Fitch”) have assigned their municipal bond ratings of Aa2, AA
and AA, respectively, to the Series A Notes. The Moody’s and S&P ratings each carry a “negative” credit outlook
on the State’s Series A Notes.

Moody’s, S&P and Fitch have assigned their municipal bond ratings of Aaa, AAA and AAA, respectively,

to the Series B Notes with the understanding that, upon delivery of the Series B Notes, the bond insurance policy
will be issued by MBIA Insurance Corporation.
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Each such rating and such credit outlook reflects only the views of the respective rating agency, and an
explanation of the significance of such rating and such credit outlook may be obtained from such rating agency.
There is no assurance that such ratings will continue for any given period of time or that they will not be revised or
withdrawn entirely by such rating agency if in the judgment of such rating agency circumstances so warrant. A
downward revision or withdrawal of any such rating may have an adverse effect on the market price of the Notes.

TAX EXEMPTION
Opinion of Bond Counsel and Tax Counsel - Federal Tax Exemption

In the opinion of Bond Counsel and Tax Counsel, under existing law, interest on the Notes (a) is not
included in gross income for federal income tax purposes and (b) is not an item of tax preference for purposes of
the federal alternative minimum tax imposed on individuals and corporations; however, with respect to certain
corporations (as defined for federal income tax purposes) subject to the federal alternative minimum tax, such
interest is taken into account in determining adjusted current earnings for purposes of computing the federal
alternative minimum tax.

Bond Counsel’s and Tax Counsel’s opinions with respect to the Notes will be rendered in reliance upon
and assuming the accuracy of and continuing compliance by the State with its representations and covenants
relating to certain requirements of the Internal Revenue Code of 1986, as amended (the “Code”). The Code
establishes certain requirements which must be met at and subsequent to the issuance of the Notes in order that
interest on the Notes be and remain excluded from gross income of the owners thereof for federal income tax
purposes. Failure to comply with the continuing requirements may cause the interest on the Notes to be included
in gross income for federal income tax purposes retroactively to the date of their issuance irrespective of the date
on which such noncompliance occurs. In the Tax Compliance Agreement and the Tax Certificate, which will be
delivered concurrently with the issuance of the Notes, the State will covenant to comply with certain provisions of
the Code and will make certain representations designed to assure compliance with such requirements of the Code.

Pursuant to Section 3-20 of the General Statutes of the State, as amended, the State covenants that it will
at all times comply with all requirements of the Code that must be satisfied subsequent to the issuance of the Notes
to ensure that interest on the Notes shall not be included in the gross income of the owners thereof for federal
income tax purposes, including covenants regarding, among other matters, the use, expenditure and investment of
the proceeds of the Notes and the timely payment to the United States of any arbitrage rebate amounts with respect
to the Notes.

No other opinion is expressed by Bond Counsel or Tax Counsel regarding the federal tax consequences of
the ownership of, or the receipt or accrual of interest on, the Notes.

Original Issue Discount

The initial public offering prices of the Notes of certain maturities ( the “OID Notes”) are less than their
stated principal amounts. Under existing law, the difference between the stated principal amount and the initial
offering price of each maturity of the OID Notes to the public (excluding bond houses and brokers) at which a
substantial amount of such maturity of the OID Notes is sold will constitute original issue discount (“OID”). The
offering prices relating to the yields set forth on the inside front cover page of this Official Statement for the OID
Notes are expected to be the initial offering prices to the public at which a substantial amount of each maturity of
the OID Notes are sold. Under existing law OID on the Notes accrued and properly allocable to the owners thereof
under the Code is not included in gross income for federal income tax purposes if interest on the Notes is not
included in gross income for federal income tax purposes.

Under the Code, for purposes of determining an owner’s adjusted basis in an OID Note, OID treated as
having accrued while the owner holds the OID Note will be added to the owner’s basis. OID will accrue on a
constant-yield-to-maturity method based on regular compounding. The owner’s adjusted basis will be used to



determine taxable gain or loss upon the sale or other disposition (including redemption or payment at maturity) of
an OID Note. For certain corporations (as defined for federal income tax purposes) a portion of the original issue
discount that accrues in each year to such an owner of an OID Note will be included in the calculation of the
corporation’s federal alternative minimum tax liability. As a result, ownership of an OID Note by such a
corporation may result in an alternative minimum tax liability even though such owner has not received a
corresponding cash payment.

Prospective purchasers of OID Notes should consult their own tax advisors as to the calculation of accrued
OID, the accrual of OID in the cases of owners of the OID Notes purchasing such Notes after the initial offering
and sale, and the state and local tax consequences of owning or disposing of such OID Notes.

Original Issue Premium

The initial public offering prices of the Notes of certain maturities (the “OIP Notes”) are more than their
stated principal amounts. An owner who purchases a Note at a premium to its principal amount must amortize
note premium as provided in applicable Treasury Regulations, and amortized premium reduces the owner’s basis
in the Note for federal income tax purposes. Prospective purchasers of OIP Notes should consult their tax advisors
regarding the amortization of premium and the effect upon basis.

Other Federal Tax Matters

In addition to the matters addressed above, prospective purchasers of the Notes should be aware that the
ownership of tax-exempt obligations may result in collateral federal income tax consequences to certain taxpayers,
including without limitation, financial institutions, certain insurance companies, S corporations, foreign
corporations subject to the branch profits tax, recipients of Social Security or Railroad Retirement benefits and
taxpayers who may be deemed to have incurred or continued indebtedness to purchase or carry tax-exempt
obligations. Prospective purchasers of the Notes should consult their tax advisors as to the applicability and
impact of such consequences.

Legislation affecting the exclusion from gross income of interest on Notes is regularly under consideration
by the United States Congress. There can be no assurance that legislation enacted or proposed after the date of
issuance of the Notes will not have an adverse effect upon the tax-exempt status or the market price of the Notes.

State Taxes

In the opinion of Bond Counsel and Tax Counsel, under existing statutes, interest on the Notes is excluded
from Connecticut taxable income for purposes of the Connecticut income tax on individuals, trusts and estates and
is excluded from amounts on which the net Connecticut minimum tax is based in the case of individuals, trusts and
estates required to pay the federal alternative minimum tax.

Interest on the Notes is included in gross income for purposes of the Connecticut corporation business tax.

Accrued original issue discount on a Note is also excluded from Connecticut taxable income for purposes
of the Connecticut income tax on individuals, trusts and estates and is excluded from amounts on which the net
Connecticut minimum tax is based in the case of individuals, trusts and estates required to pay the federal
alternative minimum tax.

Owners of OID Notes or OIP Notes should consult their own tax advisors with respect to the
determination for state and local income tax purposes of original issue discount or original issue premium accrued
upon sale or redemption thereof, and with respect to the state and local tax consequences of owning or disposing of
OID Notes or OIP Notes.
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Owners of the Notes should consult their tax advisors with respect to other applicable state and local tax
consequences of ownership of the Notes and the disposition thereof.

General

The opinions of Bond Counsel and Tax Counsel are rendered as of their date and Bond Counsel and Tax
Counsel assume no obligation to update or supplement their opinions to reflect any facts or circumstances that may
come to their attention or any changes in law that may occur after the date of their opinions.

The discussion above does not purport to deal with all aspects of federal or state or local taxation that may
be relevant to a particular owner of a Note. Prospective owners of the Notes, particularly those who may be
subject to special rules, are advised to consult their own tax advisors regarding the federal, state and local tax
consequences of owning and disposing of the Notes.

CONTINUING DISCLOSURE AGREEMENT

The General Statutes of Connecticut give the State the specific authority to enter into continuing
disclosure agreements in accordance with the requirements of Securities and Exchange Commission Rule 15¢2-12
(the “Rule”). The State will enter into a Continuing Disclosure Agreement with respect to the Notes for the benefit
of the beneficial owners of the Notes, substantially in the form attached as Appendix I-C to this Official Statement
(the “Continuing Disclosure Agreement”), pursuant to which the State will agree to provide or cause to be
provided, in accordance with the requirements of the Rule: (i) certain annual financial information and operating
data, (ii) timely notice of the occurrence of certain material events with respect to the Notes, and (iii) timely notice
of a failure by the State to provide the required annual financial information on or before the date specified in the
Continuing Disclosure Agreement. The Underwriters’ obligation to purchase the Notes shall be conditioned upon
their receiving, at or prior to the delivery of the Notes, an executed copy of the Continuing Disclosure Agreement.

The State has never defaulted in its obligation to provide annual financial information pursuant to a Continuing
Disclosure Agreement executed by the State in connection with the sale of any other General Obligation Economic
Recovery Notes.

DOCUMENTS ACCOMPANYING DELIVERY OF THE NOTES
State Treasurer’s Certificate

Upon delivery of the Notes, the State shall furnish a certificate of the Treasurer, dated the date of delivery
of the Notes, stating that the Official Statement, as of its date, did not contain any untrue statement of a material
fact or omit to state any material fact necessary to make the statements therein, in light of the circumstances under
which they were made, not misleading and that there has been no material adverse change (other than in the
ordinary course of the operations of the State) in the financial condition of the State from that set forth in or
contemplated by the Official Statement. In providing such certificate, the Treasurer will state that she has not
undertaken independently to verify information obtained or derived from various publications of agencies of the
Federal government and presented in Appendix III-B to this Official Statement under the caption STATE
ECONOMY.



Absence of Litigation

Upon delivery of the Notes, the State shall furnish a certificate of the Attorney General of the State, dated
the date of delivery of the Notes, to the effect that there is no controversy or litigation of any nature pending or
threatened to restrain or enjoin the issuance, sale, execution or delivery of the Notes, or in any way contesting or
affecting the validity of the Notes or any of the proceedings taken with respect to the issuance and sale thereof or
the application of monies to the payment of the Notes. In addition, such certificate shall state that, except as
disclosed in this Official Statement, there is no controversy or litigation of any nature now pending by or against
the State which, in the opinion of the Attorney General, will be finally determined so as to result individually or in
the aggregate in a final judgment against the State which would materially adversely affect its financial condition
or the power of the State to levy, collect and enforce the collection of taxes or other revenues for the payment of its
Notes.

Approving Opinions of Bond Counsel, Opinions of Disclosure Counsel, Tax Counsel and Underwriters’
Counsel

The State Treasurer, with the approval of the Attorney General of the State of Connecticut, has appointed
Day, Berry & Howard LLP, Hartford, Connecticut, to serve as Bond Counsel with respect to the Notes, and
delivery of the Notes will be subject to the approving opinion of Bond Counsel.

Certain legal matters will be passed upon for the State by its Disclosure Counsel, Day, Berry & Howard
LLP of Hartford, Connecticut.

Certain legal matters will be passed upon for the State by its Tax Counsel, Hunton & Williams.

Certain legal matters will be passed upon for the Underwriters by their counsel, Soeder & Associates,
LLC, of Hartford, Connecticut.

FINANCIAL ADVISOR

The State has appointed P.G. Corbin & Company, Inc. to serve as financial advisor to assist the State in
the issuance of the Notes.
UNDERWRITING

The aggregate initial offering price of the Series A Notes to the public is $153,722.724.10 plus accrued
interest. The Underwriters have jointly and severally agreed, subject to certain conditions precedent to closing, to
purchase the Series A Notes from the State at an aggregate purchase price of $153,117,539.67 plus accrued
interest.

Bear, Stearns & Co. Inc. will agree, subject to certain conditions precedent to closing, to purchase the
Series B Notes from the State at par, $70,140,000.00, and receive an underwriting fee of $323,569.57.

The Underwriters and Bear, Stearns & Co. Inc. will be obligated to collectively purchase all the Notes, if
any such Notes are purchased. The Notes may be offered and sold to certain dealers (including unit investment
trusts and other affiliated portfolios of certain underwriters and other dealers depositing the Notes into investment
trusts) at prices lower than such initial public offering prices, and such initial public offering prices may be
changed, from time to time, by the Underwriters.

The Auction Agent has entered into a Broker-Dealer Agreement pertaining to the Series B Notes. The
Broker-Dealers may receive fees pursuant to the Broker-Dealer Agreements.
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ADDITIONAL INFORMATION

It is the present policy of the State to make available, upon request from the Office of the State Treasurer,
copies of this Official Statement or parts hereof and subsequent official statements or parts thereof relating to the
issuance of its general obligation bonds.

Additional information may be obtained upon request from the Office of the State Treasurer, Denise L.
Nappier, Attn: Catherine S. Boone, Assistant Treasurer, 55 Elm Street, Hartford, Connecticut 06106,
(860) 702-3127.

STATE OF CONNECTICUT

Dated at Hartford, Connecticut

this 13th day of December, 2002 /s/ Denise L.. Nappier
Denise L. Nappier
State Treasurer
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Appendix I-A

FORM OF BOND COUNSEL OPINION

The opinion of Bond Counsel will be dated the date of original issuance of the Notes and
will be substantially in the following form:

Honorable Denise L. Nappier
Treasurer, State of Connecticut
Hartford, Connecticut

We have examined a record of proceedings relative to the issuance of $149,095,000 General
Obligation Economic Recovery Notes (2002 Series A) (the “Series A Notes”) and $70,140,000
General Obligation Economic Recovery Notes (2002 Series B) (the “Series B Notes”) of the State of
Connecticut (the Series A Notes and the Series B Notes are referred to collectively as the “Notes”) for
the purpose of funding the cumulative deficit in the General Fund of the State for the fiscal year ended
June 30, 2002.

The Series A Notes are dated as of December 1, 2002, mature on December 1 in the years, in
the principal amounts and bear interest from their dated date, payable on June 1, 2003 and
semiannually thereafter on December 1 and June 1 in each year until maturity, at the rate or rates per
annum, as follows:

Year Principal Amount Interest Rate
2003 $43,720,000 2.00%
2004 21,800,000 2.50
2004 22,355,000 4.00
2005 12,740,000 3.00
2005 31,180,000 4.00
2006 17,300,000 3.00

The Series B Notes are dated as of the date hereof, mature on December 1, 2007 and bear
interest from their dated date, payable on each Interest Payment Date until maturity or earlier
redemption or earlier mandatory tender for purchase, at the Auction Rate in effect from time to time
until converted to a Fixed Rate, as provided in the Series B Notes.

The Notes are payable as to principal and redemption price, if any, at the office of State Street
Bank and Trust Company of Connecticut, N.A., in Hartford, Connecticut. Interest on the Series A
Notes is payable to the person in whose name such note is registered as of the close of business on the
fifteenth day of May and November in each year or the preceding business day if such fifteenth day is
not a business day, by check mailed to such registered owner at such owner’s address as shown on the
registration books kept by the State or its designated agent. Interest on the Series B Notes is payable
to the person in whose name such note is registered as of the Record Date, by check mailed to such
registered owner at such owner’s address as shown on the registration books kept by the State or its
designated agent.

The Series B Notes are subject to redemption prior to maturity as therein provided. The
Series B Notes are subject to mandatory tender for purchase prior to maturity as therein provided.

The Notes are authorized by proceedings taken in accordance with Special Act No. 02-1 of
the May 9 Special Session of the General Assembly of the State of Connecticut and a Certificate of
Determination executed by the State Treasurer and a Tax Certificate and a Tax Compliance
Agreement.
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The Notes are issuable in the form of registered notes without coupons in denominations of
$5,000 (or $25,000 in the case of those Series B Notes which are Auction Notes) or any integral
multiple thereof, not exceeding the aggregate principal amount of Notes maturing in any year. The
Notes are originally registered in the name of Cede & Co., as nominee of The Depository Trust
Company, for the purpose of effecting a book-entry system for the ownership and transfer of the
Notes.

As to questions of fact material to our opinion we have relied upon the certified proceedings
and other certifications of public officials furnished to us without undertaking to verify the same by
independent investigation.

We have not been engaged or undertaken to review the accuracy, completeness or sufficiency
of the Official Statement or other offering material relating to the Notes and we express no opinion
relating thereto (excepting only the matters set forth as our opinion in the Official Statement and
certain matters which are the subject of a supplemental opinion provided by us to the State).

We are of the opinion that the Notes, when duly certified by State Street Bank and Trust
Company of Connecticut, N.A., will be valid and legally binding general obligations of the State of
Connecticut for the payment of the principal of and interest on which the full faith and credit of the
State are pledged, and that the State, acting through the General Assembly, has the power to levy ad
valorem taxes upon all taxable property within the State without limitation as to rate or amount to pay
the principal and interest thereof. We are further of the opinion that the Tax Compliance Agreement
is a valid and binding agreement of the State and that the Tax Certificate and the Tax Compliance
Agreement were duly authorized by the State.

The Internal Revenue Code of 1986, as amended (the “Code”), establishes certain
requirements that must be met at and subsequent to the issuance and delivery of the Notes in order that
interest on the Notes be excluded from gross income for federal income tax purposes. In the Tax
Compliance Agreement and the Tax Certificate the State has made covenants and representations
designed to assure compliance with such requirements of the Code. The State has covenanted in the
Tax Compliance Agreement that it will at all times comply with all requirements of the Code that
must be satisfied subsequent to the issuance of the Notes to ensure that interest on the Notes shall not
be included in the gross income of the owners thereof for federal income tax purposes, retroactively to
the date of issue or otherwise, including covenants regarding, among other matters, the use,
expenditure and investment of the proceeds of the Notes and the timely payment to the United States
of any arbitrage rebate amounts with respect to the Notes.

We are of the opinion that, under existing law, interest on the Notes, (a) is not included in
gross income for federal income tax purposes, and (b) is not an item of tax preference for purposes of
the federal alternative minimum tax imposed on individuals and corporations; however, with respect
to certain corporations (as defined for federal income tax purposes) subject to the federal alternative
minimum tax, such interest is taken into account in determining adjusted current earnings for purposes
of computing such tax.

In rendering the foregoing opinions regarding the federal income tax treatment of interest on
the Notes, we have relied upon and assumed (i) the material accuracy of the representations,
statements of intention and reasonable expectations, and certifications of fact contained in the Tax
Certificate and the Tax Compliance Agreement, and (ii) continuing compliance by the State with all
requirements of the Code that must be satisfied subsequent to the issuance of the Notes in order that
the interest thereon be, or continues to be, excluded from gross income for federal income tax
purposes, as provided in the covenants set forth in the Tax Compliance Agreement as to such matters.
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We are further of the opinion that, under existing statutes, interest on the Notes is excluded
from Connecticut taxable income for purposes of the Connecticut income tax on individuals, trusts
and estates and is excluded from amounts on which the net Connecticut minimum tax is based in the
case of individuals, trusts and estates required to pay the federal alternative minimum tax.

We express no opinion regarding other federal or state tax consequences of the ownership of
or receipt or accrual of interest on the Notes.

Respectfully yours,
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Appendix I-B

FORM OF CONTINUING DISCLOSURE AGREEMENT

In accordance with the requirements of Rule 15¢2-12 promulgated by the Securities and Exchange
Commission, the State will agree, pursuant to a Continuing Disclosure Agreement for the Notes to be
executed by the State substantially in the following form, to provide, or cause to be provided, (i) certain
annual financial information and operating data, (ii) timely notice of the occurrence of certain material
events with respect to the Notes, and (iii) timely notice of a failure by the State to provide the required
annual financial information on or before the date specified in the Continuing Disclosure Agreement for
the Notes.

Continuing Disclosure Agreement

This Continuing Disclosure Agreement (“Agreement”) is made as of the 19th day of December, 2002
by the State of Connecticut (the “State”) acting by its undersigned officer, duly authorized, in connection with
the issuance of $149,095,000 General Obligation Economic Recovery Notes (2002 Series A) dated
December 1, 2002 and $70,140,000 General Obligation Economic Recovery Notes (2002 Series B) dated as
the date hereof (the “Notes”), for the benefit of the beneficial owners from time to time of the Notes.

Section 1. Definitions. For purposes of this Agreement, the following capitalized terms shall have the
following meanings:

“Final Official Statement” means the official statement of the State dated December 13, 2002 prepared
in connection with the Notes.

“MSRB” means the Municipal Securities Rulemaking Board established under the Securities
Exchange Act of 1934 as amended, or any successor thereto.

“NRMSIR” means any nationally recognized municipal securities information repository recognized
by the SEC from time to time. As of the date of this Agreement the NRMSIRs are:

Bloomberg Municipal Repository
100 Business Park Drive
Skillman, NJ 08558
(609) 279-3225
Fax: (609) 279-5962
Email: munis@bloomberg.com

DPC Data Inc.

One Executive Drive
Fort Lee, NJ 07024
(201) 346-0701
Fax: (201) 947-0107
Email: nrmsir@dpcdata.com

FT Interactive Data
Attn: NRMSIR
100 William Street
New York, NY 10038
(212) 771-6999
Fax: (212) 771-7391
Email: NRMSIR@FTID.com
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Standard & Poor’s J.J. Kenny Repository
55 Water Street - 45th Floor
New York, NY 10041
(212) 438-4595
Fax: (212) 438-3975
Email: nrmsir_repository @sandp.com

“Rule” means rule 15c¢2-12 under the Securities Exchange Act of 1934, as of the date of this
Agreement.

“SEC” means the Securities and Exchange Commission of the United States, or any successor thereto.
“SID” means any state information depository established or designated by the State of Connecticut
and recognized by the SEC from time to time. As of the date of this Agreement, no SID has been established

or designated by the State of Connecticut.

Section 2. Annual Financial Information.

(a) The State agrees to provide or cause to be provided to each NRMSIR and any SID, in
accordance with the provisions of the Rule and of this Agreement, annual financial information and operating
data (commencing with information and data for the fiscal year ending June 30, 2002) as follows:

@) Financial statements of the State’s general fund, special revenue funds, debt service
funds, capital projects funds, enterprise funds, internal service funds and trust and agency (fiduciary) funds and
the general long-term debt account group for the prior fiscal year, which statements shall be prepared in
accordance with generally accepted accounting principles or mandated state statutory principles as in effect
from time to time. As of the date of this Agreement, the State is required to prepare financial statements of its
various funds and accounts on a budgeted basis (i.e., on the basis of the modified cash method of accounting as
described in Part III to the Final Official Statement, under the caption FINANCIAL PROCEDURES -
Accounting Procedures). As of the date of this Agreement, the State also prepares its financial statements in
accordance with generally accepted accounting principles but is not required to do so. The financial statements
will be audited.

(i1) To the extent not included in the financial statements described in (i) above, the
financial information and operating data within the meaning of the Rule described below (with references to
the Final Official Statement); provided, however, that references to the Final Official Statement for the Notes
as a means of identifying such financial information and operating data shall not prevent the State from
reorganizing such material in subsequent official statements or annual information reports:

1. Until such time as the State’s only method of presenting its financial statements is
substantially in accordance with generally accepted accounting principles (“GAAP”):

a. General Fund - Summary of General Fund Operating Results - Budgetary (Modified
Cash) Basis (for most recent fiscal year) (See Table 2 and Appendices III-D-6 and
I-D-7).

b. General Fund - Summary of Operating Results - Budgetary (Modified Cash) Basis
vs. GAAP Basis (for most recent fiscal year) (See Table 3).

c. General Fund - Unreserved Fund Balance - Budgetary (Modified Cash) Basis as of
the end of the most recent fiscal year) (See Table 4 and Appendices III-D-4 and III-
D-5).
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d. General Fund - Unreserved Fund Balance - Budgetary (Modified Cash) Basis vs.
GAAP Basis (as of the end of the most recent fiscal year) (See Table 5).

2. Statutory Debt Limit (as of end of most recent fiscal year or a later date) (See Table 7).

3. Direct General Obligation Debt - Outstanding Principal Amount (as of end of most recent
fiscal year or a later date) (See Table 8).

4. Summary of Principal, Mandatory Sinking Fund Payments and Interest on Long-Term Direct
General Obligation Debt (as of end of most recent fiscal year or a later date) (See Table 10).

5. Outstanding Long-Term Direct General Obligation Debt (as of end of most recent fiscal year)
(See Table 11).

6. Authorized But Unissued Long-Term Direct General Obligation Debt (as of end of most
recent fiscal year or a later date) (See Table 12).

7. Statutory Bond Authorizations and Reductions (for recent fiscal years, if any legislative
action) (See Table 13).

8. Bond Authorizations with Limited or Contingent Liability (as of end of most recent fiscal
year or a later date) (See Table 16).

9. Funding status of the State Employees’ Retirement Fund and the Teacher’s Retirement Fund.

(b) The financial statements and other financial information and operating data described above
will be provided on or before the date eight months after the close of the fiscal year for which such information
is being provided. The State’s fiscal year currently ends on June 30.

(©) Annual financial information and operating data may be provided in whole or in part by
cross-reference to other documents previously provided to each NRMSIR, any SID, or the SEC. If the
document to be cross-referenced is a final official statement, it must be available from the MSRB. All or a
portion of the financial information and operating data may be provided in the form of a comprehensive annual
financial report or an annual information statement of the State.

(d) The State reserves the right (i) to provide financial statements which are not audited if no
longer required by law, (ii) to modify from time to time the format of the presentation of such information or
data, and (iii) to modify the accounting principles it follows to the extent required by law, by changes in
generally accepted accounting principles, or by changes in mandated state statutory principles as in effect from
time to time; provided that the State agrees that the exercise of any such right will be done in a manner
consistent with the Rule.

Section 3. Material Events.
The State agrees to provide or cause to be provided, in a timely manner, to (i) each NRMSIR or the

MSRB and (ii) any SID, notice of the occurrence of any of the following events with respect to the Notes, if
material:

(a) principal and interest payment delinquencies;

(b) non-payment related defaults;

(©) unscheduled draws on debt service reserves reflecting financial difficulties;
(d) unscheduled draws on credit enhancements reflecting financial difficulties;
(e) substitution of credit or liquidity providers, or their failure to perform;

® adverse tax opinions or events affecting the tax-exempt status of the Notes;
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(2) modifications to rights of holders of the Notes;

(h) Note calls;

@) Note defeasances;

G) release, substitution, or sale of property securing repayment of the Notes; and
&) rating changes.

Section 4. Notice of Failure to Provide Annual Financial Information.

The State agrees to provide or cause to be provided, in a timely manner, to (i) each NRMSIR or the
MSRB and (ii) any SID, notice of any failure by the State to provide annual financial information as set forth
in Section 2(a) hereof on or before the date set forth in Section 2(b) hereof.

Section 5. Use of Agents.

Annual financial information and operating data and notices to be provided pursuant to this
Agreement may be provided by the State or by any agents which may be employed by the State for such
purpose from time to time.

Section 6. Termination.

The obligations of the State under this Agreement shall terminate upon the earlier of (i) payment or
legal defeasance, at maturity or otherwise, of all of the Notes, or (ii) such time as the State ceases to be an
obligated person with respect to the Notes within the meaning of the Rule.

Section 7. Enforcement.

The State acknowledges that its undertakings set forth in this Agreement are intended to be for the
benefit of, and enforceable by, the beneficial owners from time to time of the Notes. In the event the State
shall fail to perform its duties hereunder, the State shall have the option to cure such failure within a reasonable
time (but not exceeding 30 days with respect to the undertakings set forth in Section 2 of this Agreement or
five business days with respect to the undertakings set forth in Sections 3 and 4 of this Agreement) from the
time the State’s Assistant Treasurer for Debt Management, or a successor, receives written notice from any
beneficial owner of the Notes of such failure. The present address of the Assistant Treasurer for Debt
Management is 55 Elm Street, 6th Floor, Hartford, Connecticut 06106.

In the event the State does not cure such failure within the time specified above, the beneficial owner
of any Notes shall be entitled only to the remedy of specific performance. The State expressly acknowledges
and the beneficial owners are hereby deemed to expressly agree that no monetary damages shall arise or be
payable hereunder nor shall any failure to comply with this Agreement constitute an event of default with
respect to the Notes.

Section 8. Miscellaneous.

(a) The State shall have no obligation to provide any information, data or notices other than as set
forth in this Agreement; provided however, nothing in this Agreement shall be construed as prohibiting the
State from providing such additional information, data or notices from time to time as it deems appropriate in
connection with the Notes. If the State elects to provide any such additional information, data or notices, the
State shall have no obligation under this Agreement to update or continue to provide further additional
information, data or notices of the type so provided.

(b) This Agreement shall be governed by the laws of the State of Connecticut.

(©) Notwithstanding any other provision of this Agreement, the State may amend this Agreement,
and any provision of this Agreement may be waived, if (i) such amendment or waiver is made in connection
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with a change of circumstances that arises from a change in legal requirements, a change in law, or a change in
the identity, nature or status of the State, (ii) the Agreement as so amended or waived would have complied
with the requirements of the Rule as of the date of the Agreement, taking into account any amendments or
interpretations of the Rule as well as any changes in circumstances, and (iii) such amendment or waiver is
supported by either an opinion of counsel expert in federal securities laws to the effect that such amendment or
waiver would not materially adversely affect the beneficial owners of the Notes or an approving vote by the
holders of not less than 60% of the aggregate principal amount of the Notes then outstanding. A copy of any
such amendment or waiver will be filed in a timely manner with (i) each NRMSIR or the MSRB and (ii) any
SID. The annual financial information provided on the first date following adoption of any such amendment
or waiver will explain, in narrative form, the reasons for the amendment or waiver.

(d) This Agreement may be executed in any number of counterparts, each of which shall be
deemed an original, but such counterparts shall together constitute but one and the same instrument.

STATE OF CONNECTICUT

By

Denise L. Nappier
Treasurer
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Appendix I-C

DEFINITIONS AND SUMMARY OF CERTAIN PROVISIONS OF
THE AUCTION NOTES AND AUCTION PROCEDURES

The following is a summary of certain provisions of the Auction Notes and the Auction Procedures
applicable thereto. The summary is not to be regarded as a full statement of the terms of the Auction Notes
and, accordingly, is qualified by reference thereto and is subject to the full text thereof.

See also Additional Information Related to Auction Notes in the Official Statement for a
description of certain other provisions relating to the Auction Notes.

As used in this Appendix, the $70,140,000 General Obligation Economic Recovery Notes (2002
Series B) are generally referred to collectively as the Auction Notes.

Pursuant to the Auction Notes, the Paying Agent and the State are entitled to treat the registered owner
of each Auction Note (including Cede & Co. or any other nominee of DTC as to any such Auction Note
registered in the name thereof) as the owner of such Auction Note, for all purposes. Neither the Paying Agent
nor the State shall have any duty or responsibility to recognize the beneficial ownership interest of a Beneficial
Owner who has acquired such an interest in an Auction Note registered in the name of Cede & Co. or any
other nominee of DTC. The procedures established by DTC, the Auction Agent and the Broker-Dealers for
trading, exchanging and registering beneficial ownership interests in any Auction Note shall be implemented
by such persons consistent with the terms of the relevant agreements. The Auction Notes provide that it is
intended that, to the extent consistent with such agreements, the rights granted to the Beneficial Owners of the
Auction Note therein relating to the Auction Procedures and certain other provisions may be exercised by
Beneficial Owners of the Auction Note. To that extent, each reference in this Appendix to the purchase, sale
or holding of an Auction Note shall refer to beneficial ownership interests in an Auction Note, unless the
context clearly requires otherwise.

DEFINITIONS

“Agent Member” means a member of, or participant in, the Securities Depository who shall act on
behalf of a Bidder.

“Auction” means each periodic implementation of the Auction Procedures.

“Auction Agent” means the auction agent acting pursuant to the Auction Notes, initially Wilmington
Trust, or any successor thereto, or substitute therefor appointed by the State.

“Auction Agent Agreement” means the Auction Agent Agreement, dated as of December 19, 2002,
among the State, the Paying Agent and the Auction Agent, as amended and supplemented from time to time,
and any other agreement entered into by the State, the Paying Agent and the Auction Agent in lieu of the
original Auction Agent Agreement and all amendments thereto.

“Auction Date” means with respect to any Series of Auction Notes, the Business Day next preceding
each applicable Interest Payment Date for such Series of Auction Notes (whether or not an Auction shall be
conducted on such date); except that the last Auction Date shall be the earlier of (i) the Business Day next
preceding the applicable Interest Payment Date next preceding the applicable Conversion Date for such
Auction Notes and (ii) the Business Day next preceding the applicable Interest Payment Date next preceding
the applicable Maturity Date for such Auction Notes. The first Auction Date for the Series B Notes will be
January 15, 2003.
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“Auction Multiple” means, as of any Auction Date, the Percentage of Index (in effect on such Auction
Date) determined as set forth below, based on the Prevailing Rating of the Auction Notes in effect at the close
of business on the Business Day immediately preceding such Auction Date:

Percentage of Index

Prevailing Rating for Tax-Exempt Notes
AAA/AAA/Aaa 150%
AA/AA/Aa 175
A/A/A 200
BBB/BBB/Baa 225
Below BBB/BBB/Baa 250

“Auction Notes” means any Notes bearing interest at an Auction Rate.

“Auction Period” means with respect to a Series of Auction Notes (i) with respect to Auction Notes in
a 7-day Auction Period, a period of generally 7 days, (ii) with respect to Auction Notes in a 28-day Auction
Period, a period of generally 28 days, and (iii) with respect to Auction Notes in a 35-day Auction Period, a
period of generally 35 days. Each Auction Period generally shall begin on a Thursday (or, if later, the day
following the last day of the prior Auction Period) and end on a Wednesday (or, if such day is not immediately
followed by a Business Day, the day immediately preceding the next Business Day).

“Auction Procedures” means the procedures set forth in this Appendix.

“Auction Rate” means with respect to each Series of Auction Notes, the interest rate to be borne by
such Auction Notes for each Auction Period (i) if Sufficient Clearing Bids exist, the Winning Bid Rate; or if
all of such Auction Notes are the subject of Submitted Hold Orders, the Minimum Auction Rate with respect
to such Auction Notes, and (ii) if Sufficient Clearing Bids do not exist, the Maximum Auction Rate with
respect to such Auction Notes.

“Authorized Denominations” means $25,000 or any integral multiple thereof for the Notes which bear
interest at the Auction Rate, and $5,000 or any integral multiple thereof for the Notes which bear interest at a
Fixed Rate.

“Available Notes” means, with respect to the Auction Notes, on each applicable Auction Date, the
aggregate principal amount of such Auction Notes that are not the subject of Submitted Hold Orders.

“Beneficial Owner” of Auction Notes means an Existing Owner.

“Bid” shall have the meaning set forth below under “Orders by Existing Owners and Potential
Owners.”

“Bidder” means each Existing Owner and Potential Owner who places an Order as set forth below
under “Orders by Existing Owners and Potential Owners.”

“Bond Insurer” means MBIA Insurance Corporation.
“Broker-Dealer” means any entity permitted by law to perform the functions required of a

Broker-Dealer as set forth in these Auction Procedures (a) that is an Agent Member, (b) that has been selected
by the State, (c) that has entered into a Broker-Dealer Agreement with the Auction Agent that remains
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effective, and (d) that is either a member of the National Association of Securities Dealers, Inc. or registered as
a dealer of municipal securities under the Securities Exchange Act of 1934, as amended.

“Broker-Dealer Agreement” means each agreement between a Broker-Dealer and the Auction Agent
substantially in the form of Exhibit A to the Auction Agent Agreement pursuant to which a Broker-Dealer,
among other things, agrees to participate in Auctions in accordance with the terms of the Notes.

“Business Day” means any day other than (a) a Saturday or Sunday or legal holiday or a day on which
banking institutions in the city or cities in which the offices of the Paying Agent and the Auction Agent are
located are authorized by law or executive order to close or (b) a day on which the State or the New York
Stock Exchange is closed.

“Code” means the Internal Revenue Code of 1986, as amended.

“Conversion” means the conversion of the interest rate on any of the Notes from an Auction Rate to a
Fixed Rate as described in the Section of the Auction Procedures entitled “Conversion to Fixed Rate.”

“Conversion Date” means for any Note the date upon which the Fixed Rate becomes effective in
respect of such Note in accordance with the provisions described in the Section of the Auction Procedures
entitled “Conversion to Fixed Rate.”

“Converted Note” means a Note the interest rate on which has been converted to a Fixed Rate.

“Default Rate” means in respect of any applicable Auction Period, a per annum rate equal to two
hundred fifty percent (250%) of the Index determined on the Auction Date next preceding the first day of such
Auction Period; but never to exceed the Maximum Auction Rate.

“Delivery Date” means the date of initial delivery of the Notes.

“Direct Participant” means the member of, or the participant in, DTC that will act on behalf of a
Bidder.

“DTC” means The Depository Trust Company, New York, New York, its successors and their assigns
or any other substitute Securities Depository.

“Existing Owner” means, for purposes of each Auction, a person who is listed as the beneficial owner
of Notes in the records of the Auction Agent.

“Fitch” means Fitch Ratings, a rating agency, its successors and assigns, and, for the purposes of the
Auction Procedures, if such rating agency shall be dissolved or liquidated or shall no longer perform the
functions of a securities rating agency, “Fitch” shall be deemed to refer to any other nationally recognized
securities rating agency designated by the State Representative by notice to the Paying Agent, the Auction
Agent and the Broker-Dealers; provided, however, that such notice shall not be effective unless accompanied
by a consent of a majority of the Broker-Dealers.

“Fixed Rate” means for or on any Note the fixed rate of interest thereon determined in accordance
with the provisions of the Notes to be effective on the Conversion Date therefor.

“Hold Order” shall have the meaning set forth below under “Orders by Existing Owners and
Potential Owners.”

“Index” means on any date of determination, the One-Month LIBOR Rate on such date. “One-Month
LIBOR Rate” means the London interbank offered rate (“LIBOR”) for deposits in U.S. dollars having a
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maturity of one month commencing on such determination date reported by Bloomberg Financial Markets as
of 9:00 a.m., New York City time, on such determination date. If such rate is not reported by Bloomberg
Financial Markets, the rate will be determined based on the rate which appears on Telerate Page 3750. If such
rate is not reported by Bloomberg Financial Markets and does not appear on Telerate Page 3750, such rate will
be determined based upon the publication determined by the Broker-Dealer, or if there is more than one
Broker-Dealer by the Market Agent) to be most comparable.

“Initial Period” means the period from the Delivery Date to and including January 15, 2003 with
respect to the Series B Notes.

“Interest Payment Date” means for Notes which bear interest at a Fixed Rate, June 1 and December 1;
and for any Notes which bear interest at an Auction Rate, the Business Day immediately following the last day
of the prior Auction Period.

“Market Agent” means a Broker-Dealer designated by the State Representative as the Market Agent in
the event that there shall be more than one Broker-Dealer.

“Maturity Date” means the final maturity date specified in any Note.

“Maximum Auction Rate” means, as of any applicable Auction Date, the product of the Index
multiplied by the Auction Multiple; but never to exceed the lesser of (y) 10%, or (z) the maximum rate
permitted by applicable law.

“Minimum Auction Rate” means, as of any applicable Auction Date, 55% of the Index in effect on
such Auction Date; but in no event shall the Minimum Auction Rate exceed the Maximum Auction Rate.

“Moody’s” means Moody’s Investors Service, Inc., a corporation organized and existing under the
laws of the State of Delaware, its successors and assigns, and, for the purposes of the Auction Procedures, if
such corporation shall be dissolved or liquidated or shall no longer perform the functions of a securities rating
agency, “Moody’s” shall be deemed to refer to any other nationally recognized securities rating agency
designated by the State Representative by notice to the Paying Agent, the Auction Agent and the Broker-
Dealers; provided, however, that such notice shall not be effective unless accompanied by a consent of a

majority of the Broker-Dealers.
“No Auction Rate” means, as of any applicable Auction Date, the rate determined by multiplying the
applicable Percentage of Index set forth below, based on the Prevailing Rating of the applicable Auction Notes

in effect at the close of business on the Business Day immediately preceding such Auction Date, by the Index:

Percentage of Index

Prevailing Rating for Tax Exempt Notes
AAA/AAA/Aaa 65%
AA/AA/Aa 70

A/A/A 85

Below A/A/A 100

provided, however, in no event shall the No Auction Rate exceed the Maximum Auction Rate.

“Notes” means any of the State of Connecticut General Obligation Economic Recovery Notes, 2002
Series B, in the original principal amount of $70,140,000.

“Order” means a Hold Order, Bid or Sell Order set forth below under “Orders by Existing Owners
and Potential Owners.”
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“Outstanding” means all Notes which have been duly authenticated and delivered by the Paying
Agent, except:

(a) Notes canceled after purchase in the open market or because of payment at or
redemption prior to maturity;

(b) Notes for the payment or redemption of which cash or government obligations shall
have been theretofore deposited with the Paying Agent (whether upon or prior to the maturity or
redemption date of any such Notes); provided that if such Notes are to be redeemed prior to the
maturity thereof, notice of such redemption shall have been given or arrangements satisfactory to the
Paying Agent shall have been made therefor, or waiver of such notice satisfactory in form to the
Paying Agent shall have been filed with the Paying Agent; and

(c) Notes in lieu of which others have been authenticated and delivered.

“Paying Agent” means the bank or banks, if any, designated pursuant to the Notes to receive and
disburse the principal of and interest and premium, if any, on the Notes, initially State Street Bank and Trust
Company of Connecticut, N.A., its successor and assigns.

“Paying Agent Agreement” shall mean the Paying Agent Agreement, dated as of December 19, 2002,
by and between the State and the Paying Agent, and all amendments thereto.

“Potential Owner” means any person, including any Existing Owner, who may be interested in
acquiring the beneficial ownership of Auction Notes or, in the case of an Existing Owner thereof, the
beneficial ownership of an additional principal amount of Auction Notes.

“Prevailing Rating” means, (i) when such term is used in the definition of the No Auction Rate, (a)
AAA/AAA/Aaa, if the applicable Auction Notes shall have a rating of AAA or better by S&P and Fitch and a
rating of Aaa or better by Moody’s, (b) if not AAA/AAA/Aaa, AA/AA/Aa if the applicable Auction Notes
shall have a rating of AA- or better by S&P and Fitch and a rating of Aa3 or better by Moody’s, (c) if not
AAA/AAA/Aaa or AA/AA/Aa, A/A/A if the applicable Auction Notes shall have a rating of A- or better by
S&P and Fitch and a rating of A3 or better by Moody’s, and (d) if not AAA/AAA/Aaa, AA/AA/Aa or A/A/A,
then below A/A/A, whether or not the applicable Auction Notes are rated by any Rating Service, and (ii) when
such term is used in the definition of the Auction Multiple, (a) AAA/AAA/Aaa, if the applicable Auction
Notes shall have a rating of AAA or better by S&P and Fitch and a rating of Aaa or better by Moody’s, (b) if
not AAA/AAA/Aaa, AA/AA/Aa if the applicable Auction Notes shall have a rating of AA- or better by S&P
and Fitch and a rating of Aa3 or better by Moody’s, (c) if not AAA/AAA/Aaa or AA/AA/Aa, A/A/A if the
applicable Auction Notes shall have a rating of A- or better by S&P and Fitch and a rating of A3 or better by
Moody’s, (d) if not AAA/AAA/Aaa, AA/AA/Aa or A/A/A, BBB/BBB/Baa if the applicable Auction Notes
shall have a rating of BBB- or better by S&P and Fitch and a rating of Baa3 or better by Moody’s, and (a) if
not AAA/AAA/Aaa, AA/AA/Aa, A/A/A or BBB/BBB/Baa, then below BBB/BBB/Baa, whether or not the
applicable Auction Notes are rated by any Rating Service. For purposes of this definition, S&P’s and Fitch’s
rating categories of “AAA,” “AA-,” “A-" and “BBB-" and Moody’s rating categories of “Aaa,” “Aa3,” “A3”
and “Baa3” shall be deemed to refer to and include the respective rating categories correlative thereto in the
event that any such Rating Service shall have changed or modified their generic rating categories or if any
successor thereto appointed in accordance with the definitions thereof shall use different rating categories. If
the applicable Auction Notes are not rated by a Rating Service, the requirement of a rating by such Rating
Service shall be disregarded. If the ratings for the applicable Auction Notes are split between two of the
foregoing categories, the lower rating shall determine the Prevailing Rating.

“Purchase Date” means, with respect to a Note, each day that such Note is subject to mandatory
purchase, provided, however, that the date of the stated maturity of the Notes will not be a Purchase Date.
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“Purchase Price” means, for any Note tendered or deemed tendered for purchase pursuant to the terms
thereof, an amount equal to 100% of the principal amount of such Note, plus accrued interest, if any, thereon
from the most recent interest payment date therefor to the Purchase Date; provided, however, if the date of
purchase is an Interest Payment Date for the applicable Auction Note, then the Purchase Price shall not include
accrued and unpaid interest, which shall be paid to the Owner of record as of the applicable Record Date.

“Rating Agency” means Moody’s or S&P or Fitch and their respective successors and assigns.

“Record Date” means, as the case may be, (a) with respect to any period during which Notes bear
interest at the Auction Rate, the second Business Day preceding each Interest Payment Date and (b) with
respect to any period during which the Notes bear the Fixed Rate, the fifteenth day of May and November, or
the prior business day if such fifteenth day is not a business day.

“Remarketing Agent” means a broker-dealer designated by the State Representative as the
Remarketing Agent to underwrite or obtain bids for the Notes at Fixed Rates pursuant to a Conversion.

“Securities Depository” means DTC or any other securities depository selected by the State which
agrees to follow the procedures required to be followed by such securities depository in connection with the

Auction Notes.

“Sell Order” shall have the meaning set forth below under “Orders by Existing Owners and Potential
Owners.”

“Series” or “Series of Notes” means the Series B Notes.

“Series B Notes” means the portion of the Notes designated as Series B Notes.

“Standard & Poor’s” or “S&P” means Standard & Poor’s Ratings Service, a division of McGraw-Hill
Companies, Inc., a corporation organized and existing under the laws of the State of New York, its successors
and assigns and, for purposes of the Auction Procedures, if such corporation shall be dissolved or liquidated or
shall no longer perform the functions of a securities rating agency, “Standard & Poor’s” and “S&P” shall be
deemed to refer to any other nationally recognized securities rating agency designated by the State
Representative by notice to the Paying Agent, the Auction Agent and the Broker-Dealers; provided, however,
that such notice shall not be effective unless accompanied by a consent of a majority of the Broker-Dealers.

“State” means the State of Connecticut.

“State Representative” means the Treasurer of the State or any successor officer of the State.

“Submission Deadline” means 1:00 p.m. (New York City time) on any Auction Date or such other
time on any Auction Date by which Broker-Dealers are required to submit Orders to the Auction Agent as
specified by the Auction Agent from time to time.

“Submitted Bid” shall have the meaning set forth below under “Determination of Auction Rate.”

“Submitted Hold Order” shall have the meaning set forth below under “Determination of Auction
Rate.”

“Submitted Order” shall have the meaning set forth below under “Determination of Auction Rate.”

“Submitted Sell Order” shall have the meaning set forth below under “Determination of Auction
Rate.”
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“Sufficient Clearing Bids” means an Auction for which thc aggregate principal amount of the
applicable Series of Auction Notes that are the subject of Submitted Bids by Potential Owners specifying one
or more rates not higher than the Maximum Auction Rate is not less than the aggregate principal amount of the
applicable Series of Auction Notes that are the subject of Submitted Sell Orders and of Submitted Bids by
Existing Owners specifying rates higher than the Maximum Auction Rate.

“Winning Bid Rate” means, if an Auction with Sufficient Clearing Bids exists, the lowest rate
specified in any Submitted Bid for the applicable Auction Notes which if selected by the Auction Agent as the
Auction Rate would cause the aggregate principal amount of the applicable Auction Notes that are the subject
of Submitted Bids specifying a rate not greater than such rate to be not less than the aggregate principal
amount of the applicable Available Notes.

AUCTION PROCEDURES
Auction Rate

The Auction Notes shall initially be issued as Notes bearing interest at a rate fixed for the Initial
Period and thereafter at an Auction Rate. Any Note bearing interest for the Initial Period or at an Auction Rate
shall be an Auction Note. The rate of interest on Auction Notes for each Auction Period, to but not including
any Conversion Date related to such Auction Notes, shall be the Auction Rate for such Notes. Interest on
Auction Notes shall be computed on the basis of actual days in an interest period over 360. After the
Conversion Date, interest shall be computed on the basis of a 360-day year consisting of twelve 30-day
months.

Auction Agent

(a) The State and the Paying Agent will enter into an Auction Agreement with an Auction Agent
which will provide, among other things, that the Auction Agent will perform the duties of the Auction Agent in
accordance with the Auction Procedures for the purpose of determining the Auction Rate. Wilmington Trust,
New York, New York, is hereby appointed as initial Auction Agent to serve as agent for the Paying Agent in
connection with Auctions. The Paying Agent is hereby directed by the State to enter into the initial Auction
Agreement with Wilmington Trust, as the initial Auction Agent. Any substitute Auction Agent shall be (i) a
bank or trust company duly organized under the laws of the United States of America or any state or territory
thereof having its principal place of business in the Borough of Manhattan, New York, or such other location
as approved by the Paying Agent in writing and having a combined capital stock or surplus of at least
$50,000,000, or (ii) a member of the National Association of Securities Dealers, Inc., having a capitalization of
at least $50,000,000, and, in either case, acceptable to the Bond Insurer and authorized by law to perform all
the duties imposed upon it hereunder and under the Auction Agreement. The Auction Agent may at any time
resign and be discharged of the duties and obligations created by the Notes by giving at least 45 days’ notice to
the Paying Agent, the Broker-Dealers and the State Representative. The Auction Agent may be removed at
any time by the Paying Agent upon the written direction of the State Representative. Neither resignation nor
removal of the Auction Agent pursuant to the preceding two sentences shall be effective until and unless a
substitute Auction Agent has been appointed and has accepted such appointment. Notwithstanding the
foregoing, the Auction Agent may terminate the Auction Agreement if, within 45 days after notifying the Bond
Insurer, the Broker-Dealers, the Paying Agent and the State Representative in writing that it has not received
payment of any Auction Agent fee due it in accordance with the terms of the Auction Agreement, the payment
of such fee is not the subject of dispute and the Auction Agent has not received such payment.

(b) If the Auction Agent shall resign or be removed or be dissolved, or if the property or affairs
of the Auction Agent shall be taken under the control of any state or federal court or administrative body
because of bankruptcy or insolvency, or for any other reason, the Paying Agent at the direction of an individual
designated in writing by the State Representative for such purpose (after receipt of a certificate from the State
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Representative confirming that any proposed substitute Auction Agent meets the requirements of subsection
(a) above), shall use its best efforts to appoint a substitute Auction Agent acceptable to the Bond Insurer.

(© The Auction Agent is acting as agent for the Paying Agent in connection with Auctions. In
the absence of bad faith or negligence on its part, the Auction Agent shall not be liable for any action taken,
suffered or omitted or any error of judgment made by it in the performance of its duties under the Auction
Agreement and shall not be liable for any error of judgment made in good faith unless the Auction Agent shall
have been negligent in ascertaining (or failing to ascertain) the pertinent facts necessary to make such
judgment.

Broker-Dealers

(a) The Auction Agent shall enter into a Broker-Dealer Agreement with Bear, Stearns & Co. Inc.,
the initial Broker-Dealer. The State Representative may, from time to time, approve one or more additional
persons to serve as Broker-Dealers under Broker-Dealer Agreements and shall be responsible for providing
such Broker-Dealer Agreements to the Paying Agent and the Auction Agent, provided, however, that while
Bear, Stearns & Co. Inc. is serving as Broker-Dealer, it shall have the right to consent to the approval of any
additional Broker-Dealers, which consent shall not be unreasonably withheld. In the event that the State
Representative shall approve more than one Broker-Dealer, the State Representative also shall designate one
Broker-Dealer to serve as Market Agent.

(b) Any Broker-Dealer may be removed at any time, at the request of the State Representative
upon five Business Days’ notice with the consent of the Paying Agent, which shall not be unreasonably
withheld, provided at least one Broker-Dealer is serving as Broker-Dealer at all times.

(©) Any Broker-Dealer may resign upon five Business Days’ notice to the Auction Agent, the
State and the Paying Agent, provided that, the Broker-Dealer may resign immediately if it determines, in its
reasonable judgment, that it would be unadvisable to attempt to auction the Notes if any of the following
events should occur: (a) legislation shall be enacted, or actively considered for enactment, or a decision by a
court of competent jurisdiction of the United States shall hereafter be rendered, or a ruling or regulation by the
Securities and Exchange Commission or other governmental agency having jurisdiction of the subject matter
shall hereafter be made, the effect of which is that the Notes are not exempt from the registration, qualification
or other similar requirements of the Securities Act of 1933, as amended and as then in effect, and the Securities
Exchange Act of 1934, as amended and as then in effect, (b) a stop order, ruling or regulation by the Securities
and Exchange Commission shall be issued or made, the effect of which is that the issuance, offering or sale of
the Notes, or of obligations of the general character of the Notes, is in violation of any provision of the
Securities Act of 1933, as amended and as then in effect, the Securities Exchange Act of 1934, as amended and
as then in effect, or the Trust Indenture Act of 1939, as amended and as then in effect, (c¢) there shall have
occurred any outbreak or escalation of hostilities or other national or international calamity or crisis which
impacts the financial markets of the United States, (d) there shall be in force a general suspension of trading on
the New York Stock Exchange or the fixing of maximum or minimum prices for securities on said Exchange,
(e) any state “blue sky” or securities commission shall have withheld registration, exemption or clearance of
the offering of the Notes, (f) a general banking moratorium shall have been declared by federal or State of
New York authorities or a major financial crisis shall have occurred, or (g) the Prevailing Rating decreases
below A/A/A.

Auction Dates

An Auction to determine the interest rate with respect to a Series of the Auction Notes for the next
succeeding Auction Period will be held on each Auction Date.
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DTC Required During Auction Rate Mode; Limitations on Transfer

Except as otherwise provided herein, the Auction Notes accruing interest at an Auction Rate shall be
registered in the name of DTC or its nominee and ownership thereof shall be maintained in book-entry-only
form by DTC for the account of the Agent Members thereof.

If at any time DTC notifies the State or the Paying Agent that it is unwilling or unable to continue as
registered owner of Auction Notes or if at any time DTC shall no longer be registered or in good standing
under the Securities Exchange Act of 1934, as amended, or other applicable statute or regulation, and a
successor to DTC is not appointed by the State, within 90 days after the State receives notice or becomes
aware of such condition, as the case may be, the State shall execute and the Paying Agent shall authenticate
and deliver certificates representing the Auction Notes. Auction Notes issued as described herein shall be
registered in such names and authorized denominations as DTC, pursuant to instructions from the Agent
Members or otherwise, shall instruct the State and the Paying Agent. The Paying Agent shall deliver the
Auction Notes to the persons in whose names such Auction Notes are so registered on the Business Day
immediately preceding the first day of an Auction Period.

So long as the ownership of the Auction Notes is maintained in book-entry-only form by DTC, an
Existing Owner may sell, transfer or otherwise dispose of Auction Notes only pursuant to a Bid or Sell Order
placed in an Auction or to or through a Broker-Dealer, provided that, in the case of all transfers other than
pursuant to Auctions, such Existing Owner, its Broker-Dealer or its Agent Member advises the Auction Agent
of such transfer.

Auction Period — General

The Auction Notes shall accrue interest at the Auction Rate determined as set forth below. Except for
the initial Auction Period, which commences on the date of original issuance of the Auction Notes, and as
otherwise provided in the Notes for any other Auction Period, the Auction Rate shall be the rate of interest per
annum that results from implementation of the Auction Procedures.

On each Auction Date, the Auction Agent shall determine the Maximum Auction Rate. As of the
Delivery Date the Prevailing Rating of the Auction Notes is “AAA/AAA/Aaa” and the Auction Multiple is
150%. Thereafter, if there shall have been a change in the Prevailing Rating of the Auction Notes, the State
Representative shall supply to the Auction Agent by facsimile transmission, prior to 9:00 a.m. New York City
time on the first Auction Date following such change, the new Prevailing Rating of the Auction Notes and the
applicable Auction Multiple. The Auction Agent may conclusively rely upon such information so obtained
and shall be entitled to assume that there has been no change in the Prevailing Rating of the Auction Notes and
the Auction Multiple unless and until it has been so notified by the State Representative to the contrary.

Each reference in the Auction Procedures to the purchase, sale or holding of Auction Notes shall refer
to beneficial ownership interests in Auction Notes, unless the context clearly requires otherwise.

The Auction Agent shall maintain a list of Existing Owners. The Auction Agent may rely upon, as
evidence of the identities of the Existing Owners, a list of the initial Existing Owners provided by the Broker-
Dealer, the results of Auctions, notices from the Securities Depository regarding the results of mandatory
tenders and redemptions, and notices from any Existing Owner, the Agent Member of any Existing Owner or
the Broker-Dealer of any Existing Owner with respect to such Existing Owner’s transfer of Notes to another
person only if (a) such transfer is pursuant to an Auction or (b) the Auction Agent has been notified in writing
(i) by such Existing Owner or its Agent Member or Broker-Dealer of such transfer or (ii) by a Broker-Dealer
of any person that purchased or sold such Auction Notes in an Auction of the failure of such Auction Notes to
be transferred as a result of the Auction. The Auction Agent will not be required to accept any notice delivered
after 3:00 p.m., New York City time, on the Business Day next preceding Auction Date.
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Orders by Existing Owners and Potential Owners

(a) Subject to the provisions described above under “Auction Period — General,” Auctions shall
be conducted on each Auction Date in the manner described under this heading and in the remainder of this
Appendix. Prior to the Submission Deadline on each Auction Date:

@) Each Existing Owner may submit to a Broker-Dealer, in writing or by such other
method as shall be reasonably acceptable to such Broker-Dealer, information as to:

(A) the principal amount of Auction Notes, if any, held by such Existing Owner
which such Existing Owner irrevocably commits to continue to hold without regard to the
Auction Rate for the next succeeding Auction Period;

B) the principal amount of Auction Notes, if any, held by such Existing Owner
which such Existing Owner irrevocably commits to continue to hold for the next succeeding
applicable Auction Period if the rate determined by the Auction Procedures for such
applicable Auction Period shall not be less than the rate per annum then specified by such
Existing Owner (and which such Existing Owner irrevocably offers to sell if the Auction Rate
for the next succeeding Auction Period shall be less than the rate per annum specified by such
Existing Owner); and

© the principal amount of Auction Notes, if any, held by such Existing Owner
which such Existing Owner irrevocably commits to sell without regard to the Auction Rate
for the next succeeding Auction Period; and

(ii) for the purpose of implementing the Auctions and thereby to achieve the lowest
possible interest rate on the applicable Auction Notes, the Broker-Dealer shall contact Potential
Owners, including Persons that are Existing Owners, to determine the principal amount of applicable
Auction Notes, if any, which each such Potential Owner irrevocably offers to purchase if the rate
determined by the Auction Procedures for the next succeeding applicable Auction Period is not less
than the rate per annum then specified by such Potential Owner.

For the purposes hereof, the communication to a Broker-Dealer of information referred to in clause (i)
or clause (ii) above is hereinafter referred to as an “Order” and each Existing Owner and Potential Owner
placing an Order is hereinafter referred to as a “Bidder”; an Order containing the information referred to in
clause (i)(A) above is hereinafter referred to as a “Hold Order,” an Order containing the information referred to
in clause (i)(B) or clause (ii) above is hereinafter referred to as a “Bid” and an Order containing the
information referred to in clause (i)(C) above is hereinafter referred to as a “Sell Order.”

(b) @) Subject to the provisions of “Submission of Orders by Broker-Dealers to Auction
Agent” below, a Bid by an Existing Owner shall constitute an irrevocable offer to sell:

(A) the principal amount of Auction Notes specified in such Bid if the Auction
Rate determined pursuant to the Auction Procedures on such Auction Date shall be less than
the interest rate specified therein; or

B) such principal amount or a lesser principal amount of Auction Notes to be
determined as set forth below under “Allocation of Auction Notes” if the Auction Rate
determined pursuant to the Auction Procedures on such Auction Date shall be equal to the
interest rate specified therein; or
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© such principal amount or a lesser principal amount of Auction Notes to be
determined as set forth below under “Allocation of Auction Notes” if such specified rate shall
be higher than the Maximum Auction Rate and Sufficient Clearing Bids do not exist.

(ii) Subject to the provisions set forth below under “Submission of Orders by
Broker-Dealers to Auction Agent,” a Sell Order by an Existing Owner shall constitute an irrevocable
offer to sell:

(A) the principal amount of Auction Notes specified in such Sell Order; or

B) such principal amount or a lesser principal amount of Auction Notes as set
forth below under “Allocation of Auction Notes” if Sufficient Clearing Bids do not exist.

(iii) Subject to the provisions described below in “Submission of Orders by
Broker-Dealers to Auction Agent”, a Bid by a Potential Owner shall constitute an irrevocable offer to
purchase:

(A) the principal amount of Auction Notes specified in such Bid if the Auction
Rate determined on such Auction Date shall be higher than the rate specified therein; or

B) such principal amount or a lesser principal amount of Auction Notes as set
forth below under “Allocation of Auction Notes” if the Auction Rate determined on such
Auction Date shall be equal to such specified rate.

(©) Anything herein to the contrary notwithstanding:

(1) for purposes of any Auction, any Order which specifies Auction Notes to be held,
purchased or sold in a principal amount which is not equal to the Authorized Denomination for
Auction Notes or an integral multiple thereof shall be rounded down to the nearest amount that is
equal to the Authorized Denomination for Auction Notes, and the Auction Agent shall conduct the
Auction Procedures as if such Order had been submitted in such lower amount;

(ii) any portion of an Order of an Existing Owner which relates to an Auction Note
which has been called for redemption on or prior to the applicable Interest Payment Date next
succeeding such Auction shall be invalid with respect to such portion and the Auction Agent shall
conduct the Auction Procedures as if such portion of such Order had not been submitted;

(i) no portion of an Auction Note which has been called for redemption on or prior to
the applicable Interest Payment Date next succeeding such Auction shall be included in the calculation
of Available Notes for such Auction; and

@iv) the Auction Procedures shall be suspended during the period commencing on the
date of the Auction Agent’s receipt of notice from the Paying Agent of the occurrence of a payment
default by the State and the Bond Insurer and shall resume two Business Days after the date on which
the Auction Agent receives notice from the Paying Agent that such default has been waived or cured,
with the next Auction to occur on the next regularly scheduled Auction Date occurring thereafter.

v) Any Bid submitted by an Existing Owner or Potential Owner specifying a rate lower
than the Minimum Auction Rate shall be treated as a Bid specifying the Minimum Auction Rate.
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Submission of Orders by Broker-Dealers to Auction Agent
(a) Each Broker-Dealer shall submit in writing or by such other method as shall be reasonably
acceptable to the Auction Agent, including such electronic communication acceptable to the parties, to the
Auction Agent, prior to the Submission Deadline on each Auction Date, all Orders obtained by such
Broker-Dealer and shall specify with respect to each such Order:
@) The name of the Bidder placing such Order;
(ii) The aggregate principal amount of Auction Notes that are subject to such Order;

(iii) To the extent that such Bidder is an Existing Owner:

(A) the principal amount of Auction Notes, if any, subject to any Hold Order
placed by such Existing Owner;

B) the principal amount of Auction Notes, if any, subject to any Bid placed by
such Existing Owner and the rate specified in such Bid; and

©) the principal amount of Auction Notes, if any, subject to any Sell Order
placed by such Existing Owner; and

@iv) To the extent such Bidder is a Potential Owner, the rate specified in such Potential
Owner’s Bid.
(b) If any rate specified in any Bid contains more than three figures to the right of the decimal

point, the Auction Agent shall round such rate up to the next highest one thousandth (.001) of 1%.

(c) If an Order or Orders covering all Auction Notes held by an Existing Owner is not submitted
to the Auction Agent prior to the Submission Deadline, the Auction Agent shall deem a Hold Order to have
been submitted on behalf of such Existing Owner covering the principal amount of Auction Notes of such
Series held by such Existing Owner and not subject to Orders submitted to the Auction Agent; provided,
however, that if there is a change from one Auction Period to another Auction Period and Orders have not been
submitted to the Auction Agent prior to the Submission Deadline covering the aggregate principal amount of
Auction Notes to be changed held by such Existing Owner, the Auction Agent shall deem a Sell Order to have
been submitted on behalf of such Existing Owner covering the principal amount of Auction Notes to be
changed held by such Existing Owner not subject to Orders submitted to the Auction Agent. Neither the State,
the Paying Agent nor the Auction Agent shall be responsible for any failure of a Broker-Dealer to submit an
Order to the Auction Agent on behalf of any Existing Owner or Potential Owner.

(d) If any Existing Owner submits through a Broker-Dealer to the Auction Agent one or more
Orders covering in the aggregate more than the principal amount of Auction Notes held by such Existing
Owner, such Orders shall be considered valid as follows and in the following order of priority:

@) All Hold Orders shall be considered valid, but only up to and including the principal
amount of Auction Notes held by such Existing Owner, and, if the aggregate principal amount of
Auction Notes subject to such Hold Orders exceeds the aggregate principal amount of Auction Notes
held by such Existing Owner, the aggregate principal amount of Auction Notes subject to each such
Hold Order shall be reduced pro rata to cover the aggregate principal amount of Auction Notes held
by such Existing Owner;
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(i1) (A) any Bid shall be considered valid up to and including the excess of the
principal amount of Auction Notes held by such Existing Owner over the aggregate principal amount
of Auction Notes subject to any Hold Orders referred to in clause (i) above;

(B) subject to clause (i) above, if more than one Bid with the same rate is
submitted on behalf of such Existing Owner and the aggregate principal amount of Auction
Notes subject to such Bids is greater than such excess, such Bids shall be considered valid up
to and including the amount of such excess, and the principal amount of Auction Notes
subject to each Bid with the same rate shall be reduced pro rata to cover the principal amount
of Auction Notes equal to such excess;

© subject to clause (i) above, if more than one Bid with different rates is
submitted on behalf of such Existing Owner, such Bids shall be considered valid in the
ascending order of their respective rates until the highest rate is reached at which such excess
exists and then at such rate up to and including the amount of such excess; and

D) in any such event, the aggregate principal amount of Auction Notes, if any,
subject to Bids not valid under this paragraph (d) shall be treated as the subject of a Bid by a
Potential Owner at the rate therein specified; and

(i) All Sell Orders shall be considered valid up to and including the excess of the
principal amount of Auction Notes held by such Existing Owner over the aggregate principal amount
of Auction Notes subject to valid Hold Orders referred to in clause (i) and valid Bids referred to in
clause (ii) above.

(e) If more than one Bid is submitted on behalf of any Potential Owner, each Bid submitted with
the same rate shall be aggregated and considered a single Bid and each Bid submitted with a different rate shall
be considered a separate Bid with the rate and the principal amount of Auction Notes specified therein.

® Neither the State, the Paying Agent nor the Auction Agent shall be responsible for the failure
of any Broker-Dealer to submit an Order to the Auction Agent on behalf of any Existing Owner or Potential
Owner.

(2) Any Order submitted in an Auction by a Broker-Dealer to the Auction Agent prior to the
Submission Deadline on any Auction Date shall be irrevocable.

Determination of Auction Rate

(a) Not later than 9:30 a.m., New York City time, on each Auction Date for Auction Notes, the
Auction Agent shall advise the State, the Broker-Dealers and the Paying Agent by telephone or other electronic
communication acceptable to the parties of the applicable Minimum Auction Rate, the applicable Maximum
Auction Rate and the applicable Index for the applicable Auction Notes.

(b) Promptly after the Submission Deadline on each Auction Date for Auction Notes, the Auction
Agent shall assemble all Orders submitted or deemed submitted to it by the Broker-Dealers (each such Order
as submitted or deemed submitted by a Broker-Dealer being hereinafter referred to as a “Submitted Hold
Order,” a “Submitted Bid” or a “Submitted Sell Order,” as the case may be, and collectively as a “Submitted
Order” and shall determine (i) the Available Notes, (ii) whether there are Sufficient Clearing Bids, and (iii) the
applicable Auction Rate.

(©) Promptly after the Auction Agent has made the determinations pursuant to the preceding

paragraph, the Auction Agent shall advise the Paying Agent by telephone (promptly confirmed in writing),
telex or facsimile transmission or other electronic communication acceptable to the parties of the applicable
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Auction Rate for the next succeeding Auction Period and the Paying Agent shall promptly notify the Securities
Depository of such Auction Rate.

(d) In the event the Auction Agent fails to calculate, or for any reason fails to timely provide, the
Auction Rate for any Auction Period, the Auction Rate for such Auction Period, with respect to the Auction
Notes, shall be the No Auction Rate; provided, however, that if the Auction Procedures are suspended due to
the failure to pay the principal of or interest on any Note of a Series and the failure by the Bond Insurer to pay
any amount due under the Policy, the Auction Rate for the next succeeding Auction Period shall be the Default
Rate.

(e) If the Auction Notes are not rated or are no longer maintained in book-entry form by the
Securities Depository, then the Auction Rate shall be the Maximum Auction Rate. In such an event, best
efforts shall be used to convert the Auction Notes to Fixed Rate.

Allocation of Auction Notes
(a) In the event of Sufficient Clearing Bids for Auction Notes, subject to the further provisions

below, Submitted Orders for the applicable Auction Notes shall be accepted or rejected as follows in the
following order of priority:

1) the Submitted Hold Order of each Existing Owner shall be accepted, thus requiring
each such Existing Owner to continue to hold the Auction Notes that are the subject of such Submitted
Hold Order;

(ii) the Submitted Sell Order of each Existing Owner shall be accepted and the
Submitted Bid of each Existing Owner specifying any rate that is higher than the Winning Bid Rate
shall be rejected, thus requiring each such Existing Owner to sell the Auction Notes that are the
subject of such Submitted Sell Order or Submitted Bid;

(iii) the Submitted Bid of each Existing Owner specifying any rate that is lower than the
Winning Bid Rate shall be accepted, thus requiring each such Existing Owner to continue to hold the
Auction Notes that are the subject of such Submitted Bid;

@iv) the Submitted Bid of each Potential Owner specifying any rate that is lower than the
Winning Bid Rate shall be accepted, thus requiring each such Potential Owner to purchase the
Auction Notes that are the subject of such Submitted Bid;

v) the Submitted Bid of each Existing Owner specifying a rate that is equal to the
Winning Bid Rate shall be accepted, thus requiring each such Existing Owner to continue to hold the
Auction Notes that are the subject of such Submitted Bid, but only up to and including the principal
amount of Auction Notes obtained by multiplying (A) the aggregate principal amount of Auction
Notes which are not the subject of Submitted Hold Orders described above or of Submitted Bids
described above by (B) a fraction the numerator of which shall be the principal amount of Outstanding
Auction Notes held by such Existing Owner subject to such Submitted Bid and the denominator of
which shall be the aggregate principal amount of Outstanding Auction Notes subject to such
Submitted Bids made by all such Existing Owners that specified a rate equal to the Winning Bid Rate,
and the remainder, if any, of such Submitted Bid shall be rejected, thus requiring each such Existing
Owner to sell any excess amount of Auction Notes;

(vi) the Submitted Bid of each Potential Owner specifying a rate that is equal to the
Winning Bid Rate shall be accepted, thus requiring each such Potential Owner to purchase the
Auction Notes that are the subject of such Submitted Bid, but only in an amount equal to the principal
amount of Auction Notes obtained by multiplying (A) the aggregate principal amount of applicable
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Outstanding Auction Notes which are not the subject of Submitted Hold Orders described above or
Submitted Bids described above by (B) a fraction the numerator of which shall be the principal
amount of Auction Notes subject to such Submitted Bid and the denominator of which shall be the
sum of the aggregate principal amount of Auction Notes subject to such Submitted Bids made by all
such Potential Owners that specified a rate equal to the Winning Bid Rate, and the remainder of such
Submitted Bid shall be rejected; and

(vii)  the Submitted Bid of each Potential Owner specifying any rate that is higher than the
Winning Bid Rate shall be rejected.

(b) In the event there are not Sufficient Clearing Bids for Auction Notes, subject to the further
provisions below, Submitted Orders for Auction Notes shall be accepted or rejected as follows in the following
order of priority:

1) the Submitted Hold Order of each Existing Owner shall be accepted, thus requiring
each such Existing Owner to continue to hold the Auction Notes that are the subject of such Submitted
Hold Order;

(i1) the Submitted Bid of each Existing Owner specifying any rate that is not higher than
the Maximum Auction Rate with respect to the applicable Auction Notes shall be accepted, thus
requiring each such Existing Owner to continue to hold the Auction Notes that are the subject of such
Submitted Bid;

(iii) the Submitted Bid of each Potential Owner specifying any rate that is not higher than
the Maximum Auction Rate with respect to the applicable Auction Notes, shall be accepted, thus
requiring each such Potential Owner to purchase the Auction Notes that are the subject of such
Submitted Bid;

@iv) the Submitted Sell Orders of each Existing Owner shall be accepted as Submitted
Sell Orders and the Submitted Bids of each Existing Owner specifying any rate that is higher than the
Maximum Auction Rate with respect to the applicable Auction Notes shall be deemed to be and shall
be accepted as Submitted Sell Orders, in both cases only up to and including the principal amount of
Auction Notes obtained by multiplying (A) the aggregate principal amount of Auction Notes subject
to accepted Submitted Bids described above by (B) a fraction the numerator of which shall be the
principal amount of Outstanding Auction Notes held by such Existing Owner subject to such
Submitted Sell Order or such Submitted Bid deemed to be a Submitted Sell Order and the
denominator of which shall be the principal amount of Outstanding Auction Notes subject to all such
Submitted Sell Orders and such Submitted Bids deemed to be Submitted Sell Orders, and the
remainder of each such Submitted Sell Order or Submitted Bid shall be deemed to be and shall be
accepted as a Hold Order and each such Existing Owner shall be required to continue to hold such
excess amount of Auction Notes; and

v) the Submitted Bid of each Potential Owner specifying any rate that is higher than the
Maximum Auction Rate with respect to the applicable Auction Notes shall be rejected.

(c) If, as a result of the procedures described above, any Existing Owner or Potential Owner
would be required to purchase or sell an aggregate principal amount of Auction Notes which is not an integral
multiple of the Authorized Denomination for Auction Notes on any Auction Date, the Auction Agent shall by
lot, in such manner as it shall determine in its sole discretion, round up or down the principal amount of
Auction Notes to be purchased or sold by an Existing Owner or Potential Owner on such Auction Date so that
the aggregate principal amount of Auction Notes purchased or sold by each Existing Owner or Potential
Owner on such Auction Date shall be an integral multiple of the Authorized Denomination for the Auction
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Notes, even if such allocation results in one or more of such Existing Owners or Potential Owners not
purchasing or selling any Auction Notes on such Auction Date.

Notice of Auction Rate

(a) On each Auction Date, the Auction Agent shall notify, by telephone or other
telecommunication device or other electronic communication acceptable to the parties or in writing, each
Broker-Dealer that participated in the Auction held on such Auction Date of the following with respect to
Auction Notes for which an Auction was held on such Auction Date:

1) the Auction Rate determined on such Auction Date for the succeeding Auction
Period;

(ii) whether Sufficient Clearing Bids existed for the determination of the Winning Bid
Rate;

(iii) if such Broker-Dealer submitted a Bid or a Sell Order on behalf of an Existing
Owner, whether such Bid or Sell Order was accepted or rejected and the principal amount of Auction
Notes, if any, to be sold by such Existing Owner;

@iv) if such Broker-Dealer submitted a Bid on behalf of a Potential Owner, whether such
Bid was accepted or rejected and the principal amount of Auction Notes, if any, to be purchased by
such Potential Owner;

W) if the aggregate principal amount of the Auction Notes to be sold by all Existing
Owners on whose behalf such Broker-Dealer submitted Bids or Sell Orders is different from the
aggregate principal amount of Auction Notes to be purchased by all Potential Owners on whose behalf
such Broker-Dealer submitted a Bid, the name or names of one or more Broker-Dealers (and the
Agent Member, if any, of each such other Broker Dealer) and the principal amount of Auction Notes
to be (A) purchased from one or more Existing Owners on whose behalf such other Broker-Dealers
submitted Bids or Sell Orders or (B) sold to one or more Potential Owners on whose behalf such
Broker-Dealer submitted Bids; and

(vi) the immediately succeeding applicable Auction Date.

(b) On each applicable Auction Date, with respect to Auction Notes for which an Auction was
held on such Auction Date, each Broker-Dealer that submitted an Order on behalf of any Existing Owner or
Potential Owner shall: (i) advise each Existing Owner and Potential Owner on whose behalf such Broker-
Dealer submitted an Order as to (A) the applicable Auction Rate determined on such Auction Date, (B)
whether any Bid or Sell Order submitted on behalf of each such Owner was accepted or rejected and (C) the
immediately succeeding applicable Auction Date; (ii) instruct each Potential Owner on whose behalf such
Broker-Dealer submitted a Bid that was accepted, in whole or in part, to instruct such Existing Owner’s Agent
Member to pay to such Broker-Dealer (or its Agent Member) through the Securities Depository the amount
necessary to purchase the principal amount of such Auction Notes to be purchased pursuant to such Bid
(including, with respect to such Auction Notes in a daily Auction Period, accrued interest if the purchase date
is not an Interest Payment Date for such Note) against receipt of such Auction Notes; and (iii) instruct each
Existing Owner on whose behalf such Broker-Dealer submitted a Sell Order that was accepted or a Bid that
was rejected, in whole or in part, to instruct such Existing Owner’s Agent Member to deliver to such Broker-
Dealer (or its Agent Member) through the Securities Depository the principal amount of such Auction Notes to
be sold pursuant to such Bid or Sell Order against payment therefor.
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Index

(a) If for any reason on any Auction Date the Index shall not be determined as hereinabove
provided in the Definitions, the Index shall be the Index for the applicable Auction Period ending on such
Auction Date.

(b) The determination of the Index as provided herein shall be conclusive and binding upon the
State, the Paying Agent, the Broker-Dealers, the Auction Agent and the registered owners and Beneficial
Owners of the Auction Notes.

Payment Default Notices

The Paying Agent shall determine not later than 12:00 noon (New York City time) on the Business
Day next succeeding an Interest Payment Date, whether a payment default and a failure by the Bond Insurer to
pay amounts due under the Policy (a “Bond Insurer Payment Default”) have occurred. If a Bond Insurer
Payment Default has occurred, the Paying Agent shall, not later than 12:15 p.m. (New York City time) on such
Business Day, send a notice to the Auction Agent by telecopy or similar means that the Bond Insurer Payment
Default has occurred and that, unless the Bond Insurer Payment Default is cured, the next Auction will not be
held and the Auction Rate for the next succeeding Interest Period will be the Default Rate, and, if such Bond
Insurer Payment Default is cured, the Paying Agent shall immediately send a notice to the Auction Agent by
telecopy or similar means that the Bond Insurer Payment Default has been cured and specifying the next
Interest Payment Date and the next Auction Date.

Changes in Auction Periods or Auction Dates
(a) Changes in Auction Period.

@) The State Representative or in the case of a payment default by the State provided
there is no Bond Insurer Payment Default, the Bond Insurer, may from time to time on any Interest
Payment Date, change the length of the Auction Period with respect to any of the Series of Auction
Notes among 7-day, 28-day and 35-day Auction Periods. The State Representative or the Bond
Insurer, as the case may be, shall initiate the change in the length of the Auction Period by giving
written notice to the Bond Insurer, the Auction Agent, thc Broker-Dealers and the Securities
Depository that the Auction Period for the Auction Notes specified in such notice shall change if the
conditions described herein are satisfied and the proposed effective date of the change at least 10
Business Days prior to the Auction Date for such Auction Period.

(ii) The change in length of the Auction Period for Auction Notes shall take effect only if
Sufficient Clearing Bids exist at the Auction on the Auction Date for such first Auction Period. For
purposes of the Auction for such first Auction Period only, each Existing Owner shall be deemed to
have submitted Sell Orders with respect to all of its Auction Notes for which there is to be a change in
the length of the Auction Period except to the extent such Existing Owner submits an Order with
respect to such Auction Notes. If the condition referred to above is not met, the applicable Auction
Rate for the next applicable Auction Period shall be determined pursuant to the Auction Procedures
and shall be the Maximum Auction Rate and the Auction Period shall be a 7-day Auction Period.

(iii) On the change date for Auction Notes from one Auction Period to another Auction

Period, any Auction Notes which are not the subject of a specific Hold Order or Bid shall be deemed
to be subject to a Sell Order.
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(b) Changes in Auction Date.

6))] The Auction Agent, with the written consent of the State Representative, may specify
an Auction Date for Auction Notes different from the Auction Date that would otherwise be
determined in accordance with the definition of “Auction Date.” The Auction Agent shall provide
notice of its determination to specify an earlier Auction Date for an Auction Period by means of a
written notice delivered at least 45 days prior to the proposed changed Auction Date to the Paying
Agent, the State, the Broker-Dealers and the Securities Depository.

Amendment of Auction Procedures

The provisions of the Notes concerning the Auction Procedures, including without limitation the
definitions applicable thereto, including without limitation, the definitions of Auction Rate, Default Rate,
Maximum Auction Rate, Minimum Auction Rate, Index, Auction Multiple and No Auction Rate may be
amended by obtaining the consent of the Bond Insurer so long as there is no Bond Insurer Payment Default
and the Beneficial Owners of all Auction Notes affected by such amendment. If on the first Auction Date
occurring at least 20 days after the date on which the Auction Agent mailed notice to the Beneficial Owners of
the Auction Notes affected by such amendment, Sufficient Clearing Bids have been received or all of the
Auction Notes affected by such amendment are subject to Submitted Hold Orders, the proposed amendment
shall be deemed to have been consented to by the Beneficial Owners of all Auction Notes affected by such
amendment. Any such consent or deemed consent by a Beneficial Owner shall be conclusive and binding
upon such Beneficial Owner and all future Beneficial Owners thereof. As a condition precedent to any
amendment referred to in this paragraph, there shall be delivered to the Paying Agent an opinion of nationally
recognized bond counsel to the effect that such amendment will not adversely affect the validity of the Notes,
and that such amendment will not adversely affect the tax exemption of interest on the Notes.

Paying Agent and the State Representative Not Responsible for Auction Agent and Broker-Dealers

Neither the Paying Agent nor the State Representative shall be liable or responsible for the actions of
or failure to act by the Auction Agent or any Broker-Dealer under the Notes or under the Auction Agreement
or any Broker-Dealer Agreement except as provided in any such Agreement. The Paying Agent and the State
may conclusively rely upon any information required to be furnished by the Auction Agent or any Broker-
Dealer without undertaking any independent review or investigation of the truth or accuracy of such
information.

Conversion to Fixed Rate

The Paying Agent shall, at the request of the State, and so long as there is no Bond Insurer Payment
Default with the consent of the Bond Insurer, permanently fix the interest rate on any Note selected by the
State at a rate per annum (the “Fixed Rate”), determined as hereinafter provided, to become effective on any
Business Day which is an Interest Payment Date and on which such Note is callable, at the direction of the
State Representative at the par amount thereof plus accrued interest (the “Conversion Date” for such Note)
selected by the State Representative on the following terms and conditions:

(a) Not later than 20 days prior to the Conversion Date, the State Representative shall select the
particular Notes to be converted on the Conversion Date and shall send written notice to the Paying Agent and
the Auction Agent to implement such Conversion. Such Notes so selected shall be exchanged on the
Conversion Date for new Notes bearing the Fixed Rates thereon, payable on the date hereinafter provided, and
maturing in the amounts and on the dates provided in the original Notes.

(b) The Notes converted to a Fixed Rate shall be dated the Conversion Date.
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(c) Each Note converted to a Fixed Rate shall bear interest at a Fixed Rate, which shall be, in
each case, the lesser of 10 percent per annum or the lowest rate of interest per annum which, in the judgment of
the Remarketing Agent exercised at any time prior to 12:00 noon (New York City time) on the day preceding
the Conversion Date for such Note, will enable such Note to be sold at 100% of the principal amount thereof
on the Conversion Date therefor pursuant to irrevocable bids or bids for such Note which shall be acceptable to
the State Representative. Such interest shall accrue from the Conversion Date and shall be payable on June 1
and December 1 of each year, beginning with the June 1 or December 1 following such Conversion Date, to
the registered owner as of the applicable Record Date.

(d) Any Note converted to a Fixed Rate shall be redeemable prior to its Maturity Date at the
request of the State Representative in whole or in part in Authorized Denominations on any date at a
redemption price equal to the principal amount being redeemed and accrued interest, if any, thereon to the date
of redemption, plus any premium and subject to any limitations on such optional redemptions all as shall be
specified by the State Representative in the written proceedings with respect to the Conversion.

(e) [reserved]

® Not less than 15 days prior to each Conversion Date, the Paying Agent shall give written or
telegraphic notice to the registered owner of each Note to become a Converted Note on such Conversion Date,
and the Auction Agent shall give written or telegraphic notice to the Broker-Dealers, in each case that such
Note will be converted on the Conversion Date (which shall be specified), subject to satisfaction of the
conditions referred to in the succeeding paragraph (h) and to no prior revocation of the option to convert as
described in the succeeding paragraph (g), and that on such Conversion Date, such Note must be tendered for
purchase as described herein.

(g) Such notice shall be deemed revocable and shall be revoked by the Paying Agent at the
direction of the State Representative by giving written or telegraphic notice of revocation to the Paying Agent
at any time prior to the close of business on the Business Day preceding the Conversion Date.

(h) With respect to Conversions of Notes to a Fixed Rate, if the notice provided for in the
preceding paragraph (f) of the Conversion of any Note to a Converted Note on any Conversion Date has not
been revoked, such Conversion shall become effective on such Conversion Date provided that (i) there is in
effect a note purchase agreement between the State and a nationally recognized financial institution or dealer
(which may be the Remarketing Agent) providing for the purchase by such institution or dealer on such
Conversion Date, subject to customary closing conditions, of all Notes to become Converted Notes on such
Conversion Date when such Notes are tendered for purchase pursuant to the succeeding provisions of this
Section and the Paying Agent is notified of such agreement, (ii) the Fixed Rate has been determined and all
Notes then being converted to a Fixed Rate are purchased pursuant to the aforementioned note purchase
agreement, and (iii) there shall be delivered an opinion of nationally recognized note counsel to the effect that
such Conversion will not adversely affect the tax exemption of interest on the Notes. In the event all Notes
converted to a Fixed Rate are not purchased pursuant to the aforementioned note purchase agreement, such
Conversion shall not become effective and the notice specified in the foregoing paragraph (f) shall be deemed
not to have been given. If the Notes are not so converted to a Fixed Rate on any Conversion Date therefor,
such Notes shall bear interest in accordance with the provisions pertaining to failed Conversions of Auction
Notes pursuant to the following Section hereof entitled “Failed Conversions.”

In the event of a payment default, the Bond Insurer shall have the right to direct the Conversion of a
Note to Fixed Rate on the terms and conditions set forth herein.

In connection with the Conversion of any Notes on a Conversion Date, the following provisions shall
also apply:
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@) With respect to Notes converted to a Fixed Rate, the Paying Agent shall note on each
Converted Note the Fixed Rate therefor and any redemption provisions.

(i1) The Paying Agent may, at the request of the purchaser named in the note purchase agreement
referred to in paragraph (h) above, add to any such Note or Notes any legend deemed by the Paying Agent to
be necessary or appropriate to distinguish such Notes from other Notes, whether or not such other Notes have
been converted to a Fixed Rate, and may also take such action as the Paying Agent deems necessary or
appropriate to apply for new “CUSIP” numbers for such Notes in order to achieve such distinction.

Each registered owner and Beneficial Owner of a Note, by acceptance of such Note, shall be deemed
to have agreed, upon receipt of the notice referred to in the preceding paragraph (f), to sell such Note to the
Paying Agent on such Conversion Date at the Purchase Price, subject to notice of revocation of the Conversion
or the failure of any condition of such Conversion. On the Conversion Date for any Auction Note selected for
Conversion to a Fixed Rate, all such Auction Notes then outstanding shall be subject to mandatory tender for
purchase at the Purchase Price. Auction Notes to be tendered for purchase are required to be delivered by the
registered owners and Beneficial Owners thereof to the Paying Agent (together with necessary assignments
and endorsements) on or prior to the Conversion Date applicable to such Auction Note. Any Auction Note, or
portions thereof that are not so delivered (the “Untendered Auction Note”), for which moneys have been
irrevocably deposited in trust with the Paying Agent, shall be deemed to have been delivered for purchase to
the Paying Agent, and the registered owners and Beneficial Owners of such Untendered Auction Notes shall
not be entitled to any benefits of the Notes other than the payment of the Purchase Price, and interest shall
cease to accrue on such Untendered Auction Notes as of the Conversion Date.

Failed Conversions
In the event of failure to establish a Fixed Rate, the Auction Note will continue as Auction Notes with
a 7-day Auction Period, the interest rate on the Auction Notes effective on the failed Conversion Date shall be

the Maximum Auction Rate and Auctions shall be resumed beginning on the Auction Date immediately
following the failed Conversion Date.
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The information contained in Appendix I-D has been furnished by the Bond Insurer for use in this
Official Statement and the State takes no responsibility for the accuracy thereof.

Appendix I-D

INFORMATION CONCERNING BOND INSURANCE AND SPECIMEN POLICY

The information contained in this Appendix I-D has been furnished by MBIA Insurance Corporation
for use in this Official Statement.

Bond Insurance

MBIA's policy unconditionally and irrevocably guarantees the full and complete payment required to
be made by or on behalf of the Issuer to the Paying Agent or its successor of an amount equal to (i) the
principal of (either at the stated maturity or by an advancement of maturity pursuant to a mandatory sinking
fund payment) and interest on, the Series B Notes as such payments shall become due but shall not be so paid
(except that in the event of any acceleration of the due date of such principal by reason of mandatory or
optional redemption or acceleration resulting from default or otherwise, other than any advancement of
maturity pursuant to a mandatory sinking fund payment, the payments guaranteed by MBIA's policy shall be
made in such amounts and at such times as such payments of principal would have been due had there not been
any such acceleration); and (ii) the reimbursement of any such payment which is subsequently recovered from
any owner of the Series B Notes pursuant to a final judgment by a court of competent jurisdiction that such
payment constitutes an avoidable preference to such owner within the meaning of any applicable bankruptcy
law (a "Preference").

MBIA's policy does not insure against loss of any prepayment premium which may at any time be
payable with respect to any Series B Notes. MBIA's policy does not, under any circumstance, insure against
loss relating to: (i) optional or mandatory redemptions (other than mandatory sinking fund redemptions); (ii)
any payments to be made on an accelerated basis; (iii) payments of the purchase price of Series B Notes upon
tender by an owner thereof; or (iv) any Preference relating to (i) through (iii) above. MBIA's policy also does
not insure against nonpayment of principal of or interest on the Series B Notes resulting from the insolvency,
negligence or any other act or omission of the Paying Agent or any other paying agent for the Series B Notes.

Upon receipt of telephonic or telegraphic notice, such notice subsequently confirmed in writing by
registered or certified mail, or upon receipt of written notice by registered or certified mail, by MBIA from the
Paying Agent or any owner of a Series B Note the payment of an insured amount for which is then due, that
such required payment has not been made, MBIA on the due date of such payment or within one business day
after receipt of notice of such nonpayment, whichever is later, will make a deposit of funds, in an account with
State Street Bank and Trust Company, N.A., in New York, New York, or its successor, sufficient for the
payment of any such insured amounts which are then due. Upon presentment and surrender of such Series B
Notes or presentment of such other proof of ownership of the Series B Notes, together with any appropriate
instruments of assignment to evidence the assignment of the insured amounts due on the Series B Notes as are
paid by MBIA, and appropriate instruments to effect the appointment of MBIA as agent for such owners of the
Series B Notes in any legal proceeding related to payment of insured amounts on the Series B Notes, such
instruments being in a form satisfactory to State Street Bank and Trust Company, N.A., State Street Bank and
Trust Company, N.A. shall disburse to such owners or the Paying Agent payment of the insured amounts due
on such Series B Notes, less any amount held by the Paying Agent for the payment of such insured amounts
and legally available therefor.



MBIA

MBIA Insurance Corporation (“MBIA”) is the principal operating subsidiary of MBIA Inc., a New
York Stock Exchange listed company (the “Company”). The Company is not obligated to pay the debts of or
claims against MBIA. MBIA is domiciled in the State of New York and licensed to do business in and subject
to regulation under the laws of all 50 states, the District of Columbia, the Commonwealth of Puerto Rico, the
Commonwealth of the Northern Mariana Islands, the Virgin Islands of the United States and the Territory of
Guam. MBIA has three branches, one in the Republic of France, one in the Republic of Singapore and one in
the Kingdom of Spain. New York has laws prescribing minimum capital requirements, limiting classes and
concentrations of investments and requiring the approval of policy rates and forms. State laws also regulate
the amount of both the aggregate and individual risks that may be insured, the payment of dividends by MBIA,
changes in control and transactions among affiliates. Additionally, MBIA is required to maintain contingency
reserves on its liabilities in certain amounts and for certain periods of time.

MBIA does not accept any responsibility for the accuracy or completeness of this Official Statement
or any information or disclosure contained herein, or omitted herefrom, other than with respect to the accuracy
of the information regarding the policy and MBIA set forth in this Appendix I-D. Additionally, MBIA makes
no representation regarding the Series B Notes or the advisability of investing in the Series B Notes.

MBIA Information

The following documents filed by the Company with the Securities and Exchange Commission (the
“SEC”) are incorporated herein by reference:

(1) The Company’s Annual Report on Form 10-K for the year ended December 31, 2001; and
2) The Company’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2002.

Any documents filed by the Company pursuant to Sections 13(a), 13(c), 14 or 15(d) of the Exchange
Act of 1934, as amended, after the date of this Official Statement and prior to the termination of the offering of
the Series B Notes offered hereby shall be deemed to be incorporated by reference in this Official Statement
and to be a part hereof. Any statement contained in a document incorporated or deemed to be incorporated by
reference herein, or contained in this Official Statement, shall be deemed to be modified or superseded for
purposes of this Official Statement to the extent that a statement contained herein or in any other subsequently
filed document which also is or is deemed to be incorporated by reference herein modifies or supersedes such
statement. Any such statement so modified or superseded shall not be deemed, except as so modified or
superseded, to constitute a part of this Official Statement.

The Company files annual, quarterly and special reports, information statements and other information
with the SEC under File No. 1-9583. Copies of the SEC filings (including (1) the Company’s Annual Report
on Form 10-K for the year ended December 31, 2001, and (2) the Company’s Quarterly Report on Form 10-Q
for the quarter ended September 30, 2002), are available (i) over the Internet at the SEC’s web site at
http://www.sec.gov; (ii) at the SEC’s public reference room in Washington D.C.; (iii) over the Internet at the
Company’s web site at http://www.mbia.com; and (iv) at no cost, upon request to MBIA Insurance
Corporation, 113 King Street, Armonk, New York 10504. The telephone number of MBIA is (914) 273-4545.

As of December 31, 2001, MBIA had admitted assets of $8.5 billion (audited), total liabilities of $5.6
billion (audited), and total capital and surplus of $2.9 billion (audited) determined in accordance with statutory
accounting practices prescribed or permitted by insurance regulatory authorities. As of September 30, 2002,
MBIA had admitted assets of $9.0 billion (unaudited), total liabilities of $5.9 billion (unaudited), and total
capital and surplus of $3.1 billion (unaudited) determined in accordance with statutory accounting practices
prescribed or permitted by insurance regulatory authorities.
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Financial Strength Ratings of MBIA
Moody's Investors Service, Inc. rates the financial strength of MBIA “Aaa.”

Standard & Poor's, a division of The McGraw-Hill Companies, Inc. rates the financial strength of
MBIA “AAA.”

Fitch Ratings rates the financial strength of MBIA “AAA.”

Each rating of MBIA should be evaluated independently. The ratings reflect the respective rating
agency's current assessment of the creditworthiness of MBIA and its ability to pay claims on its policies of
insurance. Any further explanation as to the significance of the above ratings may be obtained only from the
applicable rating agency.

The above ratings are not recommendations to buy, sell or hold the Series B Notes, and such ratings
may be subject to revision or withdrawal at any time by the rating agencies. Any downward revision or
withdrawal of any of the above ratings may have an adverse effect on the market price of the Series B Notes.
MBIA does not guaranty the market price of the Series B Notes nor does it guaranty that the ratings on the
Series B Notes will not be revised or withdrawn.

This policy is not covered by the Connecticut Insurance Guaranty Association specified in Article 7 of
the Connecticut Financial Guaranty Act.

SPECIMEN INSURANCE POLICY

A specimen bond insurance policy follows as Exhibit A to this Appendix I-D.
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EXHIBIT A
FINANCIAL GUARANTY INSURANCE POLICY

MBIA Insurance Corporation
Armonk, New York 10504

Policy No. [NUMBER]

MBIA Insurance Corporation (the "Insurer"), in consideration of the payment of the premium and subject to the terms of this policy, hereby
unconditionally and irrevocably guarantees to any owner, as hereinafter defined, of the following described obligations, the full and complete payment
required to be made by or on behalf of the Issuer to [PAYING AGENT/TRUSTEE] or its successor (the "Paying Agent") of an amount equal to (i) the
principal of (either at the stated maturity or by any advancement of maturity pursuant to a mandatory sinking fund payment) and interest on, the
Obligations (as that term is defined below) as such payments shall become due but shall not be so paid (except that in the event of any acceleration of the
due date of such principal by reason of mandatory or optional redemption or acceleration resulting from default or otherwise, other than any advancement
of maturity pursuant to a mandatory sinking fund payment, the payments guaranteed hereby shall be made in such amounts and at such times as such
payments of principal would have been due had there not been any such acceleration); and (ii) the reimbursement of any such payment which is
subsequently recovered from any owner pursuant to a final judgment by a court of competent jurisdiction that such payment constitutes an avoidable
preference to such owner within the meaning of any applicable bankruptcy law. The amounts referred to in clauses (i) and (ii) of the preceding sentence
shall be referred to herein collectively as the "Insured Amounts." "Obligations" shall mean:

[PAR]
[LEGAL NAME OF ISSUE]

Upon receipt of telephonic or telegraphic notice, such notice subsequently confirmed in writing by registered or certified mail, or upon receipt of written
notice by registered or certified mail, by the Insurer from the Paying Agent or any owner of an Obligation the payment of an Insured Amount for which is
then due, that such required payment has not been made, the Insurer on the due date of such payment or within one business day after receipt of notice of
such nonpayment, whichever is later, will make a deposit of funds, in an account with State Street Bank and Trust Company, N.A., in New York, New
York, or its successor, sufficient for the payment of any such Insured Amounts which are then due. Upon presentment and surrender of such Obligations
or presentment of such other proof of ownership of the Obligations, together with any appropriate instruments of assignment to evidence the assignment
of the Insured Amounts due on the Obligations as are paid by the Insurer, and appropriate instruments to effect the appointment of the Insurer as agent for
such owners of the Obligations in any legal proceeding related to payment of Insured Amounts on the Obligations, such instruments being in a form
satisfactory to State Street Bank and Trust Company, N.A., State Street Bank and Trust Company, N.A. shall disburse to such owners, or the Paying
Agent payment of the Insured Amounts due on such Obligations, less any amount held by the Paying Agent for the payment of such Insured Amounts
and legally available therefor. This policy does not insure against loss of any prepayment premium which may at any time be payable with respect to any
Obligation.

As used herein, the term "owner" shall mean the registered owner of any Obligation as indicated in the books maintained by the Paying Agent, the Issuer,
or any designee of the Issuer for such purpose. The term owner shall not include the Issuer or any party whose agreement with the Issuer constitutes the
underlying security for the Obligations.

Any service of process on the Insurer may be made to the Insurer at its offices located at 113 King Street, Armonk, New York 10504 and such service of
process shall be valid and binding.

This policy is non-cancellable for any reason. The premium on this policy is not refundable for any reason including the payment prior to maturity of the
Obligations.

This policy is not covered by the Connecticut Insurance Guaranty Association specified in Section 7 of the Connecticut Financial Guaranty Act.

IN WITNESS WHEREQF, the Insurer has caused this policy to be executed in facsimile on its behalf by its duly authorized officers, this [DAY] day of
[MONTH, YEAR].

MBIA Insurance Corporation
President STV 1
Attest: |
AssistanaSCtcretary
STD-R-CT-6
4/95
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PART II
INFORMATION SUPPLEMENT
OF THE STATE OF CONNECTICUT

December 13, 2002

The Annual Information Statement of the State of Connecticut (the “State”), dated December 1, 2002,
appears in this Official Statement as Part III and contains information through December 1, 2002. The State
expects to provide an updating Information Supplement from time to time in the future, which will appear in
this location as Part IT of future Official Statements of the State.

This Information Supplement updates certain information in the December 1, 2002 Annual
Information Statement through December 13, 2002. The information in this Part II and Part III is subject to
change without notice, and investors should not assume that there has been no change in the affairs of the State
since the date of this Part IL.

FORMER TREASURER

On September 23, 1999 former State Treasurer Paul J. Silvester pleaded guilty in Federal District
Court of Connecticut to charges of racketeering, bribery and money laundering. The guilty pleas related to
solicitations, for himself and others, of bribes and rewards in return for directing investments of State pension
funds. The office of the United States Attorney for Connecticut has stated that the investigation by his office is
continuing. Representatives of the Internal Revenue Service and the Securities and Exchange Commission are
also investigating. The Office of the Treasurer is cooperating with all investigations. In April 2000 former
Assistant Treasurer George M. Gomes pleaded guilty to a mail fraud charge related to the matters under
investigation. In response to concerns about the activities of the former Treasurer, Treasurer Denise L.
Nappier proposed, and the General Assembly passed, legislation under Public Act No. 00-43 which requires
additional oversight by the Investment Advisory Council over pension fund investments and increases public
disclosure by firms providing investment services to the Treasurer’s office.

STATE GENERAL FUND

Page III-23. The following information is added following the caption Fiscal Year 2002 - 2003
Operations.

On December 6, 2002, the Governor called for a special session to be convened on December 18,
2002, to enact legislation necessary to adjust the state budget for fiscal year 2002-03. On the same date, the
Governor issued his proposed plan to address the budget shortfall. In general, the Governor’s plan calls for
$200 million in expenditure reductions and $200 million in revenue enhancements for the General Fund. In
addition, the Governor has specified that $100 million in additional expenditure reductions will be necessary
should employee concessions regarding wages and benefits not materialize. Based upon the lack of progress in
terms of the State Employees Bargaining Agent Coalition (SEBAC) to date, the Governor initiated the process
of laying off almost 3,000 state employees on December 6th. If concession negotiations do not produce the
necessary savings, the Governor is recommending that reductions be made to the Educational Cost Sharing
grant to towns.

The largest component of the $200 million in revenue enhancements is the introduction of a third tax
bracket under the income tax of 5.5% for incomes over $1 million beginning January 1, 2003. This is
projected to yield $90.1 million in fiscal 2002-03 and $163.9 million in fiscal 2003-04. The plan also includes
increasing the tax on cigarettes from $1.11 per pack to $1.51 per pack effective February 6, 2003. This change
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is expected to yield $40.0 million in fiscal 2002-03 and $78.3 million in fiscal 2003-04. The remaining
proposed revenue changes are expected to yield $73.7 million in fiscal 2002-03 and $116.2 million in fiscal
2003-04.

The plan calls for $200 million in expenditure reductions, the largest of which fall in the area of
municipal aid, totaling almost $83 million. The plan also eliminates the State’s general assistance program
totaling $23.4 million and eliminates the HUSKY Adult program under Medicaid totaling $12.0 million. If
enacted, these expenditure cuts would save the state $390 million in fiscal 2003-04.

The Governor’s plan is only a proposal and no assurances can be given that changes to such proposal
will not be made and adopted by the General Assembly resulting in changes to the State budget for fiscal year
2002-03.
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INTRODUCTION

This Annual Information Statement of the State of Connecticut (the “State’’) contains certain information which a
potential investor might consider material in reaching a decision to invest in securities of the State. All quotations from and
summaries and explanations of provisions of laws of the State contained in this Annual Information Statement do not
purport to be complete and are qualified in their entirety by reference to the official compilation thereof.

The information included in this Annual Information Statement is organized as follows:

The State of Connecticut comprises a brief introductory summary of the governmental organization of the State
and the services it provides, as well as a historical overview of the State’s economic performance. A more detailed
discussion of these topics, including additional information, is contained in Appendices III-A and III-B to this Annual
Information Statement.

Financial Procedures discusses the legal and administrative processes, procedures and policies that generally
apply to all State funds.

State General Fund discusses the State’s General Fund which is the source of financing for most operating
activity of the State. The discussion includes both prospective and historic information on the General Fund. Additional
information regarding General Fund activity is included in Appendices III-C, III-D and III-E to this Annual Information
Statement.

State Debt describes the procedures for the authorization of the State to incur debt and the various mechanisms
available to the State to undertake borrowings to finance State functions. This section provides both current and historical
information about the State’s borrowing practices and State indebtedness.

Other Funds, Debt and Liabilities provides an overview of certain activities of the State which are not
accounted for in the General Fund. These include the budget and debt of the Special Transportation Fund, certain
special revenue funds and debt, contingent liability debt, grant commitments, guaranties and annuities. Certain
additional information regarding other funds, debt and liabilities of the State is included in Appendix III-C to this
Annual Information Statement.

Pension and Retirement Systems describes the major pension and retirement systems of the State. Additional
information regarding these systems is included in Appendix ITI-C to this Annual Information Statement.

Litigation comprises a summary of pending legal actions in which the fiscal impact of an adverse decision may
not be determined at this time and the Attorney General is unable to opine that a final judgment against the State in such
suits would not materially adversely affect the State’s financial position.

Appendices III-A through III-E to this Annual Information Statement contain detailed information relating to
the information summarized in the Annual Information Statement and should be read in their entirety with the other
information contained therein.

This Annual Information Statement will constitute Part III to Official Statements of the State prepared in
connection with the offering of certain bonds of the State and should be read in its entirety together with Part I and Part II,
if any, of such Official Statement. The Annual Information Statement speaks only as of its date. For more current
information, potential investors should read Part II - Information Supplement, if any, or should contact the State directly
as described in Part I - Information Concerning the Bonds, under the caption ADDITIONAL INFORMATION.
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THE STATE OF CONNECTICUT

Governmental Organization and Services

The State Constitution divides the functions and powers of State government into three distinct branches,
referred to in the Constitution as “departments”. The State government’s legislative, executive and judicial
functions and powers are vested in the legislative department, the executive department and the judicial
department, respectively.

In addition to the State government, a number of other governmental bodies exist in Connecticut. These
bodies include: State-wide and regional special purpose authorities, districts and similar bodies, 169 cities and
towns, and numerous local special purpose authorities, districts and similar bodies. County government was
functionally abolished in Connecticut in 1960. Local governmental functions are generally performed by the 169
cities and towns, or by special purpose authorities, districts and similar bodies located within these cities and
towns. In certain instances, regional bodies perform governmental functions that would otherwise be performed at
the local level.

Services provided by the State or financed through State appropriations are classified under one of ten
major government function headings or are classified as “non-functional”. The major function headings are:
Human Services; Education, Libraries and Museums; Health and Hospitals; Corrections; General Government;
Judicial; Regulation and Protection; Transportation; Conservation and Development; and Legislative. These
function headings apply to the General Fund as well as to other funds of the State which are used to account for
appropriated moneys. For budgetary purposes, State agencies, boards, commissions and other bodies are each
assigned to one of the function headings.

A detailed discussion of the organization of State government, including information on state employees,
as well as services provided at the various levels of government in the State, is included as Appendix III-A to this
Annual Information Statement.

State Economy

Connecticut is a highly developed and urbanized state. It is situated directly between the financial centers
of Boston and New York. Connecticut is located on the northeast coast and is the southernmost of the New
England States. It is bordered by Long Island Sound, New York, Massachusetts and Rhode Island. More than
one-quarter of the total population of the United States and more than 50% of the Canadian population live within
500 miles of the State. The State’s population grew at a rate which exceeded the United States’ rate of population
growth during the period 1940 to 1970, and slowed substantially during the past three decades. The State has
extensive transportation and utility services to support its economy.

Connecticut’s economic performance is measured by personal income which has been and is expected to
remain among the highest in the nation; gross state product (the market value of all final goods and services
produced by labor and property located within the State) which demonstrated stronger output growth than the
nation in general during the 1980s, slower growth for a few years in the early 1990s, and steadily increasing
growth during the rest of the 1990s; employment which fell during the early 1990s but rose steadily during the rest
of the decade to a level above those experienced in the early 1990s; and the unemployment rate which is lower
than the regional and national rate.

A detailed summary of economic resources including population information and services, and economic

performance indicators, including personal income, gross state product and employment in the State is included as
Appendix III-B to this Annual Information Statement.
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FINANCIAL PROCEDURES

The Budgetary Process

Balanced Budget Requirement. In November 1992, electors approved an amendment to the State
Constitution providing that the amount of general budget expenditures authorized for any fiscal year shall not
exceed the estimated amount of revenue for such fiscal year. This amendment also provides a framework for a
cap on budget expenditures. The General Assembly is precluded from authorizing an increase in general
budget expenditures for any fiscal year above the amount of general budget expenditures authorized for the
previous fiscal year by a percentage which exceeds the greater of the percentage increase in personal income or
the percentage increase in inflation, unless the Governor declares an emergency or the existence of
extraordinary circumstances and at least three-fifths of the members of each house of the General Assembly
vote to exceed such limit for the purposes of such emergency or extraordinary circumstances. The
constitutional limitation on general budget expenditures does not include expenditures for the payment of
bonds, notes or other evidences of indebtedness. There is no statutory or constitutional prohibition against
bonding for general budget expenditures.

The Supreme Court has ruled that the provisions of the constitutional budget cap require the passage
of additional legislation by a three-fifths majority in each house of the General Assembly, which has not yet
occurred. In the interim, the General Assembly has been following a provision of the General Statutes, which
contains the same budget cap as the constitutional amendment. In addition to the exclusion of debt service
from the budget cap, this statute also excludes statutory grants to distressed municipalities, expenditures to
implement federal mandates and court orders in the first fiscal year in which such expenditures are authorized,
and payments from surplus for certain debt retirement and additional state employee pension contributions.

Biennium Budget. The State’s fiscal year begins on July 1 and ends June 30. The General Statutes
require that the budgetary process be on a biennium basis. The Governor is required to transmit a budget
document in February of each odd-numbered year setting forth the financial program for the ensuing biennium
with a separate budget for each of the two fiscal years and a report which sets forth estimated revenues and
expenditures for the three fiscal years after the biennium to which the budget document relates. In each even-
numbered year, the Governor must prepare a report on the status of the budget enacted in the previous year
with any recommendations for adjustments and revisions, and a report, with revisions, if any, which sets forth
estimated revenues and expenditures for the three fiscal years after the biennium in progress.

Budget Document. By statute, the budget document consists of four parts. Part I is the Governor’s
budget message, and contains his program for meeting the expenditure needs of the State as well as financial
statements detailing the condition of State debt, the financial position of all major State operating funds,
recommended appropriations and State revenues on an actual basis for the last completed fiscal year and on an
estimated basis for the fiscal year in progress and the fiscal years to which the budget relates. If a budget
deficit or surplus is projected, the Governor will recommend the manner in which the deficit will be met or
surplus used. The Governor’s recommended appropriations from the General Fund and all special and agency
funds comprise Part II of the budget document. Appropriations are set forth for meeting the cost of each major
function and program. An accounting of federal funds and recommendations for the capital program are also
included. Part III of the budget document consists of drafts of appropriations and revenue bills to carry out the
Governor’s budget recommendations. In Part IV of the budget, the Governor makes recommendations
concerning the State’s economy and analyzes the impact on the economy of the proposed spending and
revenue programs.

Preparation of the Budget. Formulation of the budget commences with the preparation of estimates
of expenditure requirements for each fiscal year of the next biennium by the administrative head of each
budgeted agency. These estimates are submitted on or before September 1 of each even-numbered year to the
Office of Policy and Management (the “OPM”) and to the joint legislative standing committee on
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appropriations and the committee having cognizance of matters relating to such budgeted agency. In odd-
numbered years, each agency submits its recommended adjustments or revisions of such estimates. A detailed
statement showing revenue and estimated revenue for the current fiscal year and estimated revenue for the next
fiscal year, and in the even-numbered year, for the next biennium, must also be submitted by such agency
heads to the OPM on or before September 1 and the joint legislative standing committee on finance on or
before November 15. Upon receipt of such agency reports, it is the OPM’s practice to prepare a preliminary
budget report.

Adoption of the Budget. The budget document, as finally developed by the Governor with the
assistance of the OPM, is published and transmitted to the General Assembly in February of each odd-
numbered year. A report summarizing recommended adjustments or revisions is submitted by the Governor to
the General Assembly in even-numbered years. The Governor or a representative then appears before the
appropriate committee of the General Assembly to explain and address questions concerning the budget
document or reports. Prior to June 30 of each odd-numbered year, the General Assembly generally enacts one
bill making all appropriations for the next two fiscal years and setting forth revenue estimates for those years.
Subsequent appropriations or revenue bills are occasionally passed.

Line Item Veto. Under the State Constitution, the Governor has the power to veto any line of any
itemized appropriations bill while at the same time approving the remainder of the bill. A statement
identifying the items so disapproved and explaining the reasons therefor must be transmitted with the bill to
the Secretary of the State and, when in session, the General Assembly. The General Assembly may separately
reconsider and repass such disapproved appropriation items by a two-thirds vote of each house.

Financial Controls

Expenditures. The financial control procedures utilized by the State in the expenditure of State funds
are described below and may be generally summarized as follows: initially, the legislature appropriates funds
for a particular purpose; such funds must then be allotted for such purpose by the Governor; and thereafter
such funds are encumbered by the Comptroller upon the request of the responsible State agency. Once this
appropriation, allotment and encumbrance procedure (which may be modified as described below) has been
completed, State funds are paid by the Treasurer only upon a warrant, draft or order of the Comptroller drawn
at the request of the responsible agency. Certain receivables from the federal government or other sources do
not require allotment by the Governor.

Governor’s Role. Before an appropriation for a budgeted agency becomes available for expenditure
the agency must submit to the Governor through the Secretary of the OPM, not less than 20 days before the
beginning of the fiscal year for which the appropriation is made, a requisition for the allotment of funds needed
for each quarter of the fiscal year. Appropriations for capital outlays may be allotted in any manner the
Governor deems advisable. The Governor may reduce the budget allotment request by not more than three
percent of the total appropriation from any fund or not more than five percent of any appropriation under
certain circumstances. Such allotments are subject to further modification by the Governor throughout the
course of the fiscal year if conditions warrant. The Governor is not authorized to reduce allotment requisitions
or allotments in force concerning aid to municipalities.

Comptroller’s Role. The Comptroller is responsible for keeping an account in connection with each
appropriation. No warrant, draft or order may be issued by the Comptroller in excess of the available balance
of the applicable account unless the General Assembly has passed a deficiency bill for the purpose or unless
such appropriation has been increased by the Governor in the limited circumstances of emergency
expenditures or allotment modifications as authorized by statute. The Comptroller is required to issue
cumulative monthly financial reports concerning the State General Fund.

Treasurer’s Role. Each warrant, draft or order upon the Treasurer must specify the particular
appropriation against which it is drawn, and no money may be paid by the Treasurer absent such specification.
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The Treasurer is required to honor all warrants, drafts and orders properly drawn by the Comptroller. The
Treasurer also has primary responsibility for the investment of State funds and the issuance of debt of the
State.

By statute, the Treasurer may not pay compensation, expenses or fees or otherwise enter into
contractual arrangements with any firm providing legal services, investment banking services, investment
advisory services, underwriting services, financial advisory services or brokerage firm services if such firm,
through its political committee or certain managerial level officers or employees, makes or solicits
contributions to any committee established by a candidate for nomination or election to the Office of Treasurer
of the State. The statute also prohibits the making or solicitation of contributions by such firms.

Use of Appropriations. No appropriation or part thereof may be used for any purpose other than for
the purpose for which it was made, except with respect to certain transfers and revisions of appropriations
permitted to be made by the Governor with the concurrence of the Finance Advisory Committee, composed of
members of the executive and legislative departments. Civil sanctions may be imposed pursuant to statute
upon persons who willfully expend or authorize the expenditure of State funds for any purpose in excess of the
amount specifically appropriated for such purpose.

Unexpended Appropriations. All unexpended balances of appropriations for each fiscal year lapse on
the last day of such fiscal year and revert to the unappropriated surplus of the fund from which the
appropriations were made, except for certain continuing appropriations. Such continuing appropriations
include those continued for a one-month period in the case of programs which were not renewed the
succeeding year, those continued for the entire succeeding year in the case of highway and other capital
construction projects, and limited amounts for certain special programs.

Unappropriated Surplus. The State Constitution provides that any resulting unappropriated surplus
shall be used to fund a budget reserve fund, to reduce bonded indebtedness or for any other purpose authorized
by at least three-fifths of each house of the General Assembly. The General Statutes provide that the Treasurer
shall transfer any unappropriated surplus in the General Fund to a budget reserve fund, unless otherwise
directed by law. When the amount in the budget reserve fund in any fiscal year equals 700 % of the net General
Fund appropriations, no further transfers shall be made by the Treasurer.

As of June 30, 2002, the balance in the budget reserve fund was $594.7 million. However, the entire
budget reserve fund balance was applied to partially offset a fiscal year 2002 General Fund deficit of $817.1
million (unaudited) leaving a zero balance in the budget reserve fund. In the past, surplus moneys in excess of
amounts transferred to the budget reserve fund have been held or applied to provide for the retirement of
outstanding indebtedness or for debt avoidance.

Revenues. The Treasurer superintends the collection and receipt of all taxes and revenues belonging
to the State, and is authorized to deposit the same in any qualified public depository as defined by statute.
Each State department, institution, board, commission or other State agency and any official or employee
thereof that receives any money for revenue of the State must, within 24 hours of its receipt or within seven
days of receipt for amounts less than $500, account for and pay the same to the Treasurer or, with the approval
of the Treasurer and the Comptroller, deposit the same in an account in a qualified public depository in the
name of the State or in the name of the public official as such official. The Treasurer is authorized to make
exceptions to the limitations on amounts and timing of payments or deposits of receipts provided the Treasurer
files a written statement of such exception with the Comptroller and the Auditors of Public Accounts. Any
public official who deposits funds or moneys in an account in the name of the State or in such official’s name
must submit a list of all such accounts as of the preceding June 30 to the Treasurer and the Comptroller not
later than September 1 of each year.
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Accounting Procedures

Financial statements of the State are prepared annually on a modified cash basis of accounting for all
civil list funds. The Comptroller prepares the statements for submission to the Governor by September 1 of
each year, unless extended by State law. The State’s Auditors of Public Accounts must audit the books and
accounts of the Treasurer and the Comptroller at least annually and have discretion to audit them at more
frequent intervals.

At the present time the State is not required to prepare financial statements in accordance with
generally accepted accounting principles (“GAAP”) and does not prepare GAAP statements on an interim
basis. However, since 1988 the State has issued comprehensive annual financial reports in accordance with the
guidelines established by the Governmental Accounting Standards Board (“GASB”). These reports include
audited annual financial statements prepared in accordance with GAAP. A 1993 statute authorized the OPM to
implement the use of GAAP with respect to the preparation of the annual budget effective with the fiscal year
commencing July 1, 1995, and provided for the amortization of the GAAP-based deficit commencing with the
fiscal year ending June 30, 1997. Subsequent legislation has extended the implementation date to July 1, 2003
and the amortization date to June 30, 2005.

As specifically permitted by statute, the only present modifications from the cash basis in recording
revenues under the modified cash method are: (1) the accrual of the sales and use taxes to be received for the
calendar quarter ending at the close of such fiscal year as estimated by the Secretary of the OPM; (2) the
accrual of cigarette tax revenue received by the Commissioner of Revenue Services no later than the last day
of July immediately following the end of such fiscal year; (3) the accrual of alcoholic beverage tax revenue
received by the Commissioner of Revenue Services no later than the last day of July immediately following
the end of such fiscal year; (4) the accrual of the motor fuels tax revenue and the motor carrier road tax
revenue on all fuel sold or used prior to the end of such fiscal year and which tax is received by letter
postmarked no later than the last day of July immediately following the end of such fiscal year; (5) the accrual
of utility company tax revenue and tax revenue on gross earnings from the sale of petroleum products which is
received by letter postmarked no later than the last day of July immediately following the end of such fiscal
year; (6) the accrual of corporation business tax revenue which is received by the Department of Revenue
Services no later than the last day of July immediately following the end of such fiscal year; (7) the accrual of
income tax revenue which is received by the Commissioner of Revenue Services from employers no later than
the last day of July immediately following the end of such fiscal year; (8) the accrual of payments received
from any Indian tribe, pursuant to a memorandum of understanding, which is received by the Treasurer no later
than the last day of July immediately following the end of such fiscal year; and (9) the recording as grants
receivable of certain amounts of restricted grants for which the State has the contractual right to be reimbursed
by the federal government or other parties.

Expenditures are recorded on a cash basis in the fiscal year in which they are made. Such
expenditures are so recorded by the Comptroller when the Comptroller draws and serves a warrant on the
Treasurer. Those instances in which warrants are drawn at the close of a fiscal year can, because of required
processing time, result in disbursements made after the beginning of the following fiscal year. Certain
appropriations which have not lapsed are reflected in the balance sheet through a reserve for continuing
appropriations.

The modified cash basis of accounting used for statutory financial reporting and the modified accrual
basis used for GAAP financial reporting are different and, as a result, often produce varying financial results,
primarily because of differences in the recognition of revenues and expenditures. For example, for statutory
reporting purposes, the State’s bi-weekly payroll expenditures are recognized in the fiscal year in which
employees are paid, while for GAAP purposes they are recognized in the fiscal year in which the services are
performed, resulting in GAAP accrual of expenditures for work performed through June 30 but not paid until
the following fiscal year. Similarly, the modified accrual basis used for GAAP financial reporting recognizes
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additional federal and other grant moneys as revenues which are not so recognized in the modified cash basis
of accounting.

The Treasurer is required to submit to the Governor and the Investment Advisory Council, by October
15 of each year, audited financial statements of the State’s combined investment funds, and financial
statements of the Short Term Investment Fund, the Second Injury Fund, and the Tax Exempt Proceeds Fund.

Investment and Cash Management

Treasurer’s Role. The Treasurer has the investment responsibility for all funds of the State and
functions as the trustee of all State pension, retirement and trust funds. The Treasurer is authorized to invest or
reinvest funds under the control of the Treasurer in United States government or agency obligations, shares or
interests in an investment company or trust registered under the Investment Company Act of 1940, whose
portfolio is limited to obligations of the United States, its agencies or instrumentalities, or repurchase
agreements fully collateralized by such obligations, United States postal service obligations, certificates of
deposit, commercial paper, savings accounts and bank acceptances. The Treasurer may also invest funds,
excluding civil list funds, in the sale or acquisition of securities or obligations which the Treasurer is
authorized to sell or acquire for purposes of any combined investment fund, subject to repurchase agreements
with any securities dealer or bank included in the list of primary dealers prepared by the Federal Reserve Bank
of New York. The Treasurer is also authorized to invest all or any part of any sinking fund in bonds in which
savings banks may legally invest, provided such bonds mature prior to maturity of the bonds of the State which
are outstanding. The Treasurer is required to report by October 15 annually to the Governor and the
Investment Advisory Council as to the activities of the Office of the Treasurer for the preceding fiscal year.

Investment Advisory Council. All trust fund investments by the Treasurer are reviewed by the
Investment Advisory Council, comprised of the Treasurer and the Secretary of the OPM as ex officio
members, five members of the public with experience in investment matters, three representatives of the
teachers’ union and two representatives of the State employees’ unions. The Treasurer, with the approval of
the Council, adopts an investment policy statement for trust funds. The Governor may direct the Treasurer to
change any investments when in the judgment of the Council such action is in the best interest of the State. At
the close of each fiscal year a report is submitted to the Governor on the value of all security investments of the
State.

Short Term Investment Fund. Cash management and the investment by the Treasurer of all State
monies is based on the concept of a common cash pool. The Short Term Investment Fund (“STIF”) is a
combined investment pool of high quality, short term money market instruments which is the primary
investment vehicle for the temporarily surplus cash of all funds of which the Treasurer is custodian and/or
trustee, except certain bond funds, State pension funds and selected trust funds. All agencies, instrumentalities
and political subdivisions of the State are permitted to invest in STIF. The State is responsible to these
governmental entities to manage their deposits and accumulated earnings in a prudent manner. Individual
participants in STIF can add or withdraw monies on a daily basis with interest earned from date of deposit to
date of withdrawal. The primary investment objectives of STIF are the preservation of principal and the
provision of liquidity to meet participants’ daily cash flow needs, while seeking to earn competitive yields.
STIF is managed in accordance with the investment guidelines established by the Treasurer. These investment
guidelines prohibit investment in derivative securities other than floating rate securities which vary in the same
direction as individual short term money market indices, and limit the ability to enter into reverse repurchase
agreements to amounts not to exceed five percent (5%) of the STIF’s net assets at the time of execution.
Shares of the Short Term Investment Fund are rated “AAAm” by Standard & Poor’s.

Medium Term Investment Fund. A 1997 statute created the Medium-Term Investment Fund. The
Treasurer may purchase participation units of the fund for all trusts and other funds for which the Treasurer has
investment responsibility. The Treasurer may sell participation units in the Medium-Term Investment Fund to
all agencies, authorities, instrumentalities and political subdivisions of the state. Such participation units are
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legal investments for all agencies, authorities, instrumentalities and political subdivisions of the state. The
Treasurer is authorized to invest and reinvest funds of the Medium-Term Investment Fund in obligations of the
United States government and its agencies and instrumentalities, certificates of deposit, commercial paper,
corporate debt securities, savings accounts and bankers’ acceptances, repurchase agreements collateralized by
such securities, and investment funds or pools comprised of securities in which the Medium-Term Investment
Fund may directly invest. The Treasurer may adopt regulations specifying the terms and conditions of the
purchase and sale of participation units, the payment of interest, investment policies, and accounting practices.

Tax Exempt Proceeds Fund. Under the terms of the General Statutes, the Treasurer has facilitated
the establishment of the Tax Exempt Proceeds Fund, Inc. (“TEPF”), a diversified, open-end management
investment company, registered under the Investment Company Act of 1940, whose investment objectives are
to provide its investors with high current interest income exempt from federal income taxes, preservation of
capital and maintenance of liquidity. TEPF will only invest in securities that qualify as an investment in “tax-
exempt bonds” as defined in Section 150(a)(6) of the Internal Revenue Code of 1986, as amended (the
“Code”) and amplified in Treasury Department Regulations. Therefore, shareholders of TEPF that are tax-
exempt bond issuers are expected to be exempt from the arbitrage rebate provisions of the Code. TEPF seeks
to achieve its objectives by investing primarily in a liquid money market portfolio of short-term, high quality,
tax-exempt, fixed rate and variable rate obligations issued by states, municipal governments and by public
authorities, and in participation interests therein issued by banks, insurance companies or other financial
institutions that meet this federal income tax definition. The TEPF seeks to maintain a constant net asset value
of $1.00 per share. TEPF’s investment policies were developed for the particular federal income tax needs of
entities that are issuers of tax-exempt state and local bonds, such as states and municipalities and their
authorities, agencies, instrumentalities and subdivisions. All recipients of any grant or loan monies of the State
funded from Connecticut tax-exempt bond proceeds must invest such monies in TEPF, unless the Treasurer
waives this requirement upon a determination that a waiver will not adversely affect the tax-exempt status of
State bonds, notes or other evidences of indebtedness. The State may, from time to time, deposit bond
proceeds of the State in TEPF. Reich & Tang Asset Management, LLC acts as investment manager of TEPF
and a Board of Directors is responsible for TEPF’s overall management and supervision.

Investment of Pension Funds. Seven investment funds serve as the investment medium for the
various pension, retirement and trust funds of which the Treasurer is the trustee. They are the Cash Reserve
Account, the Mutual Equity Fund, the Mutual Fixed Income Fund, the Commercial Mortgage Fund, the Real
Estate Fund, the International Stock Fund and the Private Investment Fund. Such funds acquire units, in
varying proportions depending on the investment policies of the funds, in one or more of the funds. By statute
no more than 60% of any of the State’s trust funds may be invested in common stock and if market
fluctuations cause this limit to be exceeded, after six months no more than 65% of the State’s trust funds may
remain invested in common stock. Other than these limits, the statutes of the State permit investment in
securities under the “Prudent Investor” rule. See also PENSION AND RETIREMENT SYSTEMS herein.

Investment of Bond Proceeds. Proceeds of bonds are accounted for in various general obligation
bond funds. All invested assets of the bond funds are invested in STIF or TEPF. Bond proceeds are expended
in accordance with the authorization and allotment procedure of the State Bond Commission and the Governor,
respectively. Assets of the bond funds may from time to time be released temporarily to the common cash
pool in accordance with the State’s overall cash flow needs. Under the State’s accounting system, release of
the assets of the bond funds to the common cash pool is reflected in the accounts of the bond funds as an
uninvested cash balance. That accounting balance can be reduced only when an approved payment for an
expenditure is charged to the bond funds. In no case does the release of bond fund assets to the common cash
pool alter the timing or the extent of expenditures for the purposes for which the bonds were issued.

Cash Management. 1t is the practice of the State to treat all civil list funds (including monies in the
General Fund, various bond funds, and the Special Transportation Fund) as common cash, with amounts
released from the various funds to the common cash pool in accordance with the State’s overall cash flow
needs. All banks holding major account balances for the State Treasury report these balances daily, enabling
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the Treasurer to maintain adequate cash to meet anticipated demands and to keep unneeded balances fully
invested.

Interest Rate Risk Management. The Treasurer, with the authorization of the State Bond
Commission, has the power to enter into reimbursement and similar agreements in connection with liquidity or
credit facilities and to pledge the full faith and credit of the State or other collateral to secure the State’s
payment obligations under any such agreement. The Treasurer, with the authorization of the State Bond
Commission, has the power to enter into contracts to place the obligation of the State as represented by bonds
or notes of the State, on such interest rate or cashflow basis, including swap agreements and other
arrangements to manage interest rate risk. The unsecured long-term obligations of the counter party to any
arrangement must be rated the same or higher than the underlying rating of the State on the applicable bonds.
The State Bond Commission may authorize the Treasurer to pledge the full faith and credit of the State and any
other collateral pledged to secure the applicable bonds to also secure the State’s payment obligations under
any such contract.
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STATE GENERAL FUND

The State finances most of its operations through its General Fund. However, certain State functions,
such as the State’s transportation budget, are financed through other State funds. See OTHER FUNDS,
DEBT AND LIABILITIES herein. For budgetary purposes, the State’s General Fund is accounted for on a
modified cash basis of accounting (the “budgetary-basis”), which differs from generally accepted accounting
principles (“GAAP”). For an explanation of the differences between the budgetary-basis and GAAP based
accounting, see FINANCIAL PROCEDURES — Accounting Procedures herein. The State is not presently
required to prepare GAAP financial statements, although it has prepared such statements annually since 1988.
GAAP based audited financial statements for all civil list funds of the State for the fiscal year ending June 30,
2002 are included as Appendix III-C to this Annual Information Statement. The State gives no assurance that
it will continue to prepare GAAP based financial statements in the future. Budgetary-basis financial
statements for the General Fund audited for the fiscal years ending June 30, 1998 through June 30, 2001 and
unaudited statements for the fiscal year ending June 30, 2002 are included in Appendix III-D to this Annual
Information Statement. The adopted budgets for the fiscal years ending June 30, 2002 and June 30, 2003, the
actual budgetary-basis results (unaudited) for the fiscal year ending June 30, 2002 and the estimated (as of
October 31, 2002) budgetary-basis results for the fiscal year ending June 30, 2003 are included as Appendix
III-E to this Annual Information Statement. Unless otherwise stated, amounts set forth in the discussion
which follows under this caption STATE GENERAL FUND refer to such amounts as calculated on the
budgetary-basis of accounting.

General Fund Revenues

Forecasted, Adopted and Historical Revenues

Procedure For Forecasting Revenues. Revenue forecasting in Connecticut incorporates a blend of
econometric modeling and economic advice obtained from an array of expert sources. Some of these major
sources include: “Blue Chip Economic Indicators” which is a compilation of the consensus forecast for major
national economic indicators from the top 50 economic and financial institutions; Global Insight, a nationally
recognized econometric forecasting firm; the Connecticut Economic Conference Board which was created to
provide economic advice to the Governor and the General Assembly; and “The Connecticut Economy,” a
University of Connecticut quarterly review written and edited by widely known State economists.

Because of the vast number of variables that can impact the revenue forecast, the State considers
forecasting to be a process and not a product. While the economic data from available sources is analyzed and
used to anticipate overall direction and trends, the revenue forecast is generated through a consensus
interpretation of all available data. Annual revenue estimates from the beginning of each year attempt to
account for possible variations in economic activity during the year. Periodic economic data, such as seasonal
adjustments to estimated personal income growth, or a monthly drop in employment, are analyzed on an on-
going basis. Adjustments are made when the aggregate values of such changes deviate beyond tolerable levels
from aggregate and historical estimates. Overall, the process followed in developing Connecticut’s revenue
forecast is consistent with approaches taken in many other states.

Fiscal 2002 and 2003 Adopted Revenues. General Fund revenues as forecasted at the adoption of the
budgets for the fiscal year ending June 30, 2002 and as forecasted in connection with the mid-term budget
adjustments for the fiscal year ending June 30, 2003 (“Adopted Revenues”) are reflected in Appendix III-E to
this Annual Information Statement. The State, as of the forecast date, expected to derive approximately
seventy percent of its General Fund revenues from taxes during each of the 2001-02 and 2002-03 fiscal years.
Fiscal year 2001-2002 actual revenues, based on information contained in the Comptroller’s annual report for
the fiscal year ending June 30, 2002, and fiscal year 2002-2003 revenue forecasts based on information
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contained in the monthly report of the Office of Policy and Management for the period ending October 31,
2002, are also reflected in Appendix III-E to this Annual Information Statement.

General Fund revenues are derived primarily from the collection of State taxes, including the personal

income tax, the sales and use tax and the corporation business tax. Miscellaneous fees, receipts, transfers and
unrestricted Federal grants account for most of the other General Fund revenue. A summary of anticipated
General Fund revenue sources for the fiscal year ending June 30, 2002 and for the fiscal year ending June 30,
2003, as forecasted at the time of adoption of the mid-term budget adjustments, are set forth below:

Adopted General Fund Revenues (In Millions)

Adopted Revenues 2001-2002 Adopted Revenues 2002-2003
$11,894.1 @ 12,091.9 @®

[:} Personal Income Tax $4,841.4 37.8% [{ﬂ Personal Income Tax $4,553.0 35.0%
Sales and Use Tax 31937  24.9% Sales and Use Tax 3,141.3  24.1%
- Corporate Business Tax 501.2 3.9% - Corporate Business Tax 470.4 3.6%
FEHH Other Taxes® 982.9 7.7% B other Taxes® 1,068.3 8.2%
E Unrestricted Federal Grants 2,144.3 16.8% E Unrestricted Federal Grants  2,303.2 17.7%
B Other Non-Tax Revenues @ 1,144.1 8.9% =] Other Non-Tax Revenues ¥ 1,486.0  11.4%
QTThe pie charts reflect the total of the listed tax and revenue amounts of $12,807.6 million for 2001-2002 and $13,022.2

(b)

()

(d)

million for 2002-2003 and do not reflect tax refunds and transfers to other funds of $913.5 million for 2001-2002 and $930.3
million for 2002-2003. See Appendix III-E for anticipated adjustments to adopted tax revenues.

Public Act No. 02-1 of the May 9" Special Session contains the midterm budget adjustments to fiscal year 2002-03.
However, the legislature did not adopt new revenue estimates at that time. Therefore, the estimates included above were
provided by the Office of Policy and Management and are the assumed revenue estimates at the time of adoption of Public
Act No. 02-1 of the May 9™ Special Session.

Other taxes are comprised of inheritance and estate taxes, taxes on gross receipts of public service corporations, taxes on net
direct premiums of insurance companies, taxes on oil companies, cigarettes and alcoholic beverages, real estate transfers,
taxes on admissions and dues and other miscellaneous taxes. See Appendix III-E.

Other non-tax revenues are comprised of special revenue transfers, Indian gaming payments, licenses, permits and fees,
sales of commodities and services, rents, fines and escheats, investment income, other miscellaneous revenues and
designated Tobacco Settlement Revenues. See Appendix III-E.

SOURCE:  Special Act No. 01-1 of the June Special Session.

Historical General Fund Revenues. Actual General Fund revenues for the fiscal years 1998 through

2002 are set forth in Appendix III-D to this Annual Information Statement. A summary of the composition of
General Fund gross revenues for the last five fiscal years is illustrated below:
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General Fund Revenues®

Fiscal Year Ending June 30

(In Thousands)
4,750,000
4,500,000
4,250,000
4,000,000 M Personal income Tax
3,750,000
3,500,000 E Sales and Use Tax
3,250,000 1
3,000,000 - = z . Unrestricted Federal Grants
2,750,000 11 = — =
2,500,000 T = = = @ Other Taxes
2,250,000 11 = =
2,000,000 11 £ Other Non-Tax Revenues
1,750,000 T
1,500,000 T E Corporate Business Tax
1,250,000 T
1,000,000 11
750,000 11
500,000 11
250,000 11
0 T T T
1998 1999 2000 2001 2002
1998 1999 2000 2001 2002
(Unaudited)
Taxes:
Personal Income Tax ................ $ 3,596,225 $ 3,820,837 $ 4,238,228 $ 4,744,233 $ 4,265,912
Sales TaX......ccoeevveeeneenee. 2,772,109 2,932,191 3,096,780 3,125,078 2,997,766
Corporate Business Tax.. 663,672 619,539 587,756 550,509 380,985
Other Taxes ®.... 1,158,738 1,089,738 1,063,543 1,022,755 937,782
Subtotal........... 8,190,744 8,462,305 8,986,307 9,442,575 8,582,445
Refunds of Taxes..... (580.830) (645,000) (713.359) (735.482) (851.491)
Total Net Taxes ....cccceereeernee $ 7,609,914 $ 7,817,305 $ 8,272,948 $ 8,707,093 $ 7,730,954
Other Revenue:
Federal Grants
(Unrestricted)........coceevveeennennne 1,824,595 1,938,271 2,078,914 2,237,045 2,142,269
Other Non-Tax Revenues
(Unrestricted) ....ovvevveeennn. 887,732 950,813 963,784 987,932 999,888
Transfers to Other Funds (180,000) (90,000) (180,000) (85,400) (147,686)
Transfers from Other Funds...... 0 0 78.000 138,800 120,000
Total Other Revenues $ 2,532,327 $ 2,799,084 $ 2,940,698 $ 3.278,377 $ 3.114.471
Total Revenues........cceeeeennee $10,142,241 $ 10,616,389 $ 11,213,646 $ 11,985,470 $ 10,845,425

(a) The bar graph reflects the total of the listed tax and revenue amounts and does not reflect the listed adjustments for tax
refunds and transfers to or from other funds. See Appendix III-D for adjustments to revenues.

(b) Other taxes are comprised of inheritance and estate taxes, taxes on gross receipts of hospitals (until April 1, 2000) and public
service corporations, net direct premiums of insurance companies, taxes on oil companies, cigarettes and alcoholic
beverages, real estate transfers, taxes on admissions and dues and cabarets and other miscellaneous taxes.

(c) Other non-tax revenues are comprised of special revenue transfers, Indian gaming payments, licenses, permits and fees,
sales of commodities and services, rents, fines and escheats, investment income and other miscellaneous revenues.

SOURCE:

the State Comptroller.
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Components of Revenue

Personal Income Tax. The State imposes a personal income tax on the income of residents of the
State (including resident trusts and estates), part-year residents and certain non-residents who have taxable
income derived from or connected with sources within Connecticut. The tax imposed is at the maximum rate
of 4.5% on Connecticut taxable income. Depending on federal income tax filing status, the taxable year and
Connecticut adjusted gross income, personal exemptions are available to taxpayers, ranging from $12,000 to
$24,000, with the lower end of the range increasing annually to $15,000 by taxable year 2009 for certain
taxpayers. In addition, tax credits ranging from 1% to 75% of a taxpayer’s Connecticut tax liability are also
available depending upon federal income tax filing status, the taxable year and Connecticut adjusted gross
income. Such exemptions and tax credits are phased out at certain higher income levels. Neither the personal
exemption nor the tax credit described above is available to trusts or estates. Legislation enacted in 1995
effected a graduated rate structure beginning in tax year 1996. Under this revised structure, the top rate
remains at 4.5% with a rate of 3% applicable to taxable income up to certain amounts. Subsequent legislation
has increased the amount of taxable income subject to the 3% rate. By tax year 1999 and thereafter, the first
$20,000 of taxable income for a joint filer and the first $10,000 of taxable income for a single filer is taxed at
the 3% rate. In addition, an income tax credit for property taxes paid has been increased to a maximum of
$500 per filer. Taxpayers also are subject to a Connecticut minimum tax based on their liability, if any, for
payment of the federal alternative minimum tax.

Sales and Use Taxes. The Sales Tax is imposed, subject to certain limitations, on the gross receipts
from certain transactions within the State of persons engaged in business in the State, including (a) sales at
retail of tangible personal property, (b) the rendering of certain services, (c) the leasing or rental of tangible
personal property, (d) the production, fabrication, processing, printing, or imprinting of tangible personal
property to special order or with materials furnished by the consumer, (e) the furnishing, preparation or serving
of food, meals, or drinks, and (f) the transfer of occupancy of hotel or lodging house rooms for a period not
exceeding thirty consecutive calendar days. The Use Tax is imposed, with certain exceptions, on the
consideration paid for certain services or purchases or rentals of tangible personal property used within the
State pursuant to a transaction not subject to the Sales Tax. A separate rate of 12% is charged on the
occupancy of hotel rooms. The tax rate for the Sales and Use Taxes is 6%. Various exemptions from the Sales
and Use Taxes are provided, based on the nature, use or price of the property or services involved or the
identity of the purchaser. Tax returns and accompanying payments with respect to revenues from these taxes
are generally due monthly on or before the last day of the month next succeeding the taxable month.

Corporation Business Tax. The Corporation Business Tax is imposed on any corporation, joint stock
company or association, any dissolved corporation that continues to conduct business, any electric distribution
company or fiduciary of any of the foregoing which carries on or has the right to carry on business within the
State or owns or leases property or maintains an office within the State or is a general partner in a partnership
or a limited partner in a limited partnership, except an investment partnership, that does business, owns or
leases property or maintains an office within the State. Certain financial services companies are exempt from
this tax. For taxable years commencing on or after January 1, 1999, this exemption extends to domestic
insurance companies. The Corporation Business Tax provides for three methods of computation. The
taxpayer’s liability is the greatest amount computed under any of the three methods.

The first method of computation is a tax measured by the net income of a taxpayer (the “Income-Base
Tax”). Net income means federal gross income with limited variations less certain deductions, most of which
correspond to the deductions allowed under the Internal Revenue Code of 1986, as amended from time to time.
The Income-Base Tax had been levied at the rate of 10.75% in 1996 and was phased down over subsequent
years to 7.5% for taxable years commencing on and after January 1, 2000. The second method of computing
the Corporation Business Tax is an alternative tax on capital. This alternative tax is determined either as a
specific maximum dollar amount or at a flat rate on a defined base, usually related in whole or in part to its
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capital stock and balance sheet surplus, profit and deficit. The third method of computing the Corporation
Business Tax is the minimum tax which is a flat $250. Corporations must compute their tax liability under all
three methods, determine which calculation produces the greatest tax, and pay that amount to the State. Public
Act No. 02-1 of the May ot Special Session instituted a $250 charge on LLCs, LLPs and S corporations, and
limited corporation credits from reducing tax liability by more than 70%. Public Act No. 02-4 of the May ot
Special Session extended the tax to single-member LLCs that are not considered entities separate from their
owners for federal tax purposes.

Other Taxes. Other tax revenues are derived from inheritance taxes, taxes on gross receipts of
hospitals until April 1, 2000, taxes on public service companies, taxes on net direct premiums of insurance
companies, taxes on oil companies, cigarette and alcoholic beverage excise taxes, real estate conveyance taxes,
taxes on admissions and dues and other miscellaneous tax sources.

Federal Grants. Federal grants in aid are normally conditioned to some degree, depending upon the
particular program being funded, on resources provided by the State. More than 99% of unrestricted federal
grant revenue is expenditure driven. The largest federal grants in fiscal 2002 were made for the purposes of
providing medical assistance payments to the indigent and temporary assistance to needy families. The State
also receives certain restricted federal grants which are not reflected in annual appropriations but which
nonetheless are accounted for in the General Fund. In addition, the State receives certain federal grants which
are not accounted for in the General Fund but are allocated to the Transportation Fund, various Capital Project
Funds and other funds.

Other Non-Tax Revenues. Other non-tax revenues are derived from special revenue transfers; Indian
gaming payments; licenses, permits and fees; sales of commodities and services; rents, fines and escheats;
investment income; other miscellaneous revenue sources; and designated Tobacco Settlement Revenues.

General Fund Expenditures

Appropriated and Historical Expenditures

Fiscal 2002 and 2003 Appropriated Expenditures. State expenditures are categorized for budget and
appropriation purposes under ten functional headings, with expenditures by agency generally shown as
subheadings in the following functional categories, listed in order of magnitude of expenditure for the current
budget biennium: Human Services; Education, Libraries and Museums; Non-Functional (debt service and
miscellaneous expenditures including fringe benefits); Health and Hospitals; Corrections; General
Government; Judicial; Regulation and Protection of Persons and Property; Conservation and Development;
and Legislative. State expenditures for Department of Transportation functions are paid from the
Transportation Fund, not the General Fund.

Appropriated expenditures included in adopted budgets for fiscal years ending June 30, 2002 and June
30, 2003, estimated final budget expenditures for the fiscal year ending June 30, 2002 based on information
contained in the Comptroller’s September 30, 2002 preliminary Annual Report and the estimated expenditures
for the fiscal year ending June 30, 2003 based on information contained in the Office of Policy and
Management’s letter to the Comptroller dated November 20, 2002 are set forth in Appendix III-E to this
Annual Information Statement. A summary of appropriated General Fund expenditures for the fiscal years
ending June 30, 2002 and June 30, 2003 is set forth below.
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(a) The pie charts reflect the total listed expenditures of $11,997.7 for 2001-2002 and $12,343.7 for 2002-2003, and do not
reflect adjustments for unallocated lapses of $103.9 for 2001-2002 and $251.9 for 2002-2003. See Appendix III-E for

(b) Other expenditures are comprised of appropriations for Regulation and Protection, Conservation and Development and

Appropriated General Fund Expenditures (In Millions)

Appropriated Expenditures 2001-2002

$11,893.9 @

r~

Human Services $3,494 .4
Education, Libraries and Museums 2,772.3
Non-Functional 2,190.5
Health and Hospitals 1,213.6
Corrections 1,085.5
General Government 462.7
Judicial 384.1
Other Expenditures® 394.6

29.1%
23.1%
18.3%
10.1%
9.0%
3.9%
3.2%
3.3%

anticipated adjustments to appropriated expenditures.

Legislative.

B man Services
Education, Libraries and Museums 2,810.3

Appropriated Expenditures 2002-2003
$12,091.8 (a)

Non-Functional 2,258.6
Health and Hospitals 1,246.4
Corrections 1,132.0
General Government 451.9
Judicial 395.9
Other Expenditures® 361.2

SOURCE: Special Act No. 01-1 of the June Special Session and Public Act No. 02-1 of the May Special Session.
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Historical General Fund Expenditures. Actual General Fund expenditures for the fiscal years 1998
through 2002 are set forth in Appendix III-D to this Annual Information Statement. A summary of the
composition of General Fund expenditures for last five fiscal years is illustrated below:

3,500,000 - -
3,250,000 —+ =
3,000,000 H = ﬂ]:l]] Human Services
2,750,000 -H % f E Education, Libraries
- = = and Museums
2,500,000 -H £ £ 5
= £ £ = . Non-Functional
2,250,000 |l £ g g £ o
= = = = [  Health and Hospitals
2,000,000 HIE g
1,750,000 H i = I:I Corrections
1,500,000 II]]]]]]]]] General Government
1,250,000 -+ E e
5 Judicial
1,000,000 = g 2
= & & 5
750,000 H 2 B 2 z Other Expenditures®
X X : :
500,000 H 2 5 2 2
& & & 5
% 2 & 5
250,000 H 2 2 g g
5 5 y 2
0 Z z [ =
1998 1999 2000 2001 2002
General Fund Expenditures By Function®
Fiscal Year Ending June 30
(In Thousands)
2002
1998 1999 2000 2001 (Unaudited)
Human Services ........ccovevevenenenennns $ 3,371,318 $ 3,231,095 $ 3,430,561 $ 3,537,462 $ 3,589,653
Education, Libraries and Museums .... 2,240,437 2,411,479 2,637,518 3,007,391 2,847,540
Non-Functional ..........ccccocevenenenenene 1,626,622 1,705,133 1,954,711 2,019,041 2,182,512
Health and Hospitals.. 817,777 905,529 1,005,233 1,092,361 1,198,335
Corrections................. 762,917 845,239 957,555 999,052 1,068,183
General Government.. 404,279 594,847 566,310 511,430 527,287
Judicial ....c.coeverennene 232,340 266,043 309,319 338,568 376,813
Other Expenditures(b) 194.156 201.444 339.697 377.395 396,703
TOtalS .o $ 9,649,846 $ 10,250,809 $ 11,200,904 $ 11,882,700 $ 12,187,026

(a) The bar graphs and amounts listed do not reflect expenditure of restricted federal and other grants. See Appendix III-D for
total expenditures.

(b) Other expenditures are comprised of expenditures for Regulation and Protection, Conservation and Development, and
Legislative, and in some years, certain Transportation expenditures.

SOURCE: 1998, 1999, 2000 and 2001 Annual Reports of the State Comptroller; 2002 preliminary Annual Report of
the State Comptroller.
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Components of Expenditures

Human Services. Virtually all of the State expenditures for Human Services are allocated to the
Department of Social Services for various programs and services, including Medicaid payments, Temporary
Assistance to Families, and General Assistance payments.

Education, Libraries and Museums. Based upon the adopted budget for the 2002-2003 fiscal year,
approximately 71% of the State expenditures for Education, Libraries and Museums is allocated to the
Department of Education, with the largest share consisting of payments to local governments. The remaining
29% consists of expenditures for higher education (including the University of Connecticut, the Connecticut
State University System and Regional Community-Technical Colleges), the Teachers’ Retirement Board, the
State Library and services for the blind and deaf.

Non-Functional. Non-Functional State expenditures consist of debt service payments, State
employee fringe benefit accounts and other miscellaneous appropriations.

Health and Hospitals. State expenditures for Health and Hospitals are allocated primarily for
programs and services provided by the State Departments of Public Health, Mental Retardation, and Mental
Health and Addiction Services.

Corrections. Appropriations to the State Department of Correction and the Department of Children
and Families comprise the largest portion of State expenditures for Corrections. Other expenditures include
expenses of the Board of Pardons, the Board of Parole, and the County Sheriffs.

General Government. State expenditures for General Government may be classified into three
general categories: executive, financial administration and legal, the largest of which is expenditures for
financial administration. Such expenditures are primarily for salaries and other miscellaneous expenses of
various State departments.

Judicial. Judicial expenditures are comprised of salaries, expenses and payments for special programs
of the Judicial Department and the Public Defender Services Commission.

Regulation and Protection. State expenditures for Regulation and Protection consist primarily of
appropriations to the Department of Public Safety for salaries, equipment, training and other services and
expenses. Other agencies and programs for which appropriations are made include the Police Officer
Standards and Training Council, the Board of Firearms Permit Examiners, the Military Department, the
Commission on Fire Prevention and Control, the Department of Consumer Protection, the Department of
Labor, the Commission on Human Rights and Opportunities, the Office of Protection and Advocacy for
Persons with Disabilities and the Office of the Child Advocate.

Conservation and Development. State expenditures for Conservation and Development fall into three
general categories: agriculture; development of historical sites, commerce and industry; and environment, the
latter accounting for approximately 56% of all appropriations for Conservation and Development based upon
the adopted budget for the 2002-2003 fiscal year.

Legislative. Legislative expenditures are comprised primarily of salaries, equipment and other
expenses necessary for Legislative Management and the Auditors of Public Accounts.
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Expenditures by Type

General Fund appropriations and the State expenditures to which they relate are divided for both
administrative and budgetary purposes among appropriation account categories based on the type of
appropriation. Appropriation account types may be grouped conceptually into two broad categories: payments
to third parties and costs of State administration. Payments to third parties consist of two major appropriation
account types: payments to local governments, and payments to parties other than local governments (which
include debt service payments). Such payments to third parties amount to approximately 62% of total General
Fund appropriations under the adopted budget for the 2002-2003 fiscal year. Costs of State administration
consist of three major appropriation account types: personal services, equipment, and other expenses. These
expenditures are used directly to operate the facilities and programs of State agencies and include such items as
salaries, wages, pension and other benefits for State employees; utility and fuel costs; food; institutional and
office supplies; equipment; rent for office space and other facilities; and other current expenses.
Appropriations for costs of State administration represent approximately 38% of all General Fund
appropriations under the adopted budget for the 2002-2003 fiscal year.

Appropriations categorized as payments to third parties are generally referred to for budgetary
purposes as “fixed charges.” Contractually required payments to third parties include debt service payments.
Statutorily required payments to third parties include grants to local governments and individual beneficiaries
under a wide variety of programs established by statute. The amount of such payments is generally either
specifically set forth in the statutes in question or is calculated in accordance with a formula set forth in such
statutes. Despite the characterization of these statutorily determined payments to third parties as “fixed
charges,” the Governor’s budgetary recommendations routinely include proposed modifications in the amounts
and formulas for calculating the amounts of such appropriations, and such modifications are often, in fact,
adopted by the General Assembly. A summary of fixed charges is shown in Table 1. This summary includes
a breakdown of total fixed charges into payments to local governments and total payments, as well as
information as to the most significant types of expenditures in each category.

TABLE 1

Fixed Charges - General Fund
Summarized by Function of Government and Expenditure Category
Including Major Expenditure Items

(In Thousands)
Fiscal Year 2001* Fiscal Year 2002* Fiscal Year 2003
(Actual) (Actual/Unaudited) (Appropriated)
Payments Payments Payments
Total to Local Total to Local Total to Local
Payments Governments Payments Governments Payments Governments
LEGISLATIVE
Total — Legislative .......cceevveeeininieininiecenene 243 0 255 0 261 0
GENERAL GOVERNMENT
One Time Surplus Revenue Sharing.................... 34,000 34,000 31,250 31,250 0 0
Property Tax Relief Elderly Circuit
Breaker ..ouoevevieeieieieeeeeeeeeee e 20,562 20,562 20,337 20,337 22,000 22,000
P.IL.O.T. — New Manufacturing
Machinery and Equipment.............cccceeeervenene. 76,145 76,145 76,459 76,459 71,725 71,725
Undesignated 56,983 34,230 64,906 39,805 42,054 27,801
Total — General Government 187,690 164,937 192,952 167,851 135,779 121,526
REGULATION AND PROTECTION
Total — Regulation and Protection.................... 424 0 313 0 275 0
CONSERVATION AND DEVELOPMEN
Total — Conservation and Development................... 11,173 5,143 11,371 5,143 7,829 0
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Fiscal Year 2001* Fiscal Year 2002* Fiscal Year 2003
(Actual) (Actual/Unaudited) (Appropriated)
Payments Payments Payments
Total to Local Total to Local Total to Local
Payments Governments Payments Governments Payments Governments

HEALTH AND HOSPITALS
Employment Opportunities and Day Services

(Department of Mental Retardation)...........c..c....... 99,353 0 109,067 0 115,533 0
Community Residential Services

(Department of Mental Retardation)...................... 218,254 0 236,737 0 242,809 0
Grants for Substance Abuse Services ...
Grants for Mental Health Services..... 73,909 0 74,551 0 73,754 0
Undesignated..........ccccevereennennen. 71,448 10,190 68,241 10,661 65,428 10,075

Total — Health and Hospitals .........ccccceverireenene 462,694 10,190 488,596 10,661 497,524 10,075
TRANSPORTATION

Total — Transportation .............ccceeeeeevvenenerveennenne 34,857 34,857 34,857 34,857 0 0
HUMAN SERVICES
MediCaid......coveereeerieeiieeie et 2,372,994 0 2,547,092 0 2,629,568 0
Old Age Assistance .. 29,823 0 29,540 0 30,100 0
Aid to the Disabled..................... 58,430 0 56,022 0 57,539 0
Temporary Assistance to Families............... 23,651 0 0 0 0 0
Temporary Assistance to Families — TANF............... 124,051 0 137,708 0 132,117 0
Connecticut Pharmaceutical Assistance

Contract to the Elderly.........cccccoceviiiiinininnnncnenne 37,862 0 41,896 0 63,906 0
Medicaid — Disproportionate Share — Mental Health...... 151,000 0 105,935 0 105,935 0
Connecticut Home Care Program............ccccecueeenenee. 21,411 0 19,671 0 27,186 0
Child Care Services —- TANF/CCDBG . 106,642 0 121,587 0 112,854 0
Housing/Homeless Services ..........cccceovevuenuene 18,143 0 20,959 0 23,539 0
Disproportionate Share — Medical

Emergency Assistance............cc..c..... 205,487 0 85,000 0 76,725 0
State Administered General Assistance 94,066 0 105,306 0 105,054 0
Undesignated..........coeverienienenennnennene 81,778 14,595 90,603 5,391 81,489 5,457

Total — Human Services..........ccccoeveeevvieeecveeennenn. 3,325,338 14,595 3,361,319 5,391 3,446,012 5,457
EDUCATION, LIBRARIES AND MUSEUMS
School Construction Grants........... 292,713 292,713 48,076 48,076 0 0
Transportation of School Children. 45,939 45,939 47,948 47,948 45,410 45,410
Education Equalization Grants 1,384,627 1,384,627 1,453,330 1,453,330 1,516,250 1,516,250
Priority School Districts ............. 20,058 20,058 80,346 80,346 81,622 81,622
Excess Cost — Student Based.........ccccooeeeeevvvvieeeeennnn. 58,399 58,399 66,820 66,820 66,000 66,000
Early Reading SUCCESS.......coeveerienerieiinieniieiereee 20,572 20,572 2,032 2,032 2,236 2,236
Magnet Schools ........cceevereeerinienne. 29,891 29,891 32,568 32,568 44,776 44,776
Teachers’ Retirement Contributions .. 214,666 0 204,511 0 179,824 0
Undesignated.........cccoeeevenenencnenene 212,975 107,834 189,162 80,046 156,750 58,004

Total — Education... 2,279,840 1,960,033 2,124,793 1,811,166 2,092,868 1,814,298
CORRECTIONS
Board and Care for Children — Adoption................... 30,832 0 37,859 0 40,738 0
Board and Care for Children — Foster.......... 71,381 0 73,935 0 78,921 0
Board and Care for Children — Residential .. 114,783 0 130,074 0 127,824 0
Undesignated.........cococeeevenenenenenencnenenen. 67,948 0 81,280 0 94,662 0

Total — COITECHONS ...eeeeeeeeeiieeeeeeeeeeeeeeeneeee e 284,944 0 323,148 0 342,145 0
NON FUNCTIONAL
Debt Service (Including UConn 2000 and

CHEFA Day Care Security) ........c.ccocevveecveruenennene 975,875 0 992,071 0 1,023,378 0
Reimbursement to Towns for Loss of

Taxes on State Property ...........cocceveevvevenenviencnenne 64,759 64,759 66,059 66,059 64,959 64,959
Reimbursement to Towns for Loss of

Taxes on Private Tax-exempt Property.................. 97,163 97,163 100,932 100,932 100,932 100,932
Undesignated ..........oocvevererierienenieieseneeieseseeeee 644 0 681 0 871 0

Total — Non Functional............cccecveeeveeereeenieennenns 1,138.441 161,922 1,159,743 166,991 1,190,140 165,891
Total — Fixed Charges..........ccoceeeevuerienienieneninieniene 7,725914 2,351,677 7,697,347 2,202,060 7,712,833 2,117,247

* Includes funds carried forward from the previous fiscal year.

Expenditure column.

SOURCE: Office of Policy and Management
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Fiscal Year 2001-2002 Operating Results

The adopted budget for the 2001-2002 fiscal year anticipated General Fund revenues of $11,894.1
million and General Fund expenditures of $11,894.0 million resulting in a projected surplus of $0.1 million.
Appendix III-D and Appendix III-E show the results for the 2001-2002 fiscal year per the Comptroller’s
September 1, 2002 preliminary Annual Report. This report indicates that General Fund revenues were
$10,845.4 million and that General Fund expenditures and miscellaneous adjustments were $11,662.5 million,
resulting in a deficit of $817.1 million for the 2001-2002 fiscal year. Per Section 4-30a of the Connecticut
General Statutes, the balance of $594.7 million credited to the Budget Reserve Fund was deemed to be
appropriated for the purpose of funding the deficit. Under the provisions of Special Act No. 02-1, Section 111
of the May 9, 2002 Special Session, the remaining deficit balance of $222.4 million will be financed by the
issuance of five year Economic Recovery Notes.

Midterm Budget Adjustments for Fiscal 2002-03:

On July 1, 2002, the Governor signed Public Act No. 02-1 of the May ot Special Session of the
General Assembly, which constitutes the Midterm Budget Adjustments for fiscal year 2002-2003. The
adopted Midterm Budget Adjustments anticipate General Fund expenditures of $12,091.8 million or a
reduction of $339.6 million from the originally adopted fiscal year 2002-2003 budget plan.

The more significant revenue changes that were enacted in support of the adopted budget include the
following modifications: (1) a 61 cent increase in the cigarette tax from $0.50 cents per pack to $1.11 per pack
effective April 3, 2002, which was expected to result in $129.3 million in additional anticipated revenue from
cigarette and sales taxes, (2) imposition of a $250 tax on certain business entities and limitations on the use of
corporate tax credits that was expected to yield $58.5 million, (3) a deferral on the phase-in of previously
enacted tax changes was expected to raise $35.6 million, (4) enhanced management of unclaimed property to
be escheated to the State, which was expected to yield $35.0 million, (5) reduced general fund revenue
transfers to other funds, which was expected to result in $24.8 million in savings, (6) a tax amnesty program
which was expected to raise $22 million, (7) conversion of an HMO tax credit under the insurance premiums
tax to an appropriation which was expected to yield an additional $15.6 million, and (8) transfers from other
funds of the State, quasi-public agencies, and proceeds from the Anthem demutualization which were expected
to yield $300.1 million.

For fiscal year 2002-2003, the enacted Midterm Budget Adjustments reduced $339.6 million in
General Fund appropriations from the originally enacted budget. The more significant reductions included:
(1) an additional $94 million in unallocated statewide lapses, (2) debt service savings of $36.8 million, (3)
removal of the town aid road grant from the general fund totaling $35 million, (4) authorizing the Governor to
undertake extraordinary rescission authority of no more than $35 million, (5) reduced State contributions to the
teachers’ retirement fund by $34.9 million, (6) reductions of $23.6 million to the constituent units of higher
education, (7) $21 million in reductions to various education grants, (8) a freeze on hiring and managerial pay
increases expected to save $18.0 million, and (9) $16.8 million in anticipated savings due to changes in
purchasing reimbursement for pharmacy services.

Pursuant to Article XXVIII of the Amendments to the Constitution of the State of Connecticut and
Section 2-33a of the Connecticut General Statutes, the Midterm Budget Adjustments for fiscal year 2002-2003

were $376.2 million below the expenditure cap.

During the August 2002 Special Session of the General Assembly various bills were approved to
implement the 2002-2003 Midterm Budget Adjustments. They included reducing the net amount of bond
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authorizations which took effect in the 2002-2003 fiscal year, approving certain bond authorizations which
would take effect in fiscal year 2003-2004 and increasing the bond authorization for the University of
Connecticut, which will take effect beginning in the 2004-2005 fiscal year.

Fiscal Year 2002-2003 Operations:

The adopted Midterm Budget Adjustments for the 2002-2003 fiscal year anticipate General Fund
expenditures of $12,091.8 million. Per Section 3-115 of the Connecticut General Statutes, the State’s fiscal
position is reported monthly by the Comptroller. This report compares the revenues already received and the
expenditures already made to estimated revenues to be collected and estimated expenditures to be made during
the balance of the fiscal year. Per the Comptroller’s monthly report for the period ending July 31, 2002, based
on the Office of Policy and Management estimate, in a letter to the Governor, there was an estimated $281.5
million budget deficit for the 2002-2003 fiscal year. This estimated deficit of $281.5 million is 2.3% of net
General Fund Appropriations. Per Section 4-85 of the Connecticut General Statutes, whenever the cumulative
monthly financial statement issued by the Comptroller indicates a projected General Fund deficit greater than
one percent of the total General Fund appropriations, the Governor is required within thirty days to file a report
with the joint standing committee of the General Assembly on appropriations and on finance, revenue and
bonding. The report shall include a deficit mitigation plan that the Governor shall implement to modify agency
allotments to the extent necessary to prevent a deficit. Should such plan result in a reduction of more than five
percent of total appropriations, approval of the General Assembly would be required. In anticipation of this
plan, the Governor instructed the Secretary of the Office of Policy and Management to review all allotments in
force to determine if enough reductions could be made to prevent a deficit.

During the review process, the 2002-2003 fiscal year deficit was forecasted to increase as anticipated
revenues declined and expenditures increased. Per the Comptroller’s monthly report for the period ending
August 31, 2002, based on the Office of Policy and Management’s estimate, in a letter to the Governor, there
was an estimated $330.1 million budget deficit for the 2002-2003 fiscal year. The estimated deficit of $330.1
million was 2.7% of net General Fund Appropriations. After careful analysis, the Office of Policy and
Management determined that neither the general authority granted to the Governor under Section 4-85(b) of
the Connecticut General Statutes nor the special authority granted in Section 52 of Public Act No. 02-1 of the
May 9, 2002 Special Session would generate enough savings to close the deficit. The major reductions already
made in the current fiscal year adjusted budget line items occurred disproportionately in areas that lie within
the Governor’s recission authority. Given the Office of Policy and Management’s determinations, rather than
implement a plan of allotment reductions that would not adequately address the deficit, in a letter dated
September 27, 2002, the Governor requested that legislative leadership begin a dialogue to discuss spending
reductions.

Pursuant to Section 4-66 of the Connecticut General Statutes, the Office of Policy and Management
provides estimates of revenues and expenditures for the current fiscal year by the twentieth day of each month
to the Comptroller for use by the Comptroller in preparing the Comptroller’s monthly report. In the monthly
estimates provided by the Office of Policy and Management on November 20, 2002, as of October 31, 2002
General Fund revenues are estimated at $11,835.1 million, General Fund expenditures and miscellaneous
adjustments are estimated at $12,226.0 million, and the General Fund deficit for the 2002-2003 fiscal year is
estimated at $390.9 million as outlined in Appendix III-E. On December 2, 2002, the Comptroller estimated a
General Fund deficit of $414.9 million for the 2002-2003 fiscal year. On November 12, 2002, the Office of
Fiscal Analysis had estimated a General Fund deficit of $495.5 million for the 2002-2003 fiscal year, and
indicated that the deficit could be greater if economic conditions deteriorate or if the anticipated $94 million
lapse is not fully achieved.
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The above projections are only estimates and the information in Appendix III-E, in the monthly letter
of the Office of Policy and Management to the Comptroller, in the Comptroller’s monthly reports and in the
Office of Fiscal Analysis Budget Projections contains only estimates and no assurances can be given that
subsequent estimates or actions of the General Assembly will not indicate changes in the final result of the
fiscal year 2002-2003 operations of the General Fund.
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General Fund Budget History

Table 2 summarizes the results of operation of the General Fund on the budgetary-basis. Summaries

of actual revenues and expenditures on the budgetary (modified cash) basis for the fiscal years 1998 through
2002 are set forth in Appendix ITI-D to this Annual Information Statement.

TABLE 2

General Fund
Summary of Operating Results — Budgetary (Modified Cash) Basis

(In Millions)
Fiscal Years Ended June 30
1998 1999 2000 2001 2002
(Unaudited)
Total General Fund Revenues™ ..............coccoovvuenae. $10,142.2 $10,616.4 $11,213.6 $11,985.5 $10,845.4
Net-Appropriations/Expenditures®™ ..............cc........ 9,829.3 10,544.6 10,913.2 11,954.89  11,662.5
Operating Surplus/(Deficit).................cc..coocovve..... $ 31299 ¢ 7189 § 3004 §  30.7® $ (817.)™
(a) Does not include Restricted Accounts and Federal and Other Grants. See Appendix III-D-6.
(b) Does not include expenditures for Restricted Accounts and Federal and Other Grants. Includes Amounts Reserved for Prior

©
(d)

(e
69)

(2)
(h)

Year Appropriations Less Appropriations Carried Forward and Other Adjustments. See Appendix III-D.

Does not include expenditures which were financed from fiscal year 2000 reserves for debt avoidance.

$161.7 million of the operating surplus was reserved for transfer to the Budget Reserve Fund while the remaining $151.2
million was reserved for the retirement of bonded debt.

$30.5 million of the operating surplus was reserved for transfer to the Budget Reserve Fund while the remaining $41.3
million was reserved for the retirement of bonded debt.

$34.9 million of the operating surplus was reserved for transfer to the Budget Reserve Fund while the remaining $265.5
million was reserved for debt avoidance.

$30.7 million of the operating surplus was reserved for transfer to the Budget Reserve Fund.

$594.7 million from the Budget Reserve Fund was applied to partially fund the deficit. The remaining deficit balance will be
financed through the issuance of economic recovery notes.

SOURCE: Comptroller’s Office
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Table 3 shows the reconciliation of the actual operations surplus (deficit) under the budgetary
(modified cash) basis to the GAAP basis of accounting. Adopted GAAP based financial statements for fiscal
year 2001 are included in Appendix III-C.

TABLE 3

General Fund
Summary of Operating Results — Budgetary (Modified Cash) Basis vs. GAAP Basis

(In Millions)
Fiscal Years Ended June 30
1998 1999 2000 2001 2002
(Unaudited)®
Modified Cash Basis Operating Surplus/(Deficit)..... $312.9 $ 71.8 $ 300.4 $ 30.7
Adjustments:
Increases (decreases) in revenue accruals:
Governmental Receivables .............cccceeeeveeennnns (35.2) 56.3 59.8 80.0®
Other Receivables...........cccccovvieeiiiiiciiineciieeens (35.7) (21.4) 15.5 (15.1)
(Increases) decreases in expenditure accruals:
Accounts Payable and Other Liabilities............. 60.6 (49.7) (161.5) (115.8)®
Salaries and Fringe Benefits Payable................. (6.5) (33.7) 120.8 (14.1)
Increase (decrease) in Continuing (289.8)
APPIOPIiationS ...cecuveeveerieeiierieeniieeieenieeeieenieeenee 180.5 294.1 334.0
Reclassification of equity adjustments (85.8) (142.5) (118.1) (266.5)
GAAP Based Operating Surplus/(Deficit) ......ceceesenee $390.8 $174.9 $ (729 $ 332

(a) In footnote 2 of the General Purpose Financial Statements in Appendix III-C, $92.4 million of governmental revenues have
been netted against accounts payable and other liabilities expenditures.

(b) Since GAAP-based financial statements for fiscal year 2002 are not yet available, figures for this column could not be
determined.

SOURCE: Comptroller’s Office

Table 4 sets forth on the budgetary (modified cash) basis the actual cumulative unreserved fund
balance (deficit) for the General Fund for the last five fiscal years.

TABLE 4

General Fund
Unreserved Fund Balance — Budgetary (Modified Cash) Basis

(In Millions)
Fiscal Years Ended June 30
2002
1998 1999 2000 2001 (Unaudited)
Operating Surplus/Deficit......................cccooverrrennnne. $312.9 $71.8 $300.4 $30.7 $(817.1)
Fund Transfers and Reserves
Transfers to Budget Reserve Fund......................... 161.7 30.5 349 30.7 --
Transfers from Budget Reserve Fund................ -- -- -- -- 594.7
Economic Recovery Note Debt Retirement........... -- -- -- -- --
Reserve for Debt Service Appropriation................ 151.2 41.3 -- -- --
Reserve for Debt Avoidance -- -- 265.5 -- --
Total Transfers/Reserves ........cccceveeveereeieniennenne 312.9 71.8 300.4 30.7 594.7
Unreserved Fund Balance
Surplus/(deficit) ...........ccocoeveviinininiiiieeee $ 00 $ 00 $ 00 $ 0.0 $(222.4)

SOURCE: Comptroller’s Office
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Table 5 shows the reconciliation of the actual cumulative unreserved Fund balance (deficit) under the
modified cash basis to the GAAP basis of accounting for the last five fiscal years.

TABLE 5

Unreserved Fund Balance — Budgetary (Modified Cash) Basis vs. GAAP Basis
(In Millions)

Fiscal Years Ended June 30

1998 1999 2000 2001 2002
(Unaudited)®™

Unreserved Fund Balance (Deficit)

Modified Cash Basis $ 00 $ 00 $ 00 $ 00
GAAP Based Adjustments

Continuing Appropriations Available for

GAAP Liabilities .....ccceevvevveecieereerieeieeens — 141.8 35.0 25.4
Additional Assets
Taxes Receivable
Income Tax Accrual Reduction................. (149.9) (170.0) (151.3) (194.1)
Eliminate Corporation Accrual.................. (29.1) (22.1) (19.5) (23.3)
Additional Taxes Receivable..................... _ 8.1 ~ 50 4.0 7.0
Net Increase (Decrease) Taxes (170.9) (187.1) (166.8) (210.4)
Net Accounts Receivable............ccccveuenneen. 194 29.7 76.2 83.8
Federal and Other Grants Receivable® ........ 383.4 428.4 435.7 525.8
Due From Other Funds............cc.ccceevinennn.n. 13.1 79 4.8 7.2
Total Additional ASSEts .........ccoevvveevennene $245.0 $278.9 $349.9 $406.4
Additional Liabilities
Salaries and Fringe Payable.............c.ccoc..e. (240.7) (279.9) (158.0) (173.4)
Accounts Payable—Department of
Social Services.....coevvervirrreeriieeiierieeiieenns 479.4) (525.7) (676.7) (773.3)
Accounts Payable—Trade & Other (125.4) (142.1) (175.6) (191.2)
Payable to Local Governments..................... (.1) - - -
Payable to Federal Government.................... (90.6) (72.0) (48.8) (72.6)
Due to Other Funds.........ccccoovveeviiieciiiennnen. 3.1) 3.7 (.8) A3.D
Total Additional Liabilities..................... $(939.3)  $(1,023.4) $(1,059.9) $(1,213.6)
Unreserved Fund Balance (Deficit)
GAAP BaSis........cccoverieieieeeeeeeeen $(694.3) $ (602.7) $ (675.00 $ (781.8)

(a) Primarily reimbursement for additional liabilities accrued to federal grant accounts or programs with federal
participation, e.g., Medicaid.

(b) Since GAAP-based financial statements for fiscal year 2002 are not yet available, figures for this column could not
be determined.

SOURCE: Comptroller’s Office
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Table 6 sets forth on a GAAP basis the components of the fund balance for the General Fund for the

last five fiscal years.

TABLE 6
General Fund Fund Balances-GAAP Basis
(In Millions)
Fiscal Years Ended June 30
1998 1999 2000 2001
Reserved:
Petty Cash.....ocoeveeeeeiiirerieeieeecceeeene $ 11 $ 11 $ 1.0 $ 1.0
Budget Reserve 498.6 529.1 564.0 594.7
Advances to Other Funds .............ccc...... - - 5.0 6.6
Debt Avoidance.........ccceeeevveeeiieeeecieeeenns - - 265.5 249.3
INVentories.........cceeeeeveeeecveeeeiee e, 34.3 34.3 37.7 36.2
Continuing Appropriations............c........... 372.3 526.4 343.5 687.0
Debt SErVICE .....oovveeeveereeeeeeeeeeeeeeveeenen 232.1 131.3 13.2 20.7
TOtAl oo 1,138.4 1,222.2 1,229.9 1,595.5
Unreserved: (694.3) (602.7) (675.0) (781.8)
Total Fund Balance $ 444.1 $ 619.5 $ 554.9 $ 813.7

2002
(Unaudited)®

(a)  Since GAAP-based financial statements for fiscal year 2002 are not yet available, figures for this column could not

be determined.

SOURCE: Comptroller’s Office
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STATE DEBT

Constitutional Provisions

The State has no constitutional limit on its power to issue obligations or incur debt other than it may
borrow only for public purposes. There are no reported court decisions relating to State bonded debt other than
two cases validating the legislative determination of the public purpose for improving employment
opportunities and related activities. The State Constitution has never required a public referendum on the
question of incurring debt. Therefore, State statutes govern the authorization and issuance of State debt,
including the purpose, amount and nature thereof, the method and manner of the incurrence of such debt, the
maturity and terms of repayment thereof, and other related matters.

Types of State Debt

Pursuant to various public and special acts the State has authorized a variety of types of debt. These
types fall generally into the following categories: direct general obligation debt, which is payable from the
State’s General Fund; special tax obligation debt, which is payable from specified taxes and other funds which
are maintained outside the State’s General Fund; and special obligation and revenue debt, which is payable
from specified revenues or other funds which are maintained outside the State’s General Fund. In addition, the
State has a number of programs under which the State is contingently liable on the debt of certain State quasi-
public agencies and political subdivisions. See OTHER FUNDS, DEBT AND LIABILITIES for
information concerning debt and contingent liabilities on debt other than direct general obligation debt.

State Direct General Obligation Debt
General

Statutory Authorization and Security Provisions. In general, the State issues general obligation
bonds pursuant to specific statutory bond acts and Section 3-20 of the General Statutes, the State general
obligation bond procedure act. That act provides that such bonds shall be general obligations of the State and
that the full faith and credit of the State of Connecticut are pledged for the payment of the principal of and
interest on such bonds as the same become due. Such act further provides that, as a part of the contract of the
State with the owners of such bonds, appropriation of all amounts necessary for the punctual payment of such
principal and interest is made, and the Treasurer shall pay such principal and interest as the same become due.

There are no State Constitutional provisions precluding the exercise of State power by statute to
impose any taxes, including taxes on taxable property in the State or on income, in order to pay debt service on
bonded debt now or hereafter incurred. The constitutional limit on increases in General Fund expenditures for
any fiscal year does not include expenditures for the payment of bonds, notes or other evidences of
indebtedness. There are also no constitutional or statutory provisions requiring or precluding the enactment of
liens on or pledges of State General Fund revenues or taxes, or the establishment of priorities for payment of
debt service on the State’s general obligation bonds. There are no express statutory provisions establishing
any priorities in favor of general obligation bondholders over other valid claims against the State.

Statutory Debt Limit. Section 3-21 of the General Statutes provides that no bonds, notes or other
evidences of indebtedness for borrowed money payable from General Fund tax receipts of the State shall be
authorized by the General Assembly or issued except as shall not cause the aggregate amount of (1) the total
amount of bonds, notes or other evidences of indebtedness payable from General Fund tax receipts authorized
by the General Assembly but which have not been issued and (2) the total amount of such indebtedness which
has been issued and remains outstanding, to exceed 1.6 times the total estimated General Fund tax receipts of
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the State for the fiscal year in which any such authorization will become effective or in which such
indebtedness is issued, as estimated for such fiscal year by the joint standing committee of the General
Assembly having cognizance of finance, revenue and bonding. However, in computing the aggregate amount
of indebtedness at any time, there shall be excluded or deducted revenue anticipation notes having a maturity
of one year or less, refunded indebtedness, bond anticipation notes, borrowings payable solely from the
revenues of a particular project, the balances of debt retirement funds associated with indebtedness subject to
the debt limit as certified by the Treasurer, the amount of federal grants certified by the Secretary of the Office
of Policy and Management as receivable to meet the principal of certain indebtedness, all authorized and
issued indebtedness to fund any budget deficits of the State for any fiscal year ending on or before June 30,
1991 and for the fiscal year ending June 30, 2002, all authorized debt to fund the Connecticut Development
Authority’s tax increment bond program, and any indebtedness represented by agreements entered into
pursuant to certain provisions of the General Statutes, provided the indebtedness in connection with which
such agreements were entered into shall be included in such aggregate amount of indebtedness. For purposes
of the debt limit statute, all bonds and notes issued or guaranteed by the State and payable from General Fund
tax receipts are counted against the limit, except for the exclusions or deductions described above. In addition,
under Public Act No. 95-230 and Public Act No. 02-3, the amount of authorized but unissued debt for UConn
2000 and UConn 21st Century is limited to the amount permitted to be issued under the cap. See Types of
Direct General Obligation Debt — UConn 2000 Financing and UConn 21st Century Financing.

Under the General Statutes, the Treasurer is required to compute the aggregate amount of
indebtedness as of January 1 and July 1 each year and to certify the results of such computation to the
Governor and the General Assembly. If the aggregate amount of indebtedness reaches 90% of the statutory
debt limit, the Governor shall review each bond act for which no bonds, notes or other evidences of
indebtedness have been issued, and recommend to the General Assembly priorities for repealing authorizations
for remaining projects.

The total tax receipts for the fiscal year beginning July 1, 2002 as last estimated by the General
Assembly’s joint standing committee on finance, revenue and bonding, and the calculation of the debt limit,
the aggregate amount of outstanding debt and of authorized but unissued debt subject to such limit, and the
debt incurring margin, all as of November 1, 2002 is described in the following table.
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TABLE 7

Statutory Debt Limit
as of November 1, 2002

Total General Fund Tax Receipts(a) $ 8,147,500,000.00

Multiplier 1.60
Debt Limit $ 13,036,000,000.00
Outstanding Debt ® $ 8,354,704,903.52
Guaranteed Debt © 611,335,146.50
Authorized Debt @ 2.803,368.,055.00
Total Subject to Debt Limit $11,769,408,105.02
Less Debt Retirement Funds © $45,169,045.61
Aggregate Net Debt $11,724,239,059.41
Debt Incurring Margin $ 1,311,760,940.59

(a) Total General Fund Tax Receipts estimates for the 2002-2003 fiscal year were not adopted as part of the Midterm
Budget Adjustments. The estimate used in this table is the estimate provided by the Secretary of the Office of Policy
and Management on November 20, 2002. The estimate in the Comptroller’s monthly report of December 2, 2002 for
Total General Fund Tax Receipts was approximately $8,138,200,000.00. The Debt Limit using this estimate is
$13,021,120,000.00 which still allows for a Debt Incurring Margin of $1,296,880,940.59.

(b) See Table 8. Includes accreted value of capital appreciation bonds. Excludes UCONN 2000 Bonds, tax increment
financings, short term revenue anticipation notes and lease financings other than the Middletown courthouse.

(c) See OTHER FUNDS DEBT AND LIABILITIES - Contingent Liability Debt. Guarantees for certain outstanding
debt of Southeastern Connecticut Water Authority and UCONN 2000 Bonds. Excludes accreted value of UCONN
2000 capital appreciation bonds.

(d) Includes guarantee for UCONN 2000 Bonds authorized but unissued under cap on UCONN 2000 bonds for 2002-
2003 fiscal year.

(e) Includes debt service funds for self-liquidating debt issued to finance facilities at University of Connecticut and
Connecticut State University.

SOURCE: State Treasurer’s Office

State Bond Commission. The general obligation bond procedure act established the State Bond
Commission and empowers it to authorize the issuance of general obligation bonds for purposes and in
amounts and subject to other limits established by the legislature in a bond act. The Commission consists of
the Governor, the Treasurer, the Comptroller, the Attorney General, the Secretary of the Office of Policy and
Management, the Commissioner of the Department of Public Works, and the Co-Chairpersons and Ranking
Minority Members of the Joint Standing Committee on Finance, Revenue and Bonding of the General
Assembly. The Secretary of the Office of Policy and Management serves as secretary to the Commission.

Subject to satisfaction of certain conditions, the Commission may authorize the issuance of general
obligation bonds, by the approving vote of at least a majority of the Commission, upon a finding that such
authorization will be in the best interest of the State. Upon authorization, the principal amount of bonds so
authorized is deemed an appropriation of such amount for such purpose or project and, subject to allotment
thereof by the Governor, contracts may be awarded and obligations incurred with respect to the project or
purpose, in amounts not exceeding the authorized principal amount, notwithstanding the fact that the contracts
and obligations may at a particular time exceed the amount of the proceeds from the sale of such bonds
received by the State up to that time. The Commission also determines the terms and conditions of the bonds
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authorized or delegates such determination to the Treasurer. The Commission generally meets monthly in
formal session.

Types of Direct General Obligation Debt

Bond Acts. Pursuant to various public or special bond acts, the General Assembly empowers the State
Bond Commission to authorize bonds for a variety of projects or purposes. Each bond act is usually specific as
to its projects or purposes and the amount of bonds to be issued therefor, although each bond act may contain
several projects or purposes. Each bond act also usually sets forth a maximum maturity of the bonds.

The types of projects and purposes for which the State has authorized general obligation debt include
the following: acquisition, construction, renovation and improvement of buildings and facilities for State
departments and agencies, educational institutions, prisons, college and university facilities, library facilities
and courthouses, acquisition of development rights to preserve open space and farmland, and the provision of
grants and loans to promote economic development within the State. Some bonds authorized for university
and college facilities are self-liquidating, and certain fees and charges collected by the college or university are
set aside and used to service the debt on these bonds. Bonds are also authorized to fund a wide variety of grant
programs. Such grants are made to local governments for local school construction projects or to finance a
variety of local government, economic development, highway, bridge and other capital improvement projects.
Certain bonds are authorized to finance grants and loans to local housing authorities and developers of
affordable housing. Other general obligation debt finances grants and loans to municipalities for design and
construction of water pollution control facilities, in addition to loans that are financed under the State’s Clean
Water revenue bond program.

UConn 2000 Financing. In 1995 the General Assembly enacted Public Act No. 95-230, The
University of Connecticut 2000 Act. That act established the University of Connecticut as a separate corporate
entity and instrumentality of the State that is empowered to issue bonds and construct the infrastructure
improvements contemplated by the act for the University of Connecticut. The estimated costs of the
infrastructure improvements set forth in the act total $1,250 million, with $382 million scheduled to be
undertaken in fiscal years 1996-1999 (Phase I) and $868 million in fiscal years 2000-2005 (Phase IT). The act
authorizes the University to borrow money to finance the UConn 2000 projects, to finance cash flow deficits,
and to refund such financings. Such borrowings are to be general obligations of the University payable from
any revenues or assets of the University and may be secured by pledges of the University’s revenues or assets
other than mortgages.

The UConn 2000 projects are to be financed by $18 million general obligation bonds of the State and
$962 million bonds of the University which are secured by the State’s debt service commitment, which is an
annual amount for any debt service requirements when due and payable. Under the Act, appropriations of all
amounts of the State’s debt service commitment are made out of the resources of the State’s General Fund and
the State Treasurer is obligated to make such payments. For this reason, all general obligation borrowings by
the University are treated as part of the State’s general obligation debt. The amount of the University’s bonds
which are secured by the State’s debt service commitment is capped for each fiscal year, but any amount not
used may be carried forward to future fiscal years. The cap does not apply to bonds issued to finance any
special capital reserve fund or other debt service reserve fund, costs of issuance or capitalized interest. The
amount of bonds issued by the University and secured by the State’s debt service commitment and the amount
of bonds which are authorized to be issued in a fiscal year under the cap are counted against the State’s debt
limit. The aggregate cap for fiscal years 1996-1999 is $382 million, with the remaining cap of $580 million
spread over the fiscal years 2000-2005.

The form of master resolution for bonds secured by the State’s debt service commitment must be

approved by the State Bond Commission, as must any substantive amendment thereto. Each resolution
approved by the University to borrow money, including bonds secured by the State’s debt service
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commitment, may be rejected by the Governor within thirty days of submission. All borrowing by the
University is to be undertaken by the State Treasurer.

UConn 21st Century Financing. In 2002 the General Assembly enacted and the Governor signed
into law Public Act No. 02-3, An Act Concerning 21st Century UConn. That Act extended the existing
UConn 2000 financing program that is scheduled to end in 2005, to run for an additional 10 years from July 1,
2005 through June 30, 2015. The Act authorizes an additional 51 projects for a total estimated cost of $1,348
million for Phase IIT and increases UConn’s bonding authority in 2005 from $50 million to $100 million.

Of this total number of projects, 41 projects estimated to cost $1,043 million are for the Storrs and
regional campuses and 10 projects costing $305.4 million are for the UConn Health Center. The Act allows
the University to borrower an additional $1,250 million for Phase III, which is to be secured by the State’s debt
service commitment. It requires the State Bond Commission to approve the master resolution or indenture for
state-backed securities and eliminates UConn’s authority to issue securities to finance temporary deficits.

The total amount of University bonds and State general obligation bonds authorized by the Acts is
approximately $368 million less than the estimated costs of the infrastructure improvements set forth in the
Acts. This difference is expected to be addressed by capital cost reductions, deferring certain projects to a
future date, and by securing additional funding sources, such as private fundraising and special obligation
bonds. Special obligation bonds are to be secured by particular revenues of the University pledged therefore,
are not subject to the cap on the University’s general obligation bonds and are not counted against the State’s
debt limit.

Special obligation bonds are not secured by the State’s debt service commitment, but may be secured
by a special capital reserve fund which the State undertakes to restore to its minimum level. See OTHER
FUNDS, DEBT AND LIABILITIES - Contingent Liability Debt - Special Capital Reserve Funds. Before
issuing special obligation bonds secured by such a special capital reserve fund, the act requires the board of
trustees of the University to determine that project revenues, other than those derived from the State’s debt
service commitment and the State’s minimum operating provision, are estimated to be sufficient to pay the
debt service on the special obligation bonds, to maintain reserves and to operate the physical infrastructure of
the University. The act requires the Treasurer to confirm that such determination is not unreasonable or
arbitrary. The University may also issue special obligation bonds which are not secured by such a special
capital reserve fund.

Lease Financing. The State has issued certificates of participation for the development of
government facilities and an energy facility at a juvenile training school, based upon State rental payments
under a lease purchase agreement between the State and the project developer. The State has treated this
method of lease financing as general obligation debt. However, the State has entered into other leasing
arrangements for the development of government facilities which are not treated as general obligation debt,
most often in circumstances where the lease is a standard lease or the State is not a participant in the
securitization of rental payments under the lease.

Tax Increment Financing. In 1992 the General Assembly authorized the Connecticut Development
Authority to issue tax increment bonds for certain types of economic development projects. Under the
program the amount of such bonds that may be issued is limited so that the debt service on the bonds may not
exceed the estimated increases in the sales tax and the admissions, cabaret and dues taxes generated by the
project and allocated by the Authority for debt service on the bonds. Under the General Statutes, debt service
on the bonds is required to be paid from such tax receipts (whether or not the actual tax receipts equal or
exceed the estimated amount) and is deemed appropriated from the General Fund. The State has classified
such tax increment bonds as general obligation debt. No such tax increment bonds may be issued without the
approval of the State Bond Commission and no commitments for new projects under this program may be
approved by the Authority on or after July 1, 2005.
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In addition to general obligation bonds for Hartford development projects, the legislature created the
Capital City Economic Development Authority in 1998 and granted it the power to issue revenue bonds for a
convention center in Hartford. The bonds are to be backed by State contractual assistance equal to annual debt
service. The bonds must be approved by the State Bond Commission, various other conditions and approvals
must be satisfied, and the Authority must determine the extent to which incremental tax revenues to be derived
as a result of construction and operation of the project and visitor spending with respect thereto are reasonably
expected to offset debt service. The legislation originally authorized tax increment bonds for a sports stadium,
but in 1999 the legislature authorized state general obligation bonds for the stadium.

Certain Short-Term Borrowings. The General Statutes authorize the Treasurer, subject to the
approval of the Governor, to borrow such funds, from time to time, as may be necessary, and to issue
obligations of the State therefor, which shall be redeemed by the Treasurer whenever, in the opinion of the
Treasurer, there are funds in the treasury available for such purpose. The State has established programs of
temporary note issuances from time to time to cover periodic cash flow requirements. No temporary notes are
outstanding and none have been issued since 1991.

Economic Recovery Notes. In 2002, the General Assembly authorized the Treasurer to issue notes of
up to five years to fund the State’s budget deficit for the fiscal year ending June 30, 2002 and to exempt these
notes from the overall limit on state debt.

Forms of Debt. In addition to the bonds, notes and lease financings described above, the State
Treasurer has the authority to issue refunding bonds, bond anticipation notes, and capital appreciation bonds.
The State general obligation bond procedure act provides that the Treasurer may issue temporary notes and any
renewals thereof in anticipation of the proceeds from the sale of bonds whenever the State Bond Commission
has adopted a resolution authorizing bonds. The Treasurer is also authorized by the State general obligation
bond procedure act to issue refunding bonds whenever the Treasurer finds that the sale is in the best interests
of the State and that the State reasonably expects to achieve net debt service savings as a result of such
refunding. Certain of the State’s general obligation bonds have been issued as capital appreciation bonds.
Capital appreciation bonds are issued at a deep discount and interest on the bonds is compounded semi-
annually and only paid at maturity. For purposes of the State’s debt tables, the interest which has accrued on
capital appreciation bonds up to the date of the table is added to the principal amount of the State’s debt.
Pursuant to State statute, accrued interest on UConn 2000 capital appreciation bonds is excluded from the
calculation of the statutory debt limit.

Derivatives. The General Statutes authorize the Treasurer, with the approval of the State Bond
Commission, to enter into various agreements in connection with liquidity and credit facilities and swap and
other arrangements to manage interest rate risk. See FINANCIAL PROCEDURES - Investment and Cash
Management - Interest Rate Risk Management.
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Debt Statement

The following table shows all direct general obligation indebtedness (including the accreted value of
capital appreciation bonds as of November 1, 2002) for the payment of the principal and interest on which the
State has pledged its full faith and credit or which is otherwise payable from the State’s General Fund.

TABLE 8

Direct General Obligation Indebtedness @
Principal Amount Qutstanding as of November 1, 2002

(In Thousands)

General Obligation Bonds $ 8,323,899
UConn 2000 Bonds 614,826
Lease Financings 47,760
Tax Increment Financings 32,395
Long Term General Obligation Debt Total 9,018,880
Short Term General Obligation Debt Total -
Gross Direct General Obligation Debt 9,018,880
Deduct:

University Auxiliary Services ® 45,169
Net Direct General Obligation Debt $8,973,711

(a) The table does not include refunded bonds for which escrow funds and investments are sufficient to pay all debt
service. The table also does not include limited or contingent liabilities of the State or obligations of the State to
towns for participation in the construction and alteration of school buildings. See OTHER FUNDS, DEBT AND
LIABILITIES.

(b) Considered self-liquidating. The proceeds of such bonds have been used to build facilities for the State University
System and the University of Connecticut. Student fees, other than tuition, for use of such facilities, are deposited
into enterprise funds and are used for the operation of such facilities and for deposit annually into a debt service fund
maintained by the Treasurer for payment of the debt service on such bonds.

SOURCE: State Treasurer’s Office
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Debt Ratios

The following table sets forth certain ratios relating to the State’s gross and net direct general
obligation indebtedness:
TABLE 9

Debt Ratios - Long Term General Obligation Debt
(As of June 30 — in Thousands)

1998 1999 2000 2001 2002

Gross Direct Debt® $6,980,204  $7,176,905  $7.432,891  $7,920,531  $8,619,092
Net Direct Debt™ $6,864,897  $7,067,276 $7,315,945  $7,795,785 $8,492,234
Ratio of Debt to Personal Income

Gross Direct Debt 5.59% 5.51% 5.36% 5.52% 6.00%

Net Direct Debt 5.50% 5.43% 5.27% 5.43% 5.91%
Ratio of Debt to Estimated Full Value®

Gross Direct Debt 2.65% 2.60% 2.51% 2.50% 2.39%

Net Direct Debt 2.61% 2.56% 2.47% 2.46% 2.35%
Per Capita Debt'

Gross Direct Debt $2,074 $2,120 $2,180 $2,313 $2,517

Net Direct Debt $2,040 $2,087 $2,145 $2,276 $2,479

(a) Inthousands. Includes gross and net long-term direct general obligation bonded indebtedness as set out in Table 11.

(b) See Appendix III-B, Table B-2. Personal Income: 1998—$124,880 million; 1999—$130,175 million; 2000—
$138,796 million; 2001—$143,613 million; and 2002 ratio uses 2001 data.

(c) Full value estimated by Office of Policy and Management. Uses final equalized net grand lists: 1996—$263 billion;
1997— $276 billion; 1998 — $296 billion; 1999 — $317 billion; and 2000—$361 billion. Property is assessed as of
October 1 in each year for the tax levy effective the following July 1. The 1998 ratio uses 1996 data; 1999 ratio uses
1997 data; 2000 ratio uses 1998 data; 2001 ratio uses 1999 data; and 2002 ratio uses 2000 data.

(d) See Appendix III-B, Table B-1. State population: 1998—3,365,000; 1999—3,386,000; 2000—3,410,000; 2001—
3,425,000; and 2002 ratio uses 2001 data.

Debt Service Schedule

The following table sets forth the principal, sinking fund and interest payments required on all
outstanding long-term direct general obligation debt of the State, as of November 1, 2002. Although not
specifically reflected as a result of combining all outstanding long-term direct debt, the State generally issues
general obligation bonds maturing within twenty years. The exceptions include thirty-year Rental Housing
Term Bonds and certain other bonds with maturities of less than twenty years where required by statute or in
instances where the expected period of usefulness of the project or purpose financed does not warrant a
maturity of twenty years.

111-36



TABLE 10

Summary of Principal, Mandatory Sinking Fund Payments,
and Interest on Long-Term Direct General Obligation Debt®
as of November 1, 2002

Fiscal Principal Interest Total Debt
Year Payments " Payments *9 Y Service
2002-03 $ 458,128,441 $ 351,041,869 $ 809,170,310
2003-04 643,080,923 440,769,914 1,083,850,837
2004-05 658,506,775 425,924,476 1,084,431,251
2005-06 616,760,405 399,530,176 1,016,290,581
2006-07 606,725,140 378,321,519 985,046,659
2007-08 606,740,553 355,786,550 962,527,103
2008-09 584,943,493 368,284,407 953,227,900
2009-10 564,058,599 333,076,142 897,134,741
2010-11 533,139,105 246,124,014 779,263,119
2011-12 469,645,834 199,290,166 668,936,000
2012-13 411,112,960 157,102,236 568,215,196
2013-14 372,105,000 121,893,670 493,998,670
2014-15 355,806,365 94,680,103 450,486,468
2015-2031 1,605,484.121 257,219,407 1,862,703,528
Totals $8,486,237,714 $4,129,044,649 $12,615,282,363
(a) Includes long-term general obligation debt as outlined in Table 8. The future principal payments ($8,486,237,714),

(b)

(©)

(d

(e)

plus accreted interest ($532,642,649), on State and UCONN 2000 capital appreciation bonds total the amount of such
long-term debt ($9,018,880,143) as shown in Table 8. See footnotes (b), (c), (d) and (e) for further explanation.

Principal payments include aggregate stated initial values of capital appreciation bonds. Interest payments include the
difference between the aggregate stated initial values and the aggregate maturity amounts of capital appreciation
bonds, including capital appreciation bonds issued pursuant to the College Savings Bond Program and UCONN 2000
bonds. Capital appreciation bonds mature in fiscal years 2002-2014.

On May 14, 1997 the State issued $100,000,000 General Obligation Variable Rate Demand Bonds of which
$99,235,000 remain outstanding. The interest on these securities is estimated herein at a 4.00% average rate. The
balance of the Bonds mature in the years 2005-2014.

On February 22, 2001 the State issued $100,000,000 General Obligation Variable Rate Demand Bonds of which
$100,000,000 remain outstanding. The interest on these securities is estimated herein at a 4.00% average rate. The
balance of the Bonds mature in the years 2017-2020.

On May 22, 2002 the State issued $100,000,000 Taxable General Obligation Auction Rate Bonds of which
$100,000,000 remain outstanding. The interest on these securities is estimated herein at a 5.0% average rate. The
balance of the Bonds mature in the years 2005-2012.

SOURCE: State Treasurer’s Office
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Outstanding Long-Term Direct General Obligation Debt
The following table and graph sets forth the total long-term direct general obligation debt outstanding
and the net long-term direct general obligation debt outstanding at the end of each of the last ten fiscal years.
Net debt excludes bonds that are considered self-liquidating. See Table 8.
TABLE 11

Outstanding Long-Term Direct General Obligation Debt
(As of June 30-In Thousands)

Fiscal Year Gross Debt Net Debt Fiscal Year Gross Debt Net Debt
1993 5,594,715 @ 5,479,474 @ 1998 $6,980,204 ©  $6,864,897 ©
1994 5,962,250 ® 5,845,233 ® 1999 7,176,905 7,067,276
1995 6,186,518 © 6,051,141 © 2000 7,432,891 7,315,945
1996 6,573,810 @ 6,428,391 @ 2001 7,920,531 7,795,785
1997 6,826,826 © 6,678,398 © 2002 8,619,092 8,492,234

(a) Includes $705,610,000 Economic Recovery Notes.
(b) Includes $555,610,000 Economic Recovery Notes.
(¢) Includes $315,710,000 Economic Recovery Notes.
(d) Includes $236,055,000 Economic Recovery Notes.
(e) Includes $157,055,000 Economic Recovery Notes.
(f)  Includes $ 78,055,000 Economic Recovery Notes.

SOURCE: State Treasurer’s Office
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Future Issuance of Direct General Obligation Debt

Authorized But Unissued Direct General Obligation Debt. The General Assembly has empowered
the State Bond Commission to authorize direct obligation bonds pursuant to certain bond acts. The table
below shows, as of November 1, 2002, the amount of bonds authorized by bond acts in effect, the amount the
State Bond Commission has authorized, the amount of bonds issued pursuant to State Bond Commission
authorizations, the balance remaining authorized but unissued and the balance available for authorization. The
table shows the same information for UConn 2000 bonds secured by the State’s debt service commitment
authorized to be issued under the cap through June 30, 2003.

TABLE 12
Authorized but Unissued Direct General Obligation Debt
as of November 1, 2002
(In Thousands)
State Direct UCONN Tax
Debt 2000 @ Increment Total

Bond Acts in Effect $ 15,607,587 $ 818,427 $42,800 $16,468,814
Amount Authorized 14,241,685 818,427 42,800 15,102,913
Amount Issued 12,673,219 718,427 39,330 13,430,976
Authorized but Unissued 1,568,467 100,000 3,470 1,671,937
Available for Authorization 1,365,901 - - 1,365,901

(a) Includes bonds which may be issued under the cap in effect on the date of the table. The amount available for authorization
does not include additional amounts which may exceed the cap to finance reserve funds, issuance costs and capitalized
interest.

SOURCE: State Treasurer’s Office; Office of Policy and Management

Bond Authorizations and Reductions. The General Assembly authorizes bonds in various public and
special acts each year or each biennium. In addition to authorizing bonds for new projects and purposes, the
General Assembly reviews prior authorizations and may repeal certain projects and bond authorizations or
otherwise reduce prior bond authorizations. The table and graph below list the amount of new authorizations
of general obligation debt and the net amount after subtracting prior bond authorizations which have been
repealed or reduced.
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TABLE 13

Statutory Bond Authorizations and Reductions”

(In Millions)

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
New Authorizations 1,130.0  926.3 717.8  710.1 729.8 908.8 1,621.6 1,407.9 1,351.6 1,201.0 597.9
Reductions (84.2) (159.6) (396.0) (74.3) (66.0) _(31.7) (308.4) (70.1) _ (69.9) _ (663.6) 0.0
Net New Authorizations 1,045.8 7667  321.8 6358 663.8 877.1 13132 1,337.8 1,281.7 5374 5979

(a) Does not include lease financings, tax increment or cash flow borrowings. Includes amount for UConn 2000 available under
the cap for 1997 through 2004, but does not include additional amounts which may exceed the cap to finance reserve funds,
issuance costs and capitalized interest. Does not include authorizations which take effect after 2004.

SOURCE: Office of Policy and Management
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Purposes of Recent Bond Authorizations. The purposes for which the State issues its general obligation
bonds include those described in the next table. The amounts authorized for each of these purposes for recent
fiscal years is reflected in the following table, including amounts authorized for UConn 2000. The table does
not reflect any statutory reductions of authorized items from prior years, nor are tax increment or cash flow
borrowings or lease financings included.
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TABLE 14

New Agency Authorizations (Does Not Include Reductions)

(In Thousands)

Purpose 1998-1999 1999-2000 2000-2001 2001-2002 2002-2003 2003-2004
Policy & Management .................... $ 116,800 $ 190,960 $ 179,921 $ 228,600 $ 210,600 $ 165,000
Comptroller.........oceevevienenienennen. 0 0 0 50,000 0 10,000
Administrative Services.................. 0 0 0 53,000 0 0
Information Technology ................. 0 0 0 4,500 5,000
Veterans’ Affairs ........cccceevvvveeeeennn. 500 0 0 0 0 0
Public WOIKS .....ccovvvievieeeeireeennen. 21,000 20,000 20,000 52,900 15,000 32,900
Public Safety (POST) .....cccecveeeneene 6,400 6,700 2,300 10,000 0 0
Motor Vehicles .....cccovveveeiivvnnennn... 0 0 0 0 0 1,000
MilIary .oeeeveneerieeieieeeeeeeee 1,050 300 1,300 0 0 0
Agriculture.........ccoceevvrieneenineennen. 3,900 2,250 1,000 3,000 3,000 0
Environmental Protection ............... 71,000 137,650 141,150 191,000 106,250 69,000
Economic and Community

Development:

HouSing....ccccoeeeveeieeieieeieee 20,000 5,000 10,500 10,000 10,000 0

Economic Development............. 16,400 40,000 138,500 110,900 51,000 17,000

Other....oovvvieeeeeeeeeeeee e, 14,000 0 0 0 0
Ct Innovations Inc...........cccceeuvveeen... 20,000 0 10,000 10,000 10,000 5,000
Historical Commission ................... 150 300 300 300 300 0
Public Health .......cccccoovvvviivnenennnen. 0 0 0 12,500 1,000 0
Mental Retardation ............c............ 0 4,000 4,000 2,500 1,500 0
Mental Health and Addiction 10,300 20,750 21,750 6,000 6,000 0

SeIVICES..uvvviieeeeeeiiirieeeeeeeerreennn.
Social Services.......ccceevvvvvveeeeeeeenn. 6,000 5,000 6,000 3,500 0 0
Education ...........ccooeveeevueeeecneeeenns 344,200 404,900 482,100 191,800 488,100 30,000
State Library .......ccocceveeveniiencenenne 2,500 2,500 2,500 2,500 2,500 0
ATES oo 1,000 1,000 1,000 1,000 1,000 0
Regional Community-Technical 69,705 77,187 74,855 69,070 66,162 70,447

Colleges
State University .......ccoceeveeveereennenne 40,952 85,537 88,352 88,550 95,658 39,756
Secretary of State..........cceceeveeenee. 750 0 0 0 0 0
Legislative Management................. 0 800 0 0 0 0
Children & Families ...................... 33,000 6,500 14,500 15,000 3,000 0
Judicial.......ooovveieeiieeeiieeeeeee e, 11,500 62,000 20,500 56,500 27,500 32,888
CPTV e 6,470 2,000 2,000 2,500 2,500 1,000
CONtingency .....oceeveervervenienreeneennens 0 0 0 0 0 0
COITECHIONS. ....ccevveeeereee e eeeeeeenns 0 10,000 35,000 50,000 0 10,000
UCONN.....ciiieirieeeeee e 0 2,000 20,000 0 0 0
UConn Health.........ccocoeevnveeennnnnnn. 7,881 4,250 3,400 0 0 2,000
UCOonn 2000 @ oo, 64,311 130,000 100,000 100,000 100,000 100,000
Hartford Econ Dev Projects............ 33.000 386.000 27.000 26.000 0 7,000
Totals $908,769 $1,621,584 $1,407,928 $1,351,620 $1,201,070 $597,900

(a) To be issued by University of Connecticut based on cap for the year indicated prior to actual bond issuance. Does not
include additional amounts which may exceed cap to finance reserve funds, issuance costs and capitalized interest. Does
not include $100 million authorized under the cap for fiscal year 2005 or the $1,250 million authorized for UCONN 21st
Century for fiscal years 2006 through 2015.

SOURCE: Office of Policy and Management
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OTHER FUNDS, DEBT AND LIABILITIES

The State conducts certain of its operations through State funds other than the State General Fund and,
pursuant to legislation, may issue debt secured by the special taxes or revenues pledged to certain of such
funds. In addition, the State is contingently liable or has limited liability, from the resources of the State’s
General Fund, for payment of debt service on certain obligations of quasi-public State agencies and
municipalities of the State. The State has also made commitments to municipalities to make future grant
payments for school construction projects, payable over a period of years. In addition, the State has committed
to apply moneys for debt service on loans to finance child care facilities and has certain other contingent
liabilities for future payments.

Transportation Fund and Debt

In 1984 the State adopted legislation establishing a transportation infrastructure program and
authorizing special tax obligation (“STO”) bonds to finance the program. The infrastructure program is a
continuous program for planning, construction and improvement of State highways and bridges, projects on
the interstate highway system, alternate highway projects in the interstate highway substitution program,
waterway facilities, mass transportation and transit facilities, aeronautic facilities (excluding Bradley
International Airport), the highway safety program, maintenance garages and administrative facilities of the
Department of Transportation, payment of the State’s share of the costs of the local bridge program established
under the act, and payment of State contributions to the local bridge revolving fund established under the act.
The infrastructure program is administered by the Department of Transportation.

The cost of the infrastructure program for State fiscal years 1985-2006, which is to be met from
federal, State, and local funds, is currently estimated at $15.8 billion. During fiscal years 1985-2003, $13.7
billion of the total infrastructure program was approved. The remaining $2.1 billion is required for fiscal years
2004-2006. The $2.1 billion is comprised of $517.9 million from the anticipated issuance of new special tax
obligation bonds, $38.4 million in anticipated revenues, and $1.59 billion in anticipated federal funds. The
State’s share of the 1985-2006 infrastructure program costs, estimated at $5.9 billion, is to be funded from
transportation related taxes, fees and revenues deposited in the Special Transportation Fund, as described
below, and from the proceeds of STO bonds. The portion of State program costs not financed by STO bonds is
estimated at $0.6 billion and includes the expenses of the infrastructure program which either are not
sufficiently large or do not have a long enough life expectancy to justify the issuance of long-term bonds.
Such expenses currently include liquid resurfacing, minor bridge repairs, highway maintenance activities,
safety improvements, and other minor transportation improvements.

The State’s share of the cost of the infrastructure program for State fiscal years 1985-2006 to be
financed by STO bonds is estimated at $5.3 billion. The issuance of such STO bonds has eliminated the need
for the authorization of additional general obligation bonds of the State for surface transportation purposes.
STO bonds may also be issued for the purpose of refunding general obligation bonds of the State issued for
transportation infrastructure purposes.

The State has established a Special Transportation Fund for the purpose of budgeting and accounting
for all transportation related taxes, fees and revenues credited to such Fund and securing the STO bonds. STO
bonds are payable solely from revenues of the Special Transportation Fund. The aggregate of motor fuel taxes,
motor vehicle receipts, motor vehicle related licenses, permits and fees, and portions of the oil companies tax
and sales tax on motor vehicles and other transportation related revenue sources, including enacted adjustments
to all the foregoing sources, are intended to cover the cost of the State’s share of the infrastructure program,
including debt service requirements. After providing for debt service requirements, the balance of the receipts
from such revenue sources may be applied to the payment of general obligation bonds of the State issued for
transportation purposes and for the payment of annually budgeted expenses of the Department of
Transportation and the Department of Motor Vehicles.
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The following table shows the amount of STO bonds authorized by the General Assembly for the
program, the amount issued and the amount outstanding (excluding refunded bonds) as of November 1, 2002.
It is anticipated that additional STO bonds will be authorized by the General Assembly annually in an amount
necessary to finance and to complete the infrastructure program. Such additional bonds may be issued on an
equal rank with the outstanding bonds provided certain pledged revenue coverage requirements of the STO
indentures controlling the issuance of such bonds are met. The State expects to continue to offer bonds for this
program.

TABLE 15

Special Tax Obligation Bonds
As of November 1, 2002
(In Millions)®”

New Money Total

Amount Authorized 5,320.3®
Amount Issued 4,996.7 6,974.6
Amount Outstanding 1,702.6 3,1934

(a) The amounts under the New Money column include only new money borrowings, and not refundings. The amounts under
the Total column include both new money borrowings and refundings.
(b) Includes authorizations effective July 1, 2002 or before.

SOURCE: State Treasurer’s Office

Debt service on State direct general obligation bonds for transportation purposes may be paid from
resources of the Special Transportation Fund provided there is sufficient funding first to pay all STO debt
service. For the year ended June 30, 2002, the Special Transportation Fund paid $21.1 million of State direct
general obligation transportation debt service payments. The amount budgeted by the Special Transportation
Fund for State direct general obligation transportation debt service payments for fiscal year 2002-03 is $17.3
million.

Over the past decade, the Fund’s revenues and expenses have undergone a variety of legislative
changes. Legislation passed in 1991 and 1993 called for a phasing in of increases in the gasoline tax up to a
rate of 39 cents per gallon in 1997. Legislation passed in 1997, 1998, and 2000 further reduced the gasoline
tax to its current rate of 25 cents per gallon.

In 2002, legislation was passed which made changes that will have an impact on the State’s Special
Transportation Fund. Revenue changes include increasing the diesel fuel tax from 18 cents per gallon to 26
cents per gallon effective August 1, 2002; a reduction to the transfer of oil companies tax revenue from the
General Fund of $26 million beginning in fiscal year 2003; and for fiscal year 2003 only, the annual transfer
from the Special Transportation Fund to the Conservation Fund will be reduced by $1 million. The most
significant expenditure change was the funding of Town Aid Road grants from the Special Transportation
Fund in fiscal year 2003. These grants were transferred to the General Fund in fiscal year 2001. Funding for
Town Aid Road grants from the Special Transportation Fund is not included in the program projection period
of fiscal years 2004 to 2006.

In addition, legislation was passed in 2001 which created the Connecticut Transportation Strategy
Board. The 15 member board consists of five appointed members from the private sector, five appointed
members from each of the five Transportation Investment Areas established in the legislation, and the
Commissioners of Transportation, Environmental Protection, Economic and Community Development, and
Public Safety, and the Secretary of the Office of Policy and Management. The initial transportation strategy
was presented on January 15, 2002. The legislation also requires that the first revised strategy be submitted by
December 15, 2002 and further requires that the Board shall provide to the Governor and the General
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Assembly periodic updates or revisions to the strategy and reports on implementing the strategy. Such strategy
and all such updates and revisions are subject to approval by the General Assembly. The future impact of this
legislative initiative on the Special Transportation Fund cannot be determined at this time.

Other Special Revenue Funds and Debt
Bradley Airport

Bradley International Airport, located in Windsor Locks, Connecticut, is owned by the State and
operated by the Bureau of Aviation and Ports in the State’s Department of Transportation. The General
Assembly has authorized the issuance of revenue bonds for improvements at Bradley International Airport,
payable from all or a portion of the revenues generated at the Airport. Legislation passed in 2001 removed a
$294 million bond issuance cap for Bradley Airport but retained the requirement for State Bond Commission
approval of any new bond issue.

The legislation also established a Bradley Board of Directors to oversee the operation and
development of Bradley Airport. The seven-member board includes five appointed members and the
Commissioners of Transportation and Economic and Community Development. The Bradley Board is charged
with a wide range of duties and responsibilities, including developing an organizational and management
structure, approving the annual capital and operating budget, master plan, and community relations policies of
the airport, and ensuring customer service standards and performance assessments.

On October 1, 1982 the State issued $100 million Bradley International Airport Revenue Bonds. All
of the outstanding maturities of this issue were subsequently refunded. On March 15, 2001, the State issued
$213.18 million Bradley International Airport Revenue Bonds, comprised of $194 million General Airport
Revenue Bonds to fund a major terminal expansion, and $19.18 million General Airport Revenue Refunding
Bonds to refund certain 1992 Bradley bonds. As of November 1, 2002, there were $46.6 million of 1992
Bradley International Airport Revenue Refunding Bonds outstanding.

Additional special obligation bonds to finance self-sustaining special facilities at Bradley International
Airport payable solely from the revenues derived from such special facilities were authorized in 1993. In
March 2000, the State issued $53.8 million Bradley International Airport Special Obligation Parking Revenue
Bonds to finance the construction of a five story parking garage facility at the airport.

Clean Water Fund

The General Assembly authorized the issue of up to $1,180.1 million revenue bonds for the purpose of
funding various State and federally mandated water pollution control and drinking water projects. The revenue
bonds are payable solely from the revenues or other receipts, funds or moneys pledged therefor. The proceeds
of the revenue bonds are loaned to Connecticut municipalities to finance water pollution control and drinking
water improvements, and the loan repayments by the municipalities secure the bonds. The loans are evidenced
by interim funding obligations and project loan obligations of the municipalities, pursuant to which the full
faith and credit of each such municipality is pledged, or in a few instances revenues of a municipal sewer
system are pledged. As of November 1, 2002, $460.4 million revenue bonds (excluding refunded bonds) were
outstanding.

Unemployment Compensation

The State pays unemployment compensation benefits from the State’s Unemployment Compensation
Fund, which is funded by unemployment compensation taxes collected from employers. In 1993, the State
responded to a deficit in the Fund by, among other things, issuing three series of special obligation bonds
totaling $1,020.7 million to repay certain federal borrowings and to fund certain reserves. All of these bonds
were defeased in June 2001. To fund future shortfalls, the State has reserved the authority to issue bonds in an
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aggregate amount outstanding at any time not in excess of $1,000 million, plus amounts for certain reserves
and costs of issuance. The State has not incurred any additional borrowing since 1993 other than borrowings
from the Federal Unemployment Trust Fund for cash flow purposes which have been repaid prior to
September 30 in each case and which therefore have not been subject to federal interest charges.

Second Injury Fund

The Second Injury Fund is a State-run workers’ compensation insurance fund which pays lost wages
and medical benefits to qualified injured workers. The State Treasurer is the custodian of the Second Injury
Fund, and is responsible for its administration. The State established the Second Injury Fund in 1945 to
encourage the hiring of persons with pre-existing physical impairments, such as veterans. Until the July 1,
1995 statutory closure of the Fund to second injury claims, the Fund provided relief to employers when an
injured worker, who already had a pre-existing injury or condition, was hurt on the job and the second injury
was made worse by the existence of the first injury. Employers transferred liability for workers’ compensation
claims to the Second Injury Fund after 104 weeks if certain criteria were met.

The Second Injury Fund is financed by assessments levied on Connecticut employers. Insured
employers pay a surcharge on workers’ compensation insurance policies based on annual standard premiums.
The assessment for self-insured employers is based upon the amount of their workers’ compensation loss costs
for medical and indemnity benefits incurred in the prior calendar year.

Starting in 1990, the Second Injury Fund’s expenses and assessments began to rise dramatically in
response to several factors including the ease of transferring claims to the Second Injury Fund, high benefit
rates and the absence of a claims management program to reduce and control costs.

In 1995, a Second Injury Fund reform program was implemented with the primary objective of
changing the focus of the Fund from a claims processing and paying agency to a claims management agency.
In 1995 and 1996, the State enacted legislation to further reform the Second Injury Fund. Those laws include
provisions that closed the Second Injury Fund to claims resulting from second injuries occurring on and after
July 1, 1995, set a final date of July 1, 1999 for the transfer of these claims to the Second Injury Fund,
authorized the issuance of an amount not to exceed $750 million in revenue bonds and notes outstanding at any
one time to provide funds for stipulations, and capped the Premium Surcharge Rate at 15% of the Standard
Premium for Insured Employers until June 30, 1998.

The Fund maintains on-going statutory and financial responsibilities for uninsured employer claims,
certain dependent and survivor death benefits, a pro-rata share of lost time cost in concurrent employment
claims, and the cost of reimbursing employers and insurers for cost of living adjustments (COLAS) in certain
cases, in addition to Second Injury claims transferred prior to July 1, 1999.

As of June 30, 2002, the Second Injury Fund had settled approximately 5,728 cases since January 1,
1995 at a cost of $423.7 million. Through a review of cases conducted by staff, using guidelines established in
consultation with Deloitte & Touche, more than 1,700 inactive cases have been closed and approximately
2,737 cases remain open/active. In addition, certain lawsuits are pending which challenge the exclusion of
certain claims from the Second Injury Fund.

The State issued $100 million Second Injury Fund Revenue Bonds in 1996 and an additional $124.1
million in 2000, which have a final maturity of 2015. As of November 1, 2002, the amount of bonds
outstanding was $58.4 million and $95.6 million, respectively. The State also has a Commercial Paper Dealer
Agreement and credit support in place, initially for up to $300 million, now reduced to $80 million. As of
November 1, 2002, there was no outstanding commercial paper. The bonds and any amounts borrowed under
the line of credit are payable solely from amounts held in the Finance Account of the Second Injury Fund,
revenues pledged for their payment pursuant to legislation and amounts held under the indenture of trust with
respect to the bonds, including a special assessment premium surcharge on employers. Based on the Second
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Injury Fund’s experience to date, it is not expected that additional revenue bonds will be issued. The
management objective is to pay additional claims and settlements from current income and, if necessary, short
term borrowings.

Contingent Liability Debt

The General Assembly has the power to impose limited or contingent liabilities upon the State in such
a manner as it may deem appropriate and as may serve a public purpose. This power has been used to support
the efforts of quasi-public agencies, municipalities and other authorities formed to carry out essential public
and governmental functions by authorizing these entities to issue indebtedness backed, partially or fully, by
General Fund resources of the State. Not all entities that are authorized to issue such indebtedness have done
so, and the description below of the State’s limited or contingent liability is restricted only to specific
indebtedness backed by the State.

Special Capital Reserve Funds

The primary vehicle through which the State has undertaken contingent or limited liability is the
special capital reserve fund. A special capital reserve fund, if established, provides additional security for
bonds issued by the entity authorized to establish such a reserve fund. Subject to exceptions in the legislation
authorizing the establishment of a particular special capital reserve fund, monies held in and credited to a
special capital reserve fund are intended to be used solely for the payment of the principal of bonds secured by
such special capital reserve fund, the purchase of such bonds, the payment of interest on such bonds or the
payment of any redemption premium required to be paid when such bonds are redeemed prior to maturity. The
special capital reserve fund is frequently funded with bond proceeds to a specified amount (the minimum of
which is often the maximum annual principal and interest payments due on the bonds). The State undertakes
the obligation to restore a special capital reserve fund to its minimum level. The method for determining such
required minimum capital reserve is set out in the legislation authorizing the special capital reserve fund. If the
special capital reserve fund should fall below the required minimum capital reserve amount, an official of the
authority or municipality which established the special capital reserve fund shall certify to the Secretary of the
Office of Policy and Management or the State Treasurer or both the amount necessary to restore such special
capital reserve fund to the required minimum capital reserve amount. On or before December 1, annually,
there will be deemed to be appropriated from the State’s General Fund such amount as specified in the
certificate, which amount shall be allotted and paid to the entity that established the special capital reserve
fund. On an annual basis, the State’s liability under any special capital reserve fund mechanism is limited to
its obligation to restore that fund to its minimum capital reserve amount.

Quasi-Public Agencies

The State has established by legislation several quasi-public agencies. These quasi-public agencies
are not departments, institutions or agencies of the State. They are, however, bodies politic and corporate that
constitute public instrumentalities and political subdivisions of the State and whose exercise of authority
granted to them is deemed to be the performance of an essential public and governmental function. These
organizations provide a wide range of services that might otherwise be provided directly by the State.

Among the public authorities are: the Connecticut Development Authority, the Connecticut Health
and Educational Facilities Authority, the Connecticut Higher Education Supplemental Loan Authority, the
Connecticut Housing Finance Authority and the Connecticut Resources Recovery Authority. Each of these
public authorities is authorized to issue bonds in its own name to facilitate its activities and each has issued
bonds secured by a special capital reserve fund for which the State has limited contingent liability.

Connecticut Development Authority (“CDA”). The CDA was established in 1973 as a successor

Authority. In order to discharge its responsibilities and fulfill its purposes, the CDA is authorized to offer
various financing programs including The Mortgage Insurance and Loan Program (the “Insurance Fund”), the
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Umbrella Bond Program, the Self-Sustaining Bond Program, the Connecticut Growth Fund, the Connecticut
Works Fund, the Connecticut Works Guarantee Fund, the Connecticut Capital Access, the Connecticut Small
Business Reserve Fund, the Environmental Assistance Revolving Loan Fund, the Tax Incremental Financing
Program, the High-Technology Infrastructure Fund, created in 2000, and the General Obligation Bond
Program. Currently, only certain CDA bonds issued pursuant to the Umbrella Bond Program and the General
Obligation Bond Program are further secured by special capital reserve funds.

Under the Umbrella Bond Program the CDA issues bonds to provide loans to private entities for the
acquisition of industrial land, buildings, machinery, equipment and pollution control devices. Loan payments
from the borrower to the CDA provide funds to service the debt on such bonds. Loans financed under the
Umbrella Bond Program are secured by real and/or personal property of the borrower and by the Insurance
Fund, which is, in part, State funded and insures payment of the loans. Loans may be insured up to an
aggregate outstanding principal amount not to exceed four times the funds available to the Insurance Fund. As
of June 30, 2002 the assets in the Insurance Fund totaled $7.9 million and an additional $20.45 million of State
bonds have been authorized to fund the Insurance Fund but remain unissued. As of June 30, 2002, loans
insured by the Insurance Fund totaled $22.0 million.

Under the General Obligation Bond Program (the “Program”), the CDA issues bonds to finance
eligible economic development and information technology projects. Pursuant to an Indenture of Trust
between the CDA and Fleet National Bank (formerly Shawmut Bank Connecticut, N.A.), general revenues of
the CDA, which are not otherwise pledged, are made available to service the debt of bonds issued under the
Program. Although such bonds may also be secured by a special capital reserve fund, to date under the
Program only $30.56 million 1993 Series A (Hartford Whalers Project) bonds, of which $18.32 million
remain outstanding, have been secured by such a fund.

The Board of Directors of the CDA is comprised of eleven members: the State Treasurer, the
Commissioner of Economic and Community Development, the Secretary of the Office of Policy and
Management, as ex officio members; four members appointed by the governor and experienced in the field of
financial lending or the development of commerce, trade or business; and a member appointed by each of the
President Pro Tempore of the State Senate, the minority leader of the State Senate, the Speaker of the State
House of Representatives and the minority leader of the State House of Representatives.

Connecticut Health and Educational Facilities Authority (“CHEFA”). CHEFA was established to
assist in the financing of facilities for educational or health care purposes, including colleges and universities,
secondary schools, nursing homes, hospitals, child care facilities, and any other qualified non-profit institution
through the issuance of bonds. Payments from institutions provide funds to service the debt on loans made
pursuant to the issuance of bonds by CHEFA. CHEFA is also authorized to issue tax-exempt and taxable
revenue bonds secured by one or more special capital reserve funds solely to finance projects for “participating
nursing homes” and for housing, student centers, food service facilities and other auxiliary service facilities at
public institutions of higher learning, including the Connecticut State University system.

Under CHEFA'’s nursing home program, loans are secured by mortgages on the nursing homes and
pledges of gross receipts. Minimum debt service coverage ratios of 1.25 times annual debt service are required
and restrictions are placed on the issuance of additional debt. Participating nursing homes are required to fund
a debt service reserve fund in an amount equal to one year’s maximum annual debt service and a working
capital fund reserve account in an amount equal to 60 days of operating expenses or three year’s maximum
annual debt service. If a participating nursing home is in default or is likely to become in default under its loan
agreement with CHEFA due to the failure to make any payment(s) required, CHEFA may request that the
Commissioner of the Department of Social Services withhold any funds in the State’s custody that are due and
payable to the nursing home via a Medicaid intercept. Funds subject to withholding under this section include
federal and state grants, contracts, allocations and appropriations.
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The State Treasurer has applied appropriated funds and General Fund budget surplus to defease
certain bonds for nursing homes in order to avoid any draw on the special capital reserve fund which secures
such bonds. Legislation enacted in 1998 provides that no bonds secured by a special capital reserve fund are to
be issued by CHEFA in the future for nursing homes, except for refunding bonds under certain circumstances
where the debt service on the refunding bonds is less than the aggregate debt service on the refunded bonds.

CHEFA is also allowed to issue revenue bonds to finance facility improvements for the Connecticut
State University System (the “System”) which are secured by one or more special capital reserve funds. The
System has pledged University Student Fees as a source of funds for the payment of debt service on the bonds.
In the past, many facilities of the System were financed through self-liquidating general obligation bonds of
the State, so implementation of this program should limit the need for the State to issue such bonds in the
future.

The Board of Directors of CHEFA is comprised of ten members including the State Treasurer and
Secretary of the Office of Policy and Management, both serving ex officio, and eight members appointed by
the governor based on their qualifications in the areas of health care, higher education, or public finance.

Connecticut Higher Education Supplemental Loan Authority (“CHESLA”). CHESLA provides
financial assistance in the form of education loans to students in or from the State, their parents or others
responsible for the cost of their education and provides an alternative method to enable institutions for higher
education in the State to assist qualified students to attend such institutions. CHESLA is authorized to issue
bonds the proceeds of which are used to fund education loans to applicants meeting certain eligibility
requirements. The repayment of such loans service the debt on CHESLA bonds. CHESLA, in connection
with the issuance of its bonds has made certain covenants with respect to such loans, including a covenant to
do or cause to be done all such acts and things necessary to receive and collect all revenues due with respect to
such loans. CHESLA bonds are further secured by a special capital reserve fund.

The Board of Directors of CHESLA is comprised of eight members including the State Treasurer,
Secretary of the Office of Policy and Management and the Commissioner of Higher Education, serving ex
officio, and five members appointed by the Governor based on their qualifications in the areas of higher
education and/or public finance. There is one vacancy on the Board of Directors.

Connecticut Housing Finance Authority (“CHFA”). CHFA was established in 1969 to meet the
needs of low and moderate income families and persons for decent housing and to encourage and assist the
development and construction of multifamily housing by reducing the cost of mortgage financing therefor.
CHFA is authorized to issue bonds the proceeds of which are used to fund mortgage loans to applicants
meeting certain eligibility requirements including unrestricted statutory income limits in certain urban areas.
The enabling act authorizes CHFA to make or purchase construction and permanent mortgage loans which are
guaranteed or insured by the United States of America or any agency or instrumentality thereof, by the Federal
Home Loan Mortgage Corporation, by a private mortgage insurance company or the State or the Authority
itself without limitation as to amount and to make or purchase mortgage loans not so insured or guaranteed in
an aggregate amount not to exceed $750 million. In order to finance these activities CHFA has established a
Housing Mortgage Finance Program and has issued its general obligation bonds under a General Bond
Resolution pursuant to which CHFA has pledged all revenues which it may receive in connection with the
mortgages financed thereunder including its fees and charges therefor and any recoveries of principal
therefrom from any source and any monies received from investments. In addition, such General Bond
Resolution provides for general covenants such as a covenant to do all things necessary with respect to the
operation of such Housing Mortgage Finance Program in order to pay principal of and interest on its bonds and
provides for certification as to self-sufficiency in order to issue any additional bonds. Bonds issued under
CHFA'’s General Bond Resolution are further secured by a special capital reserve fund. In addition, while not
specifically pledged, CHFA has other funds reserved in respect of mortgages financed under the General Bond
Resolution.
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CHFA has also established a Special Needs Housing Mortgage Finance Program (formerly known as
the Group Home Mortgage Finance Program) and has issued and expects to issue additional Special Needs
Housing Mortgage Finance Program Special Obligation Bonds under a separate indenture, which bonds are
and will be secured by State appropriations to or on behalf of the residents thereof and further secured by a
special capital reserve fund.

The Board of Directors of CHFA is comprised of fifteen members: the Commissioner of Economic
and Community Development, the Secretary of the Office of Policy and Management, the Commissioner of
Banking and the State Treasurer, serving ex officio; seven members appointed by the Governor; and a member
appointed by each of the President Pro Tempore of the State Senate, the minority leader of the State Senate, the
Speaker of the State House of Representatives and the minority leader of the State House of Representatives
who among them are experienced in all aspects of housing design, development, finance, management and
state and municipal finance.

Connecticut Resources Recovery Authority (“CRRA”). CRRA was created in 1973 to assist
municipalities in meeting their solid waste disposal and recycling needs. To further its purpose CRRA
develops, finances and supervises solid waste management facilities and contracts. CRRA has developed four
integrated solid waste systems that serve over 100 municipalities in the State. CRRA bonds may be secured by
a special capital reserve fund. CRRA bonds are generally secured by service agreements with participating
municipalities under which the municipalities agree to deliver a minimum amount of waste to a specified
facility each year or to pay the tipping fee for any amount that does not meet the minimum commitment.
These service agreements are generally secured by the municipality’s full faith and credit. CRRA bonds are
generally additionally secured by revenues from the sale of energy generated by the facility and waste from
non-municipal sources.

CRRA has approximately $198.1 million outstanding Special Capital Reserve Debt as of November 1,
2002 pertaining to the Mid-Connecticut waste to energy plant in Hartford, Connecticut. In addition to tipping
fees under service agreements with participating municipalities, CRRA’s bonds are payable from the sale of
steam and electricity. Enron Power Marketing, Inc. (“Enron”) is the entity which is obligated to pay the
Authority a monthly “capacity charge” for the purchase of steam and an additional charge for electrical output
from the facility. The capacity charge is significantly above current market prices. Enron filed for bankruptcy
on December 2, 2001 and has not made its capacity or electricity payments since that time. It is unlikely that
Enron will make its other required payments to CRRA. Additionally, Covanta Mid-Conn., Inc., operator of the
steam and electricity production components of the Mid-Connecticut facility, filed for bankruptcy on April 1,
2002. Thus far the bankruptcy has not affected Covanta’s operation of the Mid-Connecticut facility.

CRRA, in an effort to generate adequate revenues to pay debt service on its bonds for the Mid-
Connecticut facility, has increased tipping fees, is pursuing remedies in bankruptcy court with the Attorney
General, is negotiating with Connecticut Light & Power and other parties for increased electric rates and has
received a license to act as an electric supplier in the State of Connecticut. Although it has received a license
as an electric supplier, CRRA is not providing such services at this time due to contractual limitations and
economic factors. In addition to attempting to increase its revenues, CRRA has decreased its expenses by
implementing certain cuts in administrative and operational expenses. The State is obligated to maintain the
Minimum Capital Reserve Requirement for these bonds to the extent CRRA uses monies in the capital reserve
fund to pay debt service on CRRA’s outstanding bonds. It is unclear at this time whether there will be any
need for the State to make payments to maintain the Minimum Capital Reserve Requirement, but the
maximum obligation of the State in each year to maintain the reserve fund is limited to approximately $25.4
million. During April 2002, the General Assembly passed Public Act No. 02-46 which authorizes a loan by
the State to the CRRA of up to $115 million to support the repayment of CRRA’s debt for the Mid-
Connecticut facility and to minimize the amount of tipping fee increases chargeable to the towns which use the
Mid-Connecticut facility.
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The Board of Directors of CRRA is comprised of thirteen full members: three members appointed by
the Governor; two members appointed by each of the president pro-tempore of the Senate, the speaker of the
House of Representatives, the minority leader of the Senate and the minority leader of the House of
Representatives; and two voting ex-officio members, who are the Secretary of the Office of Policy and
Management and the State Treasurer or their designees. The Board also consists of eight ad-hoc members
appointed by the Governor.

Assistance to Municipalities

In addition to the limited or contingent liabilities that the State has undertaken in connection with the
activities of its quasi-public agencies, the State has undertaken certain limited or contingent liabilities to assist
municipalities. The State currently has limited or contingent liabilities outstanding in connection with bonds
or other obligations issued by the City of Waterbury and the Southeastern Connecticut Water Authority. The
State previously was obligated pursuant to the establishment of a special capital reserve fund to secure certain
bonds issued by the City of Bridgeport to fund its past budget deficits; however such bonds were refunded by
the City in 1996. The State previously had guaranteed debt service on bonds of the City West Haven, but an
irrevocable escrow has been established to pay such bonds. Legislation also authorized distressed
municipalities, in certain circumstances and subject to various conditions, to issue deficit funding obligations
secured by a special capital reserve fund. There are no such obligations currently outstanding.

The City of Waterbury. In March and June 2001, the State adopted legislation to assist the City of
Waterbury in financing its budget deficits (the “Act”). The Act imposed certain financial controls on the City
and created a Waterbury Financial Planning and Assistance Board. The Act authorizes the City, subject to
approval of the Board and the State Treasurer, to issue bonds for the purpose of funding the City’s budget
deficits. Payment of the bonds is serviced through the City’s taxing authority. The Act requires the City to
direct certain of its tax revenues to a trustee through a tax intercept mechanism for the purpose of servicing the
debt on its bonds. The Act also provides for the establishment of a special capital reserve fund to further
secure up to $100 million bonds issued by the City to fund its budget deficits. The State is contingently
obligated to restore the special capital reserve fund to its required minimum. The City issued $97.5 million
Special Capital Reserve Fund Bonds in April 2002. The Minimum Capital Reserve Requirement is $10.1
million.

The Waterbury Financial Planning and Assistance Board is comprised of the Secretary of the Office of
Policy and Management, the State Treasurer, the Mayor of the City, and four members appointed by the
Governor, one of whom shall be affiliated with a business located in the City, one of whom shall have
expertise in finance, one of whom shall be a resident of the City and one of whom shall be a representative of
organized labor. The Board may be terminated when the City meets certain conditions outlined in the Act.

Southeastern Connecticut Water Authority. The Southeastern Connecticut Water Authority was
established for the purpose of developing a reliable water supply for southeastern Connecticut. The State Bond
Commission is authorized to approve a State guarantee of obligations of the Southeastern Connecticut Water
Authority. Amounts borrowed by the Authority are to be repaid by July 1, 2016.

State Treasurer’s Role

By statute, CDA, CHEFA, CHFA, CHESLA and CRRA may not owe any money or issue any bonds
or notes which are guaranteed by the State of Connecticut or for which there is a special capital reserve fund of
any kind which is in any way contributed to or guaranteed by the State until or unless such borrowing or
issuance is approved by the State Treasurer or the Deputy State Treasurer. The approval shall be based on
documentation provided by the authority that the authority anticipates receiving sufficient revenues to (1) pay
the principal of and interest on the bonds and notes issued, (2) establish, increase and maintain any reserves
deemed by the authority to be advisable to secure the payment of the principal of and interest on such bonds
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and notes, (3) pay the cost of maintaining, servicing and properly insuring the purpose for which the proceeds
of the bonds and notes have been issued, if applicable, and (4) pay such other costs as may be required.

Similarly, no municipality may issue any obligation for which there is a special capital reserve fund of
any kind which is in any way contributed to or guaranteed by the State unless and until such obligation and the
agreement establishing the capital reserve fund are approved by the State Treasurer. The State Treasurer’s
approval shall be based upon factors delineated in the general statutes, including the establishment of a
property tax intercept procedure to service the municipality’s debt.

Outstanding Contingent Debt

The amount of outstanding debt which is secured by special capital reserve funds or State guarantees

as described above is outlined in the following table.

TABLE 16

BOND AUTHORIZATIONS WITH

LIMITED OR CONTINGENT LIABILITY
(IN MILLIONS)

INDEBTEDNESS SECURED BY SPECIAL CAPITAL
RESERVE FUNDS
Connecticut Development Authority

Umbrella Bond Program.........ccccoceeveiniininnieniieeeee
General Obligation Bond Program ..........c.cccoociiiiiinninnnee.

Connecticut Health and Educational Facilities Authority

Nursing Home Program.......c..cooceeveeveinennenncnicienieeeee
Connecticut State University SyStem..........cccecveevveeeerieeannnen.

Connecticut Higher Education Supplemental Loan

AUNOTILY (B) c.vveeuveiiieeieeieeieete ettt

Connecticut Housing Finance Authority (d)

Housing Mortgage Finance Program...........cc.cccooceeeieennen.
Special Needs Housing Mortgage Finance Program ...........
Connecticut Resources Recovery Authority (c).......cccceevveeueene

University of Connecticut Student Fee

Revenue BONAS (€) ..ooveeeeeeeeeeeeeeeeeeeeeee et as
City of Waterbury Special Capital Reserve Fund Bonds .......

INDEBTEDNESS GUARANTEED BY STATE

Southeastern Connecticut Water Authority ..........cccccceeeeneenee.

(a) No statutory limit.
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Authorized
SCRF or
Guaranteed
Debt

300.0
30.6

(a)
(a)

170.0

(a)
(a)
725.0

(a)
100.0

15.0

QOutstanding Minimum
SCRF or Capital
Guaranteed Reserve
Debt Requirement
Asof 11/1/02  As of 11/1/02
11.3 3.7
18.3 24
115.1 11.9
153.0 16.3
124.3 8.1
3,217.9 277.4
19.5 1.5
277.8 33.8
31.2 2.1
97.5 10.1
0.7 N.A.



(b) On November 15, 2002 the amount of outstanding bonds of the Connecticut Higher Education Supplemental Loan
Authority was $114.3 million, due to the scheduled maturity of $3.5 million and the special mandatory redemption of
$6.5 million of the Authority’s bonds. The Minimum Capital Reserve Requirement remains at $8.1 million.

(c) Of the $277.8 million of outstanding SCRF or guaranteed debt as of November 1, 2002 of the Connecticut Resources
Recovery Authority (“CRRA”), approximately $198.1 million pertains to the Mid-Connecticut waste to energy plant in
Hartford, Connecticut. Those bonds have a Minimum Capital Reserve Requirement of approximately $25.4 million.
(See discussion above under Connecticut Resources Recovery Authority). On November 15, 2002, CRRA made
principal payments on its SCRF debt. Therefore, on November 15, 2002, the outstanding SCRF or guaranteed debt was
$259.5 million with a Minimum Capital Reserve Requirement of $33.8 million.

(d) Between November 1, 2002 and December 31, 2002 CHFA expects to issue various series of bonds for its programs
and for refundings. It is expected that the outstanding SCRF debt as of December 31, 2002 will not exceed $3,300
million for the Housing Mortgage Finance Program and $45 million for the Special Needs Housing Mortgage Finance
Program. It is also expected that the Minimum Capital Reserve Requirement as of December 31, 2002 will not exceed
$290 million for the Housing Mortgage Finance Program and $4 million for the Special Needs Housing Mortgage
Finance Program.

(e) On November 15, 2002, the University made a principal payment on its SCRF debt. Therefore, on November 15,
2002, the outstanding SCRF or guaranteed debt was $30.5 million with a Minimum Capital Reserve Requirement of
$2.1 million.

School Construction Grant Commitments

The State is obligated to various cities, towns and regional school districts under a grant-in-aid public
school building program to fund certain of the costs of construction and alteration of school buildings and to
support part of the interest payments on municipal debt issued to fund the State’s share of such school building
projects. Pursuant to this program, which applies to certain school projects approved by the General Assembly
prior to 1997, cities, towns and districts are ranked according to their adjusted equalized net grand list per
capita and based on such rankings a percentage is assigned which determines the amount of grant money a
town or regional school district is eligible to receive for a project or type of project authorized by the
legislature and approved by the Commissioner of Education. Grants for construction costs are paid to the
cities, towns and districts in installments which correspond to the number and time of principal payments due
on municipal bonds, or temporary notes renewed for a third or subsequent year, issued to finance project costs.
If a project is fully paid from sources other than borrowing, such grants are paid in five annual installments.
Grants in support of interest payments correspond to the number and time of such interest payments. As of
June 30, 2002, the State is obligated to various cities, towns and regional districts for $846 million in aggregate
installment payments and $278 million in aggregate interest subsidy, for a total of $1,124 million. Funding for
these payments may come from future State direct general obligation bond sales. The State legislature and the
Commissioner of Education have authorized additional grant commitments to be made under this program
which could also be funded by general obligation bonds. The Commissioner estimates that these additional
grants may be approximately $30 million for installment payment grants and approximately $8 million for
interest subsidy grants.

Legislation enacted in 1997 significantly changed the method of financing the State’s share of local
school construction projects. For school construction projects approved during the 1997 legislative session
and thereafter, the State no longer participates in the payment of debt service on municipal bonds and therefore
no longer contributes to the cost of interest incurred by the municipalities. The State now pays the costs of its
share of construction projects on a progress payment basis during the construction period. Legislation enacted
in 1997 and subsequent years approved additional grant commitments for local school construction projects
under the new grant program. As of June 30, 2002 the Commissioner estimates that grant payments under this
program will be approximately $2,800 million.
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The amount of grant commitments authorized for the local school construction program has been
increasing significantly in recent years.

The legislature has authorized bonds for both grant programs based on the amount of grants that the
Commissioner of Education estimates will be paid during each fiscal year. Since there is generally a lapse of
one or more years from the time grant commitments are approved to the time grant payments are required to be
made, the amount of unpaid grant commitments will be significantly greater than the amount of bonds
authorized to fund the grant commitments.

Child Care Facilities Debt Service Commitments

Legislation enacted in 1997 authorized the Connecticut Health and Educational Facilities Authority to
issue bonds and loan the proceeds to various entities to finance child care facilities. The Department of Social
Services may enter into commitments to apply monies for each such entity to pay the debt service on the loans
in amounts sufficient to cover a portion of the debt service on the Authority’s bonds. Legislation enacted in
1999 provided for the obligation of the Department of Social Services to make debt service payments to be
made by the State Treasurer. Any obligation by the Department or the State Treasurer to pay is subject to
annual appropriation. The Authority first issued special obligation bonds under this program in 1998. The
Authority has approximately $39.57 million bonds outstanding under this program with annual debt service of
approximately $3.0 million, of which the Department is committed to pay approximately $2.4 million.

Two other Child Care Facilities programs also authorize the Commissioner of the Department of
Social Services to enter into guaranties of loans made to entities to finance the development of child care and
child development centers or programs. The Authority is administering this program on behalf of the
Department, and is currently limiting the aggregate amount of guaranties to the balance of monies in the
reserve funds for the respective programs.

Other Contingent Liabilities

The Connecticut Lottery Corporation was created in 1996 as a public instrumentality of the State to
operate the State’s lottery pursuant to the Connecticut Lottery Corporation Act (the “Act”). The State and the
Corporation purchase annuities under group contracts with insurance companies which provide payments
corresponding to the obligation for payments to lottery prize winners. The State has transferred to the
Corporation all annuities purchased by it and the Corporation has assumed responsibility for the collection of
revenue generated from the lottery and for the payment of all lottery prizes. Under the Act, the termination of
the Corporation shall not affect any outstanding contractual obligation of the Corporation and the State shall
succeed to the obligations of the Corporation under any such contract. As of June 30, 2002 the future
obligation to lottery prize winners is $693.9 million.
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PENSION AND RETIREMENT SYSTEMS
State Employees’ Retirement Fund

The State Employees’ Retirement Fund is the largest system maintained by the State with
approximately 54,287 active members, 1,496 inactive (vested) members and 32,354 retired members as of
June 30, 2002. Generally employees hired before July 1, 1984 participate in the Tier I plan, which includes
employee contributions. As of July 1, 2002 approximately 23% of the total work force was covered under the
Tier I Plan. Other employees generally participate in the Tier II plan, which is non-contributory and provides
somewhat lesser benefits. As of July 1, 2002 approximately 52% of the total workforce was covered under the
Tier II plan. Employees hired after July 1, 1997 participate in the Tier IIA plan, which requires contributions
from its employee members. As of July 1, 2002 approximately 25% of the total work force was covered under
the Tier IIA Plan.

Since 1971, payments into the fund and investment income generally have been sufficient to fund a
full normal cost contribution and to make payments in respect of the unfunded past service liability in amounts
which have varied over time due to changes in the statute and union agreements. Payments into the State
Employees’ Retirement Fund are made from employee contributions, General and Transportation Fund
appropriations and grant reimbursements from Federal and other funds.

The most recent actuarial valuation, dated November 12, 2002, indicated that as of June 30, 2002 the
State Employees’ Retirement Fund had an actuarial accrued liability of $12,806,115,474 and had assets with
an actuarial value of $7,893,683,977. This resulted in an unfunded accrued liability of $4,912,431,497 as of
June 30, 2002. As of June 30, 2002 the market value of the fund’s investment assets was $7,090,508,997,
which amount was less than the actuarial value by $803,174,980.

The actuarial valuation was based upon an 8.50% earnings assumption. The Treasurer has realized an
annualized net return of 9.00% on investment assets over the past ten years (fiscal year 1992-93 through fiscal
year 2001-02) and an annualized net return of 5.65% over the past five years (fiscal year 1997-98 through
fiscal year 2001-02).

State contributions to the Retirement Fund, Federal grant programs, employee contributions,

investment income, net realized gains and losses, and benefits paid are set forth below for each of the past five
fiscal years.
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TABLE 17

State Employees’ Retirement Fund

Year Ending June 30
1998 1999 2000 2001 2002

General Fund

Contributions................ $227,610,361 $199,304,785 $212,947,331 $257,806,736 $284,527,059
Transportation Fund

Contributions................ 25,740,000 28,419,000 27,636,000 31,321,880 36,676,000
Federal and other

(Reimbursements) .......... 81,163,459 87,838,000 102,176,999 86,494,566 94,289,540
Employee Contributions.... 35,408,824 38.897.333 43,782,742 46,088,785 49.577.375
Total Contributions ........... $369,922,644 $354,459,118 $386,543,072 $421,711,967 $465,069,974
Investment Income®.......... 242,206,972 245,642,870 286,587,354 276,494,999 271,445,717
Net Realized Gains (Losses) 357,937,509® 1,350,241 299,651,658 (2,140,298) 1,341,884
Benefits Paid ......ccoccoveeenn. 550,802,000 572,003,425 596,333,139 619,174,473 651,201,069

(a) Investment Income (exclusive of net realized gains and losses).

(b) Due to the statutory cap on the percentage of equity securities that the Treasurer could hold in the investment portfolio of
the various pension funds, the Treasurer was required to rebalance the investment portfolio by selling approximately
$1,250 million of appreciated equity securities during the 1998 fiscal year. Such sales resulted in an unusually high
amount of realized gains allocable to the Fund for such period.

(¢) Includes Benefits Paid and Refunds.

Teacher’s Retirement Fund

The Teachers’ Retirement Fund, administered by the Teachers’ Retirement Board, provides benefits
for any teacher, principal, supervisor or superintendent in the public school systems of the State, with certain
exceptions. While establishing salary schedules for teachers, municipalities do not provide contributions to
the maintenance of the Fund. As of June 30, 2002, there were approximately 57,159 active and former
employees with accrued and accruing benefits and approximately 21,997 retired members.

Since 1979, payments into the fund and investment income generally have been sufficient to fund a
full normal cost contribution and make payments in varying amounts in respect of the unfunded past service
liability. Contributions to the Fund are made by employees and by General Fund appropriations from the
State. State contributions to the Fund are made quarterly on the basis of certifications submitted by the
Teachers’ Retirement Board and are funded with annual appropriations from the General Fund.

The most recent actuarial valuation, dated November 19, 2002, indicated that as of June 30, 2002 the
Teachers’ Retirement Fund, inclusive of the excess earnings account, had an actuarial accrued liability of
$15,253,882,989 and had assets with an actuarial value of $11,961,346,260. This resulted in an unfunded
accrued liability of $3,292,536,729 as of June 30, 2002. As of June 30, 2002 the market value of the fund’s
investment assets was $10,107,301,878, which amount was less than the actuarial value by $1,854,044,382.

The actuarial valuation was based upon an 8.50% earnings assumption. The Treasurer has realized an
annualized net return of 9.07% on investment assets over the past ten years (fiscal year 1992-93 through fiscal
year 2001-02) and an annualized net return of 5.71% over the past five years (fiscal year 1997-98 through
fiscal year 2001-02).

State contributions to the Teachers’ Retirement Fund, employee contributions, investment income, net
realized gains and losses, and benefits paid are set forth below for each of the past five fiscal years.
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TABLE 18

Teachers’ Retirement Fund

Year Ending June 30
1998 1999 2000 2001 2002

General Fund

Contributions................ $179,365,000 $188,334,000 $204,445,443 $214,665,698 $204,511,460
Employee

Contributions®............ 155,242,385 154,682,000 168,207,183 173,884,438 187,095,618
Total Contributions.......... $334,607,385 $343,016,000 $372,652,626 $388,550,136 $391,607,078
Investment Income™........ 337,652,602 347,734,968 410,683,507 399,305,587 388,302,193
Net Realized Gains (Losses) 510,763,178 777,827 461,947,176 (3,335,159) 1,584,432
Benefits Paid ................... 523,035,137 562,962,086 630,885,706 690,674,530 754,655,476

(a) Includes municipal contributions under early retirement incentive programs ($3,324,208 during the 2002 fiscal year); does
not include employee contributions to the Teacher’s Retirement Health Insurance Fund ($25,903,003 during the 2002
fiscal year).

(b) Investment Income (exclusive of net realized gains and losses).

() Due to the statutory cap on the percentage of equity securities that the Treasurer could hold in the investment portfolio of
the various pension funds, the Treasurer was required to rebalance the investment portfolio by selling approximately
$1,250 million of appreciated equity securities during the 1998 fiscal year. Such sales resulted in an unusually high
amount of realized gains allocable to the Fund for such period.

Other Retirement Systems

The other minor retirement systems funded by the State include the Judicial Retirement System, the
General Assembly Pension System, the State Attorneys’ Retirement Fund and the Public Defenders’
Retirement Fund. As of June 30, 2002, there were approximately 225 active members of these plans and
approximately 238 retired members.

Unclassified employees of the Connecticut State System of Higher Education and the central office
staff of the Department of Higher Education are eligible to participate in the Connecticut Alternate Retirement
Program. This program is a defined contribution program, and thus the State has no unfunded liability with
respect to the program. All member contributions and State appropriations are held in a separate retirement
fund by the Treasurer who may invest and reinvest as much of the fund’s assets as are not required for current
disbursements, which are comprised primarily of benefit payments. Any employee who elects or has elected
to participate in the program may elect to receive a refund of all contributions made by the employee into the
state employees retirement system in lieu of receiving any pension benefits under said retirement system.

The State is the administrator of the Connecticut Municipal Employees’ Retirement System and the
Connecticut Probate Judges and Employees’ Retirement System. As the administrator of these systems the
State owes a fiduciary obligation to these systems; however, the State has no direct financial liability to pay
benefits under these systems.

Social Security and Other Post-Employment Benefits

State employees, except for police and members of a retirement system other than the State
Employees’ Retirement Fund, whose employment commenced after February 21, 1958, are entitled to Social
Security coverage. Certain employees hired prior to that date have also elected to be covered. Pursuant to a
collective bargaining agreement, State Troopers hired on or after May 8, 1984 are entitled to Social Security
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coverage. As of June 30, 2002, approximately 63,353 State employees were entitled to Social Security
coverage. The amount expended by the State for Social Security coverage for fiscal year 2001-02 was $185.3
million. Of this amount, $172.5 million was paid from the General Fund and $12.8 million was paid from the
Transportation Fund.

The State provides post-retirement health care and life insurance benefits to all employees who retire
from State employment. As of June 30, 2002, a total of 32,602 retirees were eligible to receive such benefits;
and a total of 31,276 retirees and 22,997 retirees, respectively, were actually receiving health care benefits and
life insurance benefits. For the fiscal year 2001-02, $204.8 million was expended for such coverage. The
State finances the cost of such benefits on a pay-as-you-go basis; as such, the State has not established any
fund for the accumulation of assets with which to pay post-retirement health care and life insurance benefits in
future years. The State will need to make significant General Fund appropriations for such benefits each fiscal
year. For the fiscal year 2002-03, $236.7 million was appropriated.

The State makes a General Fund appropriation to the Teachers’ Retirement Fund to cover the portion
of retiree health insurance costs which is not funded from the amounts available in the Teachers’ Retirement
Health Insurance Fund: $3,500,000 was expended for fiscal year 1997-98; $8,445,295 was expended for fiscal
year 1998-99; $8,007,343 was expended for fiscal year 1999-00; $9,440,747 was expended for fiscal year
2000-01; $10,485,936 was expended for fiscal year 2001-02; and $11,787,496 has been appropriated for fiscal
year 2002-03. No fund has been established for the accumulation of assets with which to pay such benefits in
future years; therefore, significant General Fund appropriations will be required for each fiscal year. The
increase in the expenditure between fiscal year 1997-98 and fiscal year 1998-99 is largely attributable to
legislation which became effective July 1, 1998 which generally requires the State to subsidize the health
insurance costs of retired teachers who are not members of the Board’s health benefit plan in a manner
consistent with its prior practice of subsidizing the health insurance costs of those retired teachers who were
members of the Board’s health benefit plan. Of the total expenditures for fiscal years 1999-00, 2000-01 and
2001-02, and the total appropriation for fiscal year 2002-03, expenditures of $4,323,636 for fiscal year 1999-
00, $4,454,670 for fiscal year 2000-01 and $4,751,670 for fiscal year 2001-02 and an appropriation of
$5,299,600 for fiscal year 2002-03 are attributable to this legislation. Since July 1, 1994, retiree health
benefits have been self-insured.

Additional Information

The June 30, 2001 audited financial statements which are included as Appendix III-C hereto, and in
particular notes 9 through 11 and the required PERS Supplementary Information of the accompanying General
Purpose Financial Statements, provide additional information about the foregoing retirement systems and their
funding. In addition, paragraph B of note 22 of such financial statements identifies a contingent liability of the
State to pay pension liabilities of certain persons who are not employees of the State.
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LITIGATION

The State, its officers and employees, are defendants in numerous lawsuits. The ultimate disposition
and fiscal consequences of these lawsuits are not presently determinable. The Attorney General’s Office has
reviewed the status of pending lawsuits and reports that it is the opinion of the Attorney General that such
pending litigation will not be finally determined so as to result individually or in aggregate in a final judgment
against the State which would materially adversely affect its financial position, except that in the cases
described below the fiscal impact of an adverse decision might be significant but is not determinable at this
time. The cases described in this section generally do not include any individual case where the fiscal impact
of an adverse judgment is expected to be less than $15 million, but adverse judgments in a number of such
cases could, in the aggregate and in certain circumstances, have a significant impact.

Sheff v. O’Neill is a Superior Court action brought in 1989 on behalf of black and Hispanic school
children in the Hartford school district. The plaintiffs sought a declaratory judgment that the public schools in
the greater Hartford metropolitan area are segregated de facto by race and ethnicity and are inherently unequal
to their detriment. They also sought injunctive relief against state officials to provide them with an “integrated
education.” On April 12, 1995, the Superior Court entered judgment for the State. On July 9, 1996, the State
Supreme Court reversed the Superior Court judgment and remanded the case with direction to render a
declaratory judgment in favor of the plaintiffs. The Court directed the legislature to develop appropriate
measures to remedy the racial and ethnic segregation in the Hartford public schools. The Supreme Court also
directed the Superior Court to retain jurisdiction of this matter. The 1997 General Assembly enacted P.A. 97-
290, An Act Enhancing Educational Choices and Opportunities, in response to the Supreme Court decision. In
response to a motion filed by the plaintiffs, the Superior Court in 1998 ordered the State to show cause as to
whether there has been compliance with the Supreme Court’s ruling. In a Memorandum of Decision issued
March 3, 1999, the Superior Court found that the State complied with the 1996 decision of the Supreme Court.
The Superior Court noted that the plaintiffs failed to allow the State enough time to take additional steps in its
remedial process.

The plaintiffs filed a motion on December 28, 2000 seeking to have the Superior Court, once again,
monitor the State’s compliance with the State Supreme Court’s 1996 decision. A hearing about whether the
State is still complying with the Supreme Court’s ruling and what order, if any, the Court should issue was
held in April, 2002. The Superior Court is waiting for additional briefs to be filed in December 2002.

The Connecticut Traumatic Brain Injury Association, Inc. v. Hogan is a Federal District Court civil
rights action brought in 1990 on behalf of all persons with retardation or traumatic brain injury who have been,
or may be, placed in Norwich, Fairfield Hills or Connecticut Valley Hospitals. The plaintiffs claim that the
treatment and training they need is unavailable in state hospitals for the mentally ill and that placement in those
hospitals violates their constitutional rights. The plaintiffs seek relief which would require that the plaintiff
class members be transferred to community residential settings with appropriate support services. This case
has been settled as to all persons with mental retardation by their eventual discharge from Norwich and
Fairfield Hills Hospital. The case is still proceeding as to those persons with traumatic brain injury and the
class of plaintiffs has been expanded to include persons with acquired brain injury who are in the custody of
the Department of Mental Health and Addiction Services. The Court in 1998 expanded the class of plaintiffs
to include persons who are or have been in the custody of the Department of Mental Health and Addiction
Services at any time during the pendency of the case without reference to a particular facility. The trial in this
case took place in March 2001. In November 2002 the District Court entered judgment for the defendants on
all pending claims. It is anticipated that the plaintiffs will appeal the decision.

Johnson v. Rowland is a Superior Court action brought in 1998 in the name of several public school
students and the Connecticut municipalities in which the students reside, seeking a declaratory judgment that
the State’s current system of financing public education through local property taxes and State payments to
municipalities determined under a statutory Education Cost Sharing (“ECS”) formula violates the Connecticut
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Constitution. Additionally, the suit seeks various injunctive orders requiring the State to, among other things,
cease implementation of the present system, modify the ECS formula, and fund the ECS formula at the level
contemplated in the original 1988 public act which established the ECS. The municipalities have been
dismissed from the action for lack of standing. Trial has been scheduled for September 2003.

Hospital Tax Cases. In 1999 several hospitals appealed to the Superior Court from the Commissioner
of Revenue Services’ denial of their claims for partial refunds of the hospital tax imposed on a hospital’s gross
earnings and for partial refunds of sales tax imposed upon patient care services. The hospitals claim that these
taxes should not be imposed with regard to charges for tangible property transferred incidental to the provision
of patient care services. Refunds are claimed for the last three years. It is anticipated that other hospitals in the
State may bring similar suits. The Superior Court has decided one suit in favor of the State. The decision has
been appealed to the Supreme Court.

PTI, Inc. v. Philip Morris et al. was filed in the Federal Court for the Central District of California in
1999 against the State of Connecticut and the Attorney General in his official and individual capacities. The
plaintiffs re-import and distribute cigarettes that have previously been sold by their manufacturers to foreign
markets. The plaintiffs challenge certain provisions of the 1998 Master Settlement Agreement (MSA) entered
into by virtually all states and territories to resolve litigation by the respective states against the major domestic
tobacco companies. The plaintiffs further challenge certain state statutes, including those banning the sale of
re-imported cigarettes, so-called Non Participating Manufacturer statutes, that would decrease the price
advantage that re-imported cigarettes enjoy over other cigarettes. The plaintiffs claim that various provisions
of the MSA and these state statutes violate the federal constitution, antitrust and civil rights laws. The
plaintiffs seek declaratory and injunctive relief, compensatory, special and punitive damages, plus attorneys
fees and costs. The court has granted the State’s motion to dismiss this case.

Carr v. Wilson-Coker is a Federal District Court action brought in 2000 in which the plaintiffs seek to
represent a class of certain Connecticut Medicaid beneficiaries. The plaintiffs claim that the Commissioner of
the Department of Social Services fails to provide them with reasonable and adequate access to dental services
and to adequately compensate providers of dental services. The plaintiffs seek declaratory and injunctive
relief, plus attorneys’ fees and costs.

Doe v. State is a Federal District Court action brought in October 2000 on behalf of all juveniles who
have been strip searched at the State's juvenile detention centers. The plaintiffs claim that the blanket policy of
strip searching all juveniles upon arrival at the detention centers is unconstitutional. The plaintiffs seek
damages, declaratory and injunctive relief, plus attorneys’ fees and costs. On September 27, 2002, the District
Court entered judgment for the defendants after trial. Class certification was denied at the same time. The
plaintiffs have appealed both the judgment and the denial of class certification.

Foreman v. State is a Federal District Court action brought in January 2001 challenging the policy
and/or practice of strip searching all adult inmates arriving at correctional centers, including temporary
surrenders, regardless of whether there is a reasonable suspicion that the person might be carrying weapons or
contraband. The complaint purports to be brought on behalf of a class of similarly situated individuals, and
seeks damages, declaratory and injunctive relief, plus attorneys’ fees and costs.

Association for Retarded Citizens of Connecticut, Inc. v. O'Meara is a Federal District Court action
brought in October 2001 alleging that the State of Connecticut’s Department of Mental Retardation is in
violation of applicable Medicaid law and Title I of the Americans With Disabilites Act, along with other
federal law, by maintaining a waiting list for Medicaid services of approximately 1600 Medicaid eligible
persons. The suit also alleges that the Department of Mental Retardation’s placement of persons in quasi-
institutional settings, without first allowing them to choose a more integrated community setting, violates
federal law. The case seeks mandatory injunctive relief, attorneys’ fees and costs.
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While the various cases described in this paragraph involving alleged Indian Tribes do not specify the
monetary damages sought from the State, the cases are mentioned because they claim State land and/or
sovereignty over land areas that are part of the State of Connecticut. Several suits have been filed since 1977
in the Federal District Court and the Connecticut Superior Court on behalf of alleged Indian Tribes in various
parts of the State, claiming monetary recovery as well as ownership to land in issue. Some of these suits have
been settled or dismissed. The plaintiff group in the remaining suits is the alleged Golden Hill Paugussett
Tribe and the lands involved are generally located in Bridgeport, Trumbull and Orange. An additional suit has
been filed by the alleged Schaghticoke Indian Tribe claiming privately and town held lands in the Town of
Kent. The State is not a party to that action. It is possible that other such land claims could be brought by
other Indian groups, who have petitioned the Federal Government for Federal recognition. The State has also
challenged the decision of the Federal Department of the Interior which allows the Mashantucket Pequot Tribe
to add land holdings of the Tribe outside of its reservation to the land held in trust for its benefit by the
Department. The added land was not part of the Tribe’s original reservation designated under the Federal
Settlement Act with the Tribe. The additional land was purchased by the Tribe. The United States Court of
Appeals for the Second Circuit has recently rejected the State’s claim that the Federal Settlement Act does not
allow the Federal Department of the Interior to take this additional land and add it to the Tribe’s reservation
land. The Mashantucket Pequot Tribe has withdrawn its application to take the additional lands outside its
reservation into trust. Therefore, the case pending before the United States District Court has been dismissed
as moot. In June 2002, the Federal Bureau of Indian Affairs issued a final determination granting federal
recognition to the Historic Eastern Pequot tribe. The State has appealed that decision to the Court of Appeals.
If federal recognition is upheld, the tribe could institute land claims against the State or others.

Pratt & Whitney Division of UTC v. Commissioner of Revenue Services and Hamilton Standard
Division of UTC v. Commissioner of Revenue Services are both cases in the Connecticut Superior Court.
They involve sales and use tax refund claims by the plaintiffs, who argue that the materials, tools, machinery
and equipment used by them in conducting research and development as aircraft manufacturers in an aircraft
manufacturing facility with respect to aircraft parts and components qualify for an exemption from sales and
use tax under Connecticut General Statutes Section 12-412 (78). The trial court bifurcated liability from the
damages portion of the case, and on July 3, 2002 entered summary judgment for the plaintiffs on their claims.
The case now proceeds to the damages phase. The claims cover the tax years April 1, 1995 through December
31, 1998, and July 1, 1993 through June 30, 1997, respectively. The decision could also affect other tax years.
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Appendix ITI-A

GOVERNMENTAL ORGANIZATION AND SERVICES
Introduction

The components and structure of State governmental organization are laid out in the State’s Constitution
and the General Statutes of Connecticut. A number of State-wide and regional authorities and similar bodies are
also created or provided for in the General Statutes or by Special Act of the General Assembly. County
government was functionally abolished in Connecticut in 1960. Local governmental functions are generally
performed by the 169 cities and towns, or by special purpose authorities, districts and similar bodies located
within the cities and towns. A number of regional bodies exist to perform governmental functions that would
otherwise be performed at the local level. Most of the State’s 169 cities and towns were established or
incorporated during the 18th and 19th centuries, and many are still governed under charters enacted by the
General Assembly by Special Act. The State’s Constitution grants home rule powers to cities and towns, within
certain limitations. A large number of smaller municipalities lack charters, and the components and structure of
these municipalities are determined directly by the General Statutes. The General Statutes also contain a variety
of provisions pertaining to the organization and operation of all units of local government, including both those
with charters and those without. In addition to the 169 cities and towns that are the basic units of local
government in Connecticut, the General Statutes provide procedures for the creation of many types of local
special purpose authorities, districts and similar bodies. These include, among others, local housing authorities,
regional school districts, and a variety of special tax and service districts.

Under Connecticut law, all municipal governmental bodies have only the powers specifically granted to
them by the State and the ancillary powers that are necessarily implied by powers explicitly granted.
Municipalities which have the power to tax and to issue debt are explicitly denied the power by statute to file
petitions to become debtors under Chapter Nine of Title 11 of the Federal Bankruptcy Code without the prior
written consent of the Governor.

State Government Organization
Under the State Constitution, the legislative, executive and judicial functions and powers of State
government are divided among three distinct branches referred to in the Constitution as “departments”: the

legislative department, the executive department and the judicial department. The following table shows the
structure of the three departments.
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TABLE A-1

Structure of State Government

Electorate

Legislative Department

Executive Department

Judicial Department

Lieutenant Supreme Court
General Assembly Governor Governor

House of Appellate Court
Represen- Senate Attorney General Treasurer

tatives )

Superior Court
Secretary of Comptroller
the State

Auditors of State Bond Office of Policy and

Public Accounts Commission Management

Executive Agencies,
Departments,
Boards and
Commission
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Legislative Department. Legislative power is vested in the General Assembly, composed of the
Senate and House of Representatives. Currently the Senate consists of 36 members, each representing a single
senatorial district, and the House of Representatives consists of 151 members each representing a single
assembly district. Both the number of members and the boundaries of the legislative districts may vary in
accordance with the requirements of the State’s Constitution. The General Assembly is assisted by a full-time
staff. General Assembly employees are included under the legislative function in Tables A-2 and A-3 below.

General Assembly members are elected biennially at the general election in November in even
numbered years and take office in the January following their election. Elections for the General Assembly
were held in November 2002, and the new members will take office in January 2003.

A regular session of the General Assembly is held each year. These sessions run from January
through June in odd-numbered years and February through May in even-numbered years. The General
Assembly reconvenes for special sessions in general only in emergencies or to consider bills or appropriations
vetoed by the Governor. Even-year sessions are supposed to be limited to budgetary, revenue and financial
matters, bills and resolutions raised by committees of the General Assembly and certified emergencies.

Two Auditors of Public Accounts, who cannot be of the same political party, are appointed by the
General Assembly to four-year terms. The State Auditors are required to make an annual audit of the accounts
of the Treasurer and the Comptroller and, biennially or as frequently as they deem necessary, to audit the
accounts of each officer, department, commission, board and court of the State government authorized to
expend State appropriations. The Auditors are required to report unauthorized, illegal, irregular or unsafe
handling or expenditure of State funds or any actual or contemplated breakdown in the safeguarding of any
resources of the State promptly upon discovery to the Governor, the State Comptroller, the Attorney General
and appropriate legislative agencies. Each budgeted agency of the State must keep its accounts in such form
and by such methods as to exhibit facts required by the State Auditors. A full-time staff assists the State
Auditors. Employees of the State Auditors are included under the legislative function in Tables A-2 and A-3
below.

Executive Department. The present Governor, Lieutenant Governor, Secretary of the State,
Treasurer, Comptroller and Attorney General, whose offices are mandated by the State’s Constitution, were
elected at the general election in November 1998 and assumed office in January 1999. Elections for all of
these offices are held every four years. The Governor and Lieutenant Governor are elected as a unit. A
general election was held in November 2002, and the same officials were reelected to their respective offices
for terms beginning in January 2003.

The supreme executive power of the State is vested in the Governor. The Governor has the
constitutional responsibility for ensuring that the laws are faithfully executed, giving the General Assembly
information on the state of the government, and recommending to the General Assembly such measures as the
Governor may deem expedient. The Governor is empowered to veto bills and line items in appropriations
bills, but the General Assembly may reconsider and repass such matters upon a two-thirds vote of each house,
whereupon such bills or appropriations become law. Broad appointive and investigative powers are conferred
upon the Governor by statute. The Lieutenant Governor serves as President of the Senate and becomes
Governor in case of the inability of the Governor to exercise the powers and perform the duties of the office.

The Treasurer is primarily responsible for receiving and disbursing all monies belonging to the State,
superintending the collection of State taxes and revenues and the investment of State funds, administering
certain State trust funds and managing State property. Subject to the approval of the Governor, the Treasurer
is authorized, when necessary, to make temporary borrowings evidenced by State obligations. In addition, the
State Bond Commission may delegate to the Treasurer the responsibility for determining the terms and
conditions and carrying out the issuance of State debt.
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The Secretary of the State administers elections, has custody of all public records and documents, and
certifies to the Treasurer and the Comptroller the amount and purpose of each appropriation made by the
General Assembly.

The Comptroller’s primary duties include adjusting and settling public accounts and demands and
prescribing the method of keeping and rendering all public accounts. All warrants and orders for the
disbursement of public money are registered with the Comptroller. The Comptroller also has authority to
require reports from State agencies upon any matter of property or finance and to inspect all records in any
public office, and is responsible for examining the amount of all debts and credits of the State. The
Comptroller is required to issue monthly reports on the financial condition of the State, which are prepared on
a modified cash basis and are not audited.

The Attorney General has general supervision over all legal matters in which the State is an interested
party except those legal matters over which prosecuting officers have discretion. The duties of the office
include giving advice and on request rendering legal opinions to the legislative and executive departments as to
questions of law. Among the Attorney General’s statutory duties concerning State financial matters are
membership on the State Bond Commission, the approval of all State contracts or leases and appearing before
any committee of the General Assembly to represent the State’s best interests when any measure affecting the
State Treasury is pending.

In addition to the constitutionally mandated offices, the General Statutes provide for a number of
executive branch agencies, departments and commissions, each of which generally has its own agency head
appointed by the Governor, in most cases with the advice and consent of one or both houses of the General
Assembly. Of these statutorily established offices, the one most directly related to the fiscal operation and
condition of the State is the Office of Policy and Management. The Secretary of the Office of Policy and
Management is directly responsible to the Governor for policy development in four major areas: budget and
financial management, policy development and planning, management and program evaluation, and
intergovernmental policy. The Office of Policy and Management has significant responsibility in preparing the
State budget, in assisting the Governor in policy development and in representing the State in most collective
bargaining negotiations. It is the duty of the Office of Policy and Management to prepare and furnish to the
General Assembly and Comptroller financial and accounting statements relating to the State’s financial
condition and general accounts, and to examine and assist in the organization, management and policies of
departments and institutions supported by the State in order to improve their effectiveness. The Secretary of
the Office of Policy and Management, like the Comptroller, is empowered to inspect the financial records and
to require reports of State agencies.

Employees of the executive department are included in Tables A-2 and A-3 below under all function
headings except the legislative and judicial functions. A list of the major executive branch agencies,
departments and commissions, by function headings, is found in Table A-5.

Judicial Department. The State’s judicial department consists of three principal trial and appellate
courts: the Superior Court, the Appellate Court, and the Supreme Court.

The Superior Court is vested with original trial court jurisdiction over all civil and criminal matters.
There are approximately 173 sitting Superior Court judges, each nominated by the Governor and appointed by
the General Assembly to eight-year terms.

On July 1, 1983, the Appellate Court was created and the appellate session of the Superior Court was
dissolved. The Appellate Court hears appeals from decisions of the Superior Court except for certain matters
which are directly appealable to the Supreme Court. There are nine Appellate Court judges nominated by the
Governor and appointed by the General Assembly to eight-year terms.
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The Connecticut Supreme Court reviews decisions of the Appellate Court and, in certain cases, of the
Superior Court. Except in cases where original jurisdiction exists in the Supreme Court, there is no right of
review in the Supreme Court unless specifically provided by statute. The Supreme Court consists of seven
Justices (one Chief Justice and six Associate Justices) nominated by the Governor and appointed by the
General Assembly to eight-year terms.

In addition to the principal trial and appellate courts, there is a Court of Probate in each of 128 probate
districts situated throughout the State.

Employees of the judicial department are shown in Tables A-2 and A-3 under the judicial function
heading.

Quasi-Public Agencies. In addition to the budgeted components of State government provided for in
the State’s Constitution and the General Statutes, important State-wide governmental functions are performed
by quasi-public agencies, authorities and similar bodies created under the General Statutes. A number of these
entities receive significant funding from the State, although they are not budgeted agencies of the State. Each
of these entities is governed by a board of directors chosen in accordance with its respective enabling statute.
These boards generally include legislative appointees, gubernatorial appointees and ex officio directors holding
certain executive branch offices.

State Employees

Employment Statistics. Statistics regarding approximate filled permanent full-time positions within
budgeted components of State government are shown on the following two tables.

TABLE A-2
State Employees®
By Function of Government
Function Headings® 1998 1999 2000 2001 2002
Legislative ...oovevvereerieieieieieieiennen 427 438 434 447 509
General Government ...........c.c......... 3,745 3,853 3,910 3,910 3,909
Regulation and Protection ............... 4,200 4,319 4,550 4,592 4,620
Conservation and Development ...... 1,399 1,420 1,463 1,457 1,496
Health and Hospitals .......c...c.ceu...... 8,280 8,709 8,747 8,635 8,710
Transportation ..........c.cceeeeeereennnen. 3,675 3,610 3,643 3,626 3,631
Human Services........cccccovevvvveeeeeennn. 2,347 2,391 2,375 2,332 2,315
Education..........ccoceevveevieeeeineeennenn, 13,494 14,130 14,357 14,921 15,331
COITECHIONS ..eeeeeeeeeeieeeeeeeeeiieeeeeeeane 9,346 9,454 10,027 9,956 10,168
Judicial ......ccoovveveirieiiieeieceeeee, 2,971 3,068 3,224 3,342 3,369
Total........coooevevieiieieeceee 49,884 51,392 52,730 53,218 54,058

(a) Table shows approximate filled full-time positions as of June 30 in each of the listed years.

(b) A breakdown of the agencies, boards, commissions and similar bodies included in each of
the listed government function headings is shown in Table A-5.

SOURCE: Office of Policy and Management
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TABLE A-3
State Employees as of June 30, 2002

By Function of Government and Fund Categories

Special Other Special
General Transportation  Appropriated Funds - Non- Federal Private
Function Headings Fund Fund Funds Appropriated Funds Contributions TOTALS
Legislative 509 509
General Government 3,082 11 9 450 29 328 3,909
Regulation and Protection 2,205 669 596 218 922 10 4,620
Conservation and 677 5 374 317 123 1,496
Development
Health and Hospitals 8,243 77 335 55 8,710
Transportation 3,505 126 3,631
Human Services 1,980 14 307 14 2,315
Education 9,730 5,417 184 15,331
Corrections 10,012 91 65 10,168
Judicial 3,294 12 63 3,369
Total 39,732 4,185 624 6,765 2,222 530 54,058

@ Table shows approximate filled full-time positions.

SOURCE: Office of Policy and Management

Collective Bargaining Units and Process. The General Statutes guaranty State employees, other than
elected or appointed officials and certain management employees and others with access to confidential
information used in collective bargaining, the right to organize and participate in collective bargaining units.
There are presently 32 such bargaining units representing State employees.

The General Statutes establish the general parameters of the collective bargaining process with respect
to bargaining units representing State employees. At any given point in time, there are generally a number of
collective bargaining units with agreements under negotiation. All collective bargaining agreements require
approval of the General Assembly. The General Assembly may approve any such agreement as a whole by a
majority vote of each house or may reject any such agreement as a whole by a majority vote of either house.
An arbitration award may be rejected in whole by a two-thirds vote of either house of the General Assembly
upon a determination that there are insufficient funds for full implementation of the award.

The General Statutes deny State employees the right to strike. Questions concerning employment or

bargaining practices prohibited by the sections of the General Statutes governing collective bargaining with
regard to State employees may generally be brought before the State Board of Labor Relations.
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Information regarding employees participating in collective bargaining units and employees not
covered by collective bargaining is shown on the following table:

TABLE A-4

Full-Time Work Force®
Collective Bargaining Units and
Those Not Covered by Collective Bargaining

Percentage of State
Bargaining Unit/Status Group Employees Represented® Contract Status, if any
Covered by Collective Bargaining
Administrative Clerical 9.64% Contract in place through 6/30/2002 (b)
Correction Officers 9.21% Contract in place through 6/30/2004
Health Care Non-Professionals 8.34% Contract in place through 6/30/2005
Maintenance and Service 8.21% Contract in place through 6/30/2005
Social and Human Services 7.33% Contract in place through 6/30/2002 (b)
Administrative and Residual 6.04% Contract in place through 6/30/2003
Engineering, Scientific and Technical 4.95% Contract in place through 6/30/2005
Health Care Professionals 4.80% Contract in place through 6/30/2005
University Health Professionals 3.45% Contract in place through 6/30/2006
(University of Connecticut Health Center)
Judicial Employees 2.59% Contract in place through 6/30/2002 (b)
University of Connecticut Faculty 2.38% Contract in place through 6/30/2006
University of Connecticut Professional 2.30% Contract in place through 6/30/2005
Employee Association
Connecticut State University Faculty 2.29% Contract in place through 6/30/2006
State Police 2.20% Contract in place through 6/30/2004
Vocational Technical School Teachers 2.11% Contract in place through 6/30/2003
Congress of Connecticut Community Colleges 2.08% Contract in place through 6/30/2005
Judicial Professionals 1.78% Contract in place through 6/30/2002 (b)
Education Professionals (Institutions) 1.73% Contract in place through 6/30/2005
Protective Services 1.62% Contract in place through 6/30/2004
Judicial Marshals 1.37% Contract in place through 6/30/2004
Connecticut State University Administrators 1.03% Contract in place through 6/30/2005
Other Bargaining Units (11 units) 2.02% Varies by Unit
Total Covered by Collective Bargaining 87.46%
Not Covered by Collective Bargaining
Auditors of Public Accounts 0.18% Not Applicable
Other Employees 12.36% Not Applicable
Total Not Covered by Collective Bargaining 12.54%
Total Full-Time Work Force 100.00%

(a) Percentage expressed reflects approximately 54,058 filled full-time positions as of June 30, 2002.

(b) The State and the bargaining unit are currently in negotiations or arbitration for a successor agreement.

Source: Office of Policy and Management.

II-A-7



Governmental Services

Services provided by the State or financed by State appropriations are classified under one of ten
major government function headings or are classified as “non-functional”. These function headings are used
for the State’s General Fund and for other funds of the State used to account for appropriated moneys. State
agencies, boards, commissions and other bodies are each assigned to one of the function headings for
budgeting purposes. The following table shows a breakdown of the government function headings according
to the major agencies, boards, commissions and other bodies assigned to them.

TABLE A-5

Function of Government Headings(a)(b)

Legislative
Legislative Management

Auditors of Public Accounts

Commission on the Status of Women

Commission on Children

Latino and Puerto Rican Affairs
Commission

African-American Affairs Commission

General Government

Governor’s Office

Secretary of the State

Lieutenant Governor’s Office

Elections Enforcement Commission

Ethics Commission

Freedom of Information Commission

Judicial Selection Commission

State Properties Review Board

State Treasurer

State Comptroller

Department of Revenue Services

Division of Special Revenue

State Insurance and Risk
Management Board

Gaming Policy Board

Office of Policy and Management

Department of Veterans’ Affairs

Office of Workforce Competitiveness

Department of Administrative Services

Department of Information Technology

Department of Public Works

Attorney General

Office of the Claims Commissioner

Division of Criminal Justice

Criminal Justice Commission

State Marshal Commission

Regulation and Protection
Department of Public Safety

Police Officer Standards and
Training Council

Board of Firearms Permit Examiners

Department of Motor Vehicles

Military Department

Commission on Fire Prevention and
Control

Department of Banking

Insurance Department

Office of Consumer Counsel

Department of Public Utility Control

Office of Managed Care Ombudsman

Department of Consumer Protection

Department of Labor

Office of Victim Advocate

Commission on Human Rights and
Opportunities

Office of Protection and Advocacy for
Persons with Disabilities

Office of the Child Advocate

Workers’ Compensation Commission

Conservation and Development
Department of Agriculture
Department of Environmental
Protection
Council on Environmental Quality
Connecticut Historical Commission
Department of Economic and
Community Development
Agricultural Experiment Station

Health and Hospitals
Department of Public Health

Office of Health Care Access

Office of the Chief Medical Examiner

Department of Mental Retardation

Department of Mental Health and
Addiction Services

Psychiatric Security Review Board

Transportation
Department of Transportation

Human Services
Department of Social Services
Soldiers’, Sailors’, and Marines’ Fund

Education, Libraries and Museums

Department of Education

Board of Education and Services for
the Blind

Commission on the Deaf and Hearing
Impaired

State Library

Department of Higher Education

University of Connecticut

University of Connecticut Health
Center

Charter Oak State College

Teachers’ Retirement Board

Regional Community-Technical
Colleges

Connecticut State University

Corrections

Department of Correction

Board of Pardons

Board of Parole

Department of Children and Families

Council to Administer the Children’s
Trust Fund

Judicial
Judicial Department
Public Defender Services Commission

(a) In addition to the ten listed government function headings, the State also employs a “non-functional” heading under which are
grouped various miscellaneous accounts including debt service and State employee fringe benefit accounts.
(b) Listing of agencies, boards, commissions and similar bodies is as of July 1, 2002.

SOURCE: Office of Policy and Management
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In addition to services provided directly by the State, various State-wide and regional quasi-public
agencies, authorities and similar bodies also provide services. Such entities principally assist in the financing
of various types of facilities and projects. In addition to their own budgetary resources and the proceeds of
their borrowings, a number of such entities have received substantial funding from the State, which the entities
generally use to provide financial assistance to the general public and the private and nonprofit sectors.

Because Connecticut does not have an intermediate county level of government between State and
local government, local entities provide all governmental services not provided by the State and quasi-public
agencies. Such services are financed principally from property tax revenues, State funding of various types
and federal funding.

II1-A-9



[INTENTIONALLY LEFT BLANK]



Appendix IT1I-B
STATE ECONOMY

Connecticut is a highly developed and urbanized state. It is situated directly between the financial
centers of Boston and New York. Connecticut is located on the northeast coast and is the southernmost of the
New England States. It is bordered by Long Island Sound, New York, Massachusetts and Rhode Island. More
than one quarter of the total population of the United States and more than 50% of the Canadian population
live within 500 miles of the State.

Economic Resources

Population Characteristics. Connecticut had a population count of 3,405,565 in April 2000, an
increase of 118,449, or 3.6%, from the 3,287,116 figure of 1990. The State’s population growth rate, which
exceeded the United States’ rate of population growth during the period 1940 to 1970, slowed substantially
and trailed the national average markedly during the past three decades. The following table presents the
population trends of Connecticut, New England and the United States since 1940. Connecticut’s population
increased 3.6% from 1990 to 2000 versus 5.4% in New England. Within New England, only Vermont and
New Hampshire experienced growth significantly higher than the region. The mid-2001 population in
Connecticut was estimated at 3,425,074, up 0.4% from a year ago, compared to increases of 0.6% and 0.9% for
both New England and the nation, respectively.

TABLE B-1
Population
(In Thousands)
Connecticut New England United States
Calendar Year Total % Change Total % Change Total % Change

1940 Census 1,709 % 8,437 % 132,165 %
1950 Census 2,007 17.4 9,314 10.4 151,326 14.5
1960 Census 2,535 26.3 10,509 12.8 179,323 18.5
1970 Census 3,032 19.6 11,847 12.7 203,302 134
1980 Census 3,108 2.5 12,349 4.2 226,542 114
1990 Census 3,287 5.8 13,207 6.9 248,710 9.8
2000 Census 3,406 3.6 13,923 5.4 281,422 13.2
1992.... 3,301 0.1) 13,271 0.2 256,514 1.4
1993.... 3,309 0.3 13,334 0.5 259,919 1.3
1994.... 3,316 0.2 13,396 0.5 263,126 1.2
1995.... 3,324 0.2 13,473 0.6 266,278 1.2
1996.... 3,337 0.4 13,555 0.6 269,394 1.2
1997.... 3,349 0.4 13,642 0.6 272,647 1.2
1998.... 3,365 0.5 13,734 0.7 275,854 1.2
1999.... 3,386 0.6 13,838 0.8 279,040 1.2
2000.... 3,410 0.7 13,944 0.8 282,125 1.1
2001.... 3,425 0.4 14,022 0.6 284,797 0.9

Note: 1940-2000, April 1 Census. Figures are for census comparison purposes.
1992-2001, Mid-year estimates.

SOURCE: United States Department of Commerce, Bureau of the Census
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The State is highly urbanized with a 2001 population density of 707 persons per square mile, as compared with
81 for the United States as a whole and 223 for the New England region. Of the 8 counties in the State, 75% of
the population resides within Fairfield (26%), Hartford (25%), and New Haven (24%) counties.

Transportation. Connecticut has an extensive network of expressways and major arterial highways
which provide easy access to local and regional markets. Bradley International Airport, in Windsor Locks, is
well situated for overseas air freight operations and is accessible from all areas of the State and Western
Massachusetts.

Railroad freight service is provided to most major towns and cities in the State, and connections are
provided with major eastern railroads as well as direct access to Canadian markets. In addition, Connecticut’s
proximity to the ports of New York and Boston provides it with access to European and South American
export markets. The State’s harbors at Bridgeport, New Haven and New London can accommodate deep draft
vessels.

Connecticut provides financial assistance for all of the urban and rural bus services operating in the
State. In addition, the State supports commuter express bus operations, Americans with Disabilities Act and
paratransit services, and ridesharing programs. Rail commuter service operates between New Haven and New
York City and related points. Also, rail commuter service operates between New London and Stamford.

Connecticut initiated a transportation infrastructure renewal program in 1984 and continues that
program today. It has resulted in the restoration and enhancement of the major components of the
transportation system and provides for the continued maintenance of these systems.

Utility Services. The power grid that supplies electricity to the entire State is owned and operated by
both private and municipal electric companies. Transmission lines connect Connecticut with New York, New
England and Canada. These interconnections allow the companies serving Connecticut to meet large or
unexpected electric load requirements from resources located outside of Connecticut’s boundaries. All electric
utilities in the State are members of the New England Power Pool and operate as part of the regional bulk
power system. An independent system operator, ISO New England, Inc., operates this regional system.

Legislation passed in 1998 provided for the restructuring of the electric industry in Connecticut. As of
July 2000, most consumers in Connecticut can choose an independent electric supplier as their provider of
electricity. The electricity is still delivered to the consumer over the wires of the regulated distribution
companies (Connecticut Light & Power Company and The United Illuminating Company). Electric suppliers
are not subject to rate regulation by the State Department of Public Utility Control (DPUC), but must receive a
license issued by the DPUC before commencing service to consumers. In general, Connecticut consumers
located in a municipally owned electric service territory are not subject to the 1998 restructuring legislation.
These consumers continue to purchase and receive their electrical needs from the municipal electric company.

The restructuring legislation mandated a 10 percent rate reduction (from 1996 levels) subject to
specific adjustments during the period of 2000 to 2003. This “standard offer” service is available to all
consumers except those who had already entered into special contracts with the electric companies. The
legislation also provides a procedure allowing for the recovery of utility’s stranded costs, including the
issuance of revenue bonds.

Natural gas service is provided to parts of the State through one municipal and three private gas
distribution companies, including Yankee Gas Services Company, Connecticut Natural Gas Company, and
Southern Connecticut Gas Company. Over the past few years, Energy East Corp. has acquired both
Connecticut Natural Gas and Southern Connecticut Gas. Energy East is a New York-based regional utility
holding company. Yankee Gas has also been recently acquired by Northeast Utilities.
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Since 1996 the DPUC is allowing some competitive market forces to enter the natural gas industry in
Connecticut. Commercial and industrial gas consumers can choose non-regulated suppliers for their natural
gas requirements. The gas is delivered to the consumer using the local distribution company’s mains and
pipelines. This competitive market is not yet available to the residential consumer.

In addition to the electric and natural gas industries, telecommunications services are also in the
process of being opened to competition. Local exchange telephone service is provided in the State by local
exchange carriers (LECs) and competitive local exchange carriers (CLECs). Two LECs currently offer local
telephone services in Connecticut. They are The Southern New England Telephone Company (SNET), which
has been acquired by SBC Communications, Inc. and Verizon New York, Inc. Connecticut also has
approximately 139 CLECs certified to provide local exchange services including AT&T Communications of
New England, Cox Connecticut Telecommunication, LLC and Connecticut Telephone and Communications
Systems, Inc.

Connecticut is dependent upon oil, including imported oil, for a portion of its energy requirements.
This dependence is greatest in the transportation sector. Connecticut also relies on heating oils in both the
residential and commercial sectors, and is reliant on residual oils and diesel fuels for the production of
electricity. This petroleum dependence can make Connecticut particularly affected by developments in the oil
commodity markets. Events that affect the international or domestic production of oil, the domestic and
international refining capabilities, or the transportation of petroleum products within the United States or into
the New England region can affect Connecticut’s local oil markets.

Economic Performance

Personal Income. Connecticut has a high level of personal income. Historically, the State’s average
per capita income has been among the highest in the nation. The high per capita income is due to the State’s
concentration of relatively high paying manufacturing jobs along with a higher portion of residents working in
the non-manufacturing sector in such areas as finance, insurance and real estate, as well as educational
services. A concentration of major corporate headquarters located within the State also contributes to the high
level of income. The following table shows total and per capita personal income for Connecticut residents
during the period from 1992 to 2001 and compares Connecticut per capita personal income as a percentage of
both New England and the United States.

TABLE B-2
Connecticut Personal Income by Place of Residence
Calendar Year Connecticut Connecticut Per Capita as % of
Total Per Capita™ New England United States
(Millions of Dollars) (Dollars)
1992, 93,779 28,409 116.9 135.2
1993, 96,867 29,274 117.2 135.6
1994 ..., 99,788 30,093 116.1 134.5
1995, 104,315 31,382 116.1 134.8
1996, 109,354 32,770 115.6 134.8
1997 ., 116,420 34,763 116.2 136.6
1998 v, 124,880 37,112 116.6 137.9
1999, 130,175 38,445 115.6 137.8
2000, 138,796 40,703 113.7 136.6
20071 i 143,613 41,931 114.2 137.5

SOURCE: United States Department of Commerce, Bureau of Economic Analysis
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The following table indicates the annual growth rate of personal income, on a current and constant dollar
basis, of Connecticut, New England and the United States.

TABLE B-3

Annual Growth Rates in Personal Income By Place of Residence

Calendar Year Conn. New England U.S. Conn. New England U.S.
(Current) (Current) (Current) (Constant) (Constant) (Constant)
1992 6.2% 5.0% 6.0% 3.6 % 2.5 % 3.5%
1993 33% 3.3% 4.1% 0.9 % 0.9 % 1.6%
1994 3.0% 4.3% 5.0% 0.9 % 2.1 % 2.8%
1995 4.5% 4.9% 5.3% 2.3 % 2.6 % 3.1%
1996 4.8% 5.4% 5.6% 2.8 % 34 % 3.6%
1997 6.5% 6.3% 6.0% 4.4 % 4.2 % 3.9%
1998 7.3% 7.1% 7.0% 6.0 % 5.8 % 5.7%
1999 4.2% 5.3% 4.9% 2.8 % 3.8 % 3.4%
2000 6.6% 8.4% 8.0% 4.4 % 6.2 % 5.7%
2001 3.5% 3.2% 3.3% 1.1 % 0.8% 0.9%

Note—Constant dollars are adjusted for inflation using the GDP deflator.

SOURCE: United States Department of Commerce, Bureau of Economic Analysis

The following table indicates the sources of personal income by place of residence for the State and
the United States in 2001.

TABLE B-4
Sources of Personal Income By Place of Residence
Calendar 2001

(In Millions)
Percent Percent
Conn. of Total U.S. of Total
Wages in Non-manufacturing ...........cceeevververeerveriereennennns $ 72,021 50.15 $4,161,208 47.91
Property Income (Div., Rents & Int.)... 25,082 17.46 1,638,303 18.86
Wages in Manufacturing ........cc.cceceeveevienienensienceieeeenne. 16,519 11.50 789,400 9.09
Transfer Payments less Social Insurance Paid.................. 9,619 6.70 798,165 9.19
Other Labor INCOME ............evvvvvveeeiiiiiiiiieeiieeeeeeeeeeeeeeeeeeeens 8,818 6.14 570,395 6.57
Proprietor’s Income 11.554 8.05 727,862 8.38
Personal Income—Total.............oevvvuveeieeerieeeiieniieeeeeeeenennns $143,613 100.00 $8,685,333 100.00

Note—Columns may not add due to rounding.

SOURCE: United States Department of Commerce, Bureau of Economic Analysis

Gross State Product. The State and the region’s economic vitality is evidenced in the rate of growth of
its Gross State Product. Gross State Product is the market value of all final goods and services produced by
labor and property located within the State. The economies of Connecticut and New England were, for much
of the 1980s, among the strongest performers in the nation in this category. While the growth rates of both
Connecticut and New England slowed in the initial years of the 1990s, thereafter the growth rates improved
and remain higher than those experienced in the early 1990s.
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The following table shows the Gross State Product in current dollars for Connecticut, New England and
the United States.

TABLE B-5
Gross State Product
(In Millions of Dollars)
Connecticut New England(a) United States™
Year $ % Growth $ % Growth $ % Growth
1991 100,395 1.5 344,025 1.3 5,895,430 3.3
1992 103,794 34 357,145 3.8 6,209,096 5.3
1993 107,924 4.0 373,298 4.5 6,513,026 4.9
1994 112,395 4.1 394,406 5.7 6,930,791 6.4
1995 118,645 5.6 416,166 55 7,309,516 5.5
1996 124,157 4.6 439,596 5.6 7,715,901 5.6
1997 134,968 8.7 471,336 7.2 8,224,960 6.6
1998 142,701 5.7 503,940 6.9 8,750,174 6.4
1999 149,483 4.8 537,962 6.8 9,279,697 6.1
2000 159,288 6.6 582,776 8.3 9,941,552 7.1

(a) Sum of the GSP for the States in New England.
(b) Denotes the Gross Domestic Product, which is the total market value of all final goods and
services produced in the U.S.

SOURCE: United States Department of Commerce, Bureau of Economic Analysis
The following table shows the Gross State Product in 1996 chained dollars.

TABLE B-6

Gross State Product
(In Millions of 1996 Chained Dollars)

Connecticut New England United States

Year $ % Growth $ % Growth $ % Growth
1991 114,576 (2.3) 388,572 (2.5) 6,615,685 0.2)
1992 114,330 0.2 391,385 0.7 6,774,505 2.4
1993 115,725 0.8 397,470 1.6 6,918,388 2.1
1994 117,489 1.5 410,014 32 7,203,002 4.1
1995 120,792 2.8 422,524 3.1 7,433,965 32
1996 124,157 2.8 439,596 4.0 7,715,901 3.8
1997 132,620 6.8 463,498 54 8,093,396 4.9
1998 138,159 4.2 488,673 54 8,502,663 5.1
1999 143,500 39 517,174 5.8 8,915,954 4.9
2000 149,649 4.3 549,304 6.2 9,314,279 4.5

Source: United States Department of Commerce, Bureau of Economic Analysis

The table below shows the contribution to Connecticut’s Gross State Product of the manufacturing
and non-manufacturing sectors in the State’s diverse economy. The table shows that, in 2000, Connecticut’s
output was concentrated in three areas: finance (29.5%), services (22.1%) and manufacturing (15.7%), which
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contributed two-thirds of the State’s total output. The output contribution of manufacturing has been declining

over time as the contribution of finance and services has been rapidly increasing.

outputs from these three areas were: finance, 25.2%; services, 19.4%; and manufacturing, 19.8%.

In 1991, Connecticut’s

The

increasing share of the non-manufacturing sector may help smooth the business cycle by prolonging the length
of expansion and reducing the span and depth of recession.

TABLE B-7

Gross State Product by Industry in Connecticut
(In Millions of Dollars)

Sector 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000
Manufacturing $19,901  $19452  $18420 $18,983  $20,017  $21,233  $22,998  $24,151  $24,016  $25,010
Construction® 3,544 3,493 3,594 3,670 3,904 3,929 4,285 4,661 5,129 5,579
Agriculture®™ 660 734 819 802 771 845 874 926 1,000 1,090
Utilities® 6,803 7,212 7,622 8,026 8,407 8,192 8,315 8,824 8,987 9,399
Wholesale Trade 6,762 7,013 7,008 7377 7,747 8,136 9,126 9,305 9,338 9,726
Retail Trade 8,361 8,340 8,553 8,835 9,026 9,347 10,100 10,676 11,737 12,876
Finance® 25,258 26,607 29,173 29,797 32,221 34,073 37,892 40,812 43,596 47,045
Services® 19,470 20,995 22,488 24,205 25,577 27,063 29,652 31,164 33,109 35,235
Government 9.636 9.948 10,247 10,700 10,975 11,339 11,726 12.182 12,571 13,328

Total GSP $100,395 $103,794 $107,924 $112,395 $118,645 $124,157 $134,968 $142,701 $149.483  $159,288

Note—Columns may not add due to rounding.

(a) Includes mining.

(b) Includes forestry and fisheries.

(c) Includes transportation, communications, electric, gas and sanitary services.

(d) Includes finance, insurance and real estate.

(e) Covers a variety of activities, including professional, business and personal services.

SOURCE: United States Department of Commerce, Bureau of Economic Analysis
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Employment

Non-agricultural employment includes all persons employed except federal military personnel, the
self-employed, proprietors, unpaid workers, farm and household domestic workers. The following table
compares non-agricultural establishment employment for Connecticut, New England and the United States
between 1992 and 2001. In Connecticut, approximately 60% of total personal income is derived from wages
and salaries earned by workers classified in the non-agricultural employment sector. Therefore the non-
agricultural employment figure is a valuable indicator of economic activity. Connecticut’s nonagricultural
employment reached its decade-long high in the first quarter of 1989 with 1,676,230 persons employed, but
began declining with the onset of the recession in the early 1990s. It was not until 1993 that the State’s
economy started to gain momentum and it has steadily improved in each successive year since, adding tens of
thousands of new workers annually. During 2000, nonagricultural employment surpassed the 1989 peak with
a total employment of 1,693,500. Total nonagricultural employment declined in 2001 as the economy softened
beginning with the first quarter of 2001.

TABLE B-8
Non-agricultural Employment®
(In Thousands)
Connecticut New England United States
Calendar Percent Percent Percent
Year Employment  Growth Employment Growth Employment Growth
1992 1,526.1 (1.86) 5,995.6 0.77) 108,590 0.31
1993 1,531.1 0.33 6,079.9 1.41 110,693 1.94
1994 1,543.8 0.83 6,200.7 1.99 114,138 3.11
1995 1,561.8 1.17 6,328.2 2.06 117,190 2.67
1996 1,583.7 1.40 6,432.4 1.65 119,590 2.05
1997 1,612.4 1.81 6,574.6 2.21 122,670 2.58
1998 1,643.1 1.90 6,721.6 2.24 125,853 2.59
1999 1,668.8 1.56 6,853.9 1.97 128,903 2.42
2000 1,693.5 1.48 7,018.4 2.40 131,718 2.18
2001 1,682.8 (0.63) 7,033.6 0.22 131,923 0.16

(a)  Non-agricultural employment excludes agricultural workers, proprietors, self-employed individuals, domestic workers,
family workers and members of the armed forces.

SOURCE: United States Department of Labor, Bureau of Labor Statistics
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Composition of Employment. The following table shows the distribution of non-agricultural
employment in Connecticut and the United States in 2001. The table shows that Connecticut has a larger share
of employment in services and manufacturing than the nation as a whole.

TABLE B-9
Connecticut Non-agricultural Employment, 2001
(In Thousands)
Connecticut United States

Total % Total %
Services® 539.7 32.07 40,978 31.06
Trade®™ 358.2 21.29 30,295 22.96
Manufacturing 254.0 15.09 17,695 13.41
Government 243.8 14.49 20,928 15.86
Finance® 142.5 8.47 7,713 5.85
Utilities® 78.6 4.67 7,068 5.36
Construction® 66.0 3.93 7.246 5.49

1,682.8 100.00 131,923 100.00

(a) Covers a considerable variety of activities, including professional, business and personal services.
(b) Includes wholesale and retail trade.

(¢) Includes finance, insurance, and real estate.

(d) Includes transportation, communications, electric, gas and sanitary services.

(e) Includes mining.

SOURCE: United States Department of Labor, Bureau of Labor Statistics
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Year

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

Recent trends in the State’s non-agricultural employment are reflected in the following table.
Throughout the last four decades, while manufacturing employment in Connecticut has been steadily
declining, employment in non-manufacturing industries has surged. In calendar 2001, approximately 85% of
the State’s workforce was employed in non-manufacturing jobs, up from roughly 50% in the early 1950s.

TABLE B-10

Connecticut Non-agricultural Employment
(Annual Averages In Thousands)

Manufacturing Trade® Services

305.71
294.15
285.29
279.06
274.79
275.98
276.91
268.42
263.33
253.96

331.33
330.33
335.24
341.07
347.05
351.61
355.78
359.23
363.97
358.17

(b)

Government
423.08 207.32
438.08 210.68
449.84 217.23
465.16 220.87
480.52 222.85
494.97 225.73
510.76 227.63
526.29 235.09
537.40 241.93
539.72 243.84

(a) Includes wholesale and retail trade.
(b) Covers a considerable variety of activities, including professional, business and personal services.
(¢) Includes finance, insurance and real estate.
(d) Includes transportation, communications, electric and gas.

(e) Includes mining.

Finance

142.34
139.78
135.72
133.04
131.73
132.13
136.54
140.04
141.48
142.51

(f) Totals may not equal sum of individual categories due to rounding.

(©)

Utilities'”

67.98
69.53
70.46
71.28
73.58
74.93
75.81
71.53
79.72
78.56

Construction®

48.32
48.53
49.99
51.32
53.17
57.06
59.69
62.16
65.71
66.04

)

Total Non-
agricultural

Employment(f’

1,526.06
1,531.07
1,543.76
1,561.80
1,583.69
1,612.41
1,643.12
1,668.76
1,693.54
1,682.80

SOURCE: United States Department of Labor, Bureau of Labor Statistics, Connecticut Labor Department
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Manufacturing

The manufacturing industry, despite its continuing downward employment trend over the past five
decades, has traditionally served as an economic base industry and has been of prime economic importance to
Connecticut. Based on the level of personal income derived from this sector, Connecticut ranks thirteenth in
the nation for its dependency on manufacturing in fiscal 2001. Manufacturing has traditionally been of prime
economic importance to Connecticut but has declined during the last decade. The following table provides a
ten-year historical picture of manufacturing employment in Connecticut, the New England region and the
United States. This downward movement in employment levels is also reflected in the New England region
while manufacturing employment for the nation has remained somewhat steady for the decade. The
transformation in the State’s manufacturing base confirms that the State’s employment levels in the
manufacturing sector are much closer to the national average. Thus, Connecticut has been successful in
diversifying itself away from dependence on just one type of industry. In calendar 2001, approximately 15%
of the State’s workforce, versus 13.4% for the nation, was employed in the manufacturing industry, down from
roughly 50% in the early 1950s.

TABLE B-11
Manufacturing Employment
(In Thousands)
Calendar Connecticut New England United States

Year Number % Growth Number % Growth Number % Growth

1992 305.7 (5.18) 1,094.4 (3.73) 18,108 (1.61)
1993 294.2 (3.76) 1,069.2 (2.30) 18,078 (0.17)
1994 285.3 (3.03) 1,055.3 (1.30) 18,323 1.36
1995 279.1 (2.17) 1,049.1 (0.59) 18,525 1.10
1996 274.8 (1.54) 1,040.4 (0.83) 18,495 (0.16)
1997 276.0 0.44 1,045.3 0.47 18,670 0.95
1998 276.9 0.33 1,046.5 0.11 18,805 0.72
1999 268.4 (3.07) 1,017.7 (2.75) 18,555 (1.33)
2000 263.3 (1.90) 1,015.1 (0.26) 18,475 (0.43)
2001 254.0 (3.53) 980.0 (3.46) 17,695 (4.22)

SOURCE: United States Department of Labor, Bureau of Labor Statistics, Connecticut State
Labor Department.
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Connecticut has a diverse manufacturing sector, with the construction of transportation equipment
(primarily aircraft engines and submarines) being the dominant industry. The State is also a leading producer
of military and civilian helicopters. Employment in the transportation equipment sector is followed by
fabricated metals, nonelectrical machinery, and electrical machinery for the total number employed in 2001.

TABLE B-12
Manufacturing Employment
By Industry
(In Thousands)
Total
Calendar  Transportation Fabricated Nonelectrical  Electrical Manufacturing
Year Equipment Metals Machinery Machinery ~ Other® Employment
1992 70.55 33.35 37.15 29.10 135.56 305.71
1993 62.95 33.57 36.16 28.06 133.41 294.15
1994 56.87 33.97 35.33 27.68 131.44 285.29
1995 52.69 34.29 35.09 27.73 129.26 279.06
1996 50.59 34.00 34.94 28.26 127.00 274.79
1997 50.10 34.62 34.66 28.81 127.79 275.98
1998 50.26 35.27 34.70 28.67 128.01 276.91
1999 48.25 34.01 33.14 26.87 126.15 268.42
2000 45.60 33.54 3291 27.39 123.89 263.33
2001 46.03 31.60 31.28 26.04 119.01 253.96

(a) Includes other industries such as wood products, furniture, glass/stone, primary metals and instruments in the durable
sector, as well as all industries such as chemicals, paper and plastics in the nondurable sector.

SOURCE: United States Department of Labor, Bureau of Labor Statistics.

During the past ten years, Connecticut’s manufacturing employment was at its highest in 1992 at
305,710 workers. Since that year, employment in manufacturing was on a downward trend with only a slight
increase in 1997 and 1998. A number of factors, such as heightened foreign competition, a sharp decrease in
defense spending, and improved productivity played a significant role in affecting the overall level of
manufacturing employment. Total manufacturing jobs in Connecticut continued to decline to a recent low of
253,960 in 2001, after a rebound to 276,910 in 1998. The total number of manufacturing jobs dropped 51,750,
or 16.93% for the ten year period since 1992.
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Exports. In Connecticut, the export sector of manufacturing has assumed an increasingly important
role in overall economic growth. According to figures published by the United States Department of
Commerce, which were adjusted and enhanced by the University of Massachusetts (MISER), exports of
manufacturing products registered at $8.6 billion in 2001, accounting for approximately 5% of Gross State
Product. From 1997 to 2001, the State’s export of goods grew at an average annual rate of 5.2%. The
following table shows the growth in exports of manufacturing products.

TABLE B-13
Exports Originating in Connecticut
(In Millions)
% of Average
2001 % Growth
1997 1998 1999 2000 2001 Total 1997-01
A. Manufacturing Products
Transportation Equipment $2,067.6  $2,665.3 $2,599.0 $3,168.5 $3,988.3 46.3% 18.6%
Computer & Electronics 807.5 762.6 877.6 904.5 804.4 9.3% 0.4%
Machinery, Except Electronics 831.4 801.4 755.7 1,005.2 898.0 10.4% 3.3%
Fabricated Metal Production 360.5 312.9 328.5 369.8 391.5 4.5% 2.6%
Chemicals 560.4 557.0 547.7 612.8 567.3 6.6% 0.5%
Misc. Manufacturing 515.0 568.3 581.5 395.1 430.4 5.0% (2.6%)
Electrical Equipment 315.0 237.5 242.9 292.9 259.8 3.0% (3.3%)
Plastics & Rubber 159.5 159.6 153.1 144.5 152.0 1.8% (1.1%)
Paper 154.3 134.1 139.6 150.8 139.5 1.6% (2.1%)
Primary Metal Mfg. 309.0 182.1 191.1 247.0 210.1 2.4% (5.5%)
Others 977.9 916.3 814.5 755.7 769.1 8.9% (5.7%)
Total $7,058.1 $7,297.1 $7,231.2  $8,046.8 $8,610.4 100.0% 5.2%
% Growth 3.4% (0.9%) 11.3% 7.0%
B. Gross State Product® $134,968  $142,701  $149,483 $159,288 $163,436"
Mfg Exports as a % of GSP 5.2% 5.1% 4.8% 5.1% 5.3%

(a)
(b)

In millions.

Gross State Product for 2001 is estimated by the Office of Policy and Management and is assumed to grow at the same
rate as income derived from wages and salary, which is estimated by the United States Department of Commerce,

Bureau of Economic Analysis.

SOURCE: United States Department of Commerce, Bureau of Economic Analysis
Massachusetts Institute for Social and Economic Research, University of Massachusetts (MISER)

Defense Industry. One important component of the manufacturing sector in Connecticut is the

defense industry. Approximately one quarter of the State’s manufacturing employees are employed in defense
related business. Nonetheless, this sector’s significance in the State’s economy has declined considerably.
Connecticut has witnessed a marked reduction in the amount of federal spending earmarked for defense related
industries in the State. In fiscal year 2001, however, Connecticut received $4.3 billion of prime contract
awards, an increase of 96.1% over 2000. These total awards accounted for 3.2% of national total awards and
ranked tenth in total defense dollars awarded and third in per capita dollars awarded among the 50 states. In
fiscal year 2001, Connecticut had $1,247 in per capita defense awards, compared to the national average of
$475. As measured by a three year moving average of defense contract awards as a percent of Gross State
Product, awards to Connecticut based firms have fallen to 2.0% of Gross State Product in fiscal year 2001,
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down from 4.0% of Gross State Product in fiscal year 1992. The increase in 2001 was primarily due to higher
awards for naval ships and helicopters.

Connecticut is a leading producer of aircraft engines and parts, submarines, and helicopters. The
largest employers in these industries are United Technologies Corporation, including its Pratt and Whitney
Aircraft Division with headquarters in East Hartford, and Sikorsky Aircraft Corporation in Stratford, as well as
General Dynamics Corporation’s Electric Boat Division in Groton.

The following table provides a historical perspective of defense contract awards for the past ten fiscal
years. Defense contracts are awarded in their entirety and multi-year awards are credited in the year they are
awarded, thus giving rise to some of the fluctuation.

TABLE B-14

Defense Contract Awards

Connecticut Total Connecticut Rank
Federal Contract Award Among States % Change from Prior Year
Fiscal Year (Thousands) Total Awards Connecticut U.S.
1991-92 $3,099,444 11th (37.7) 9.5)
1992-93 $2,894,638 12th (6.6) 1.7
1993-94 $2,450,069 14th (15.4) (3.4
1994-95 $2,718,021 12th 10.9 (1.2)
1995-96 $2,638,260 13th (2.9) 04
1996-97 $2,535,981 13th 3.9 (2.6)
1997-98 $3,408,719 9th 344 2.7
1998-99 $3,169,394 12th (7.0) 5.0
1999-00 $2,177,462 17th (31.3) 7.3
2000-01 $4,269,536 10th 96.1 9.7

SOURCE: United States Department of Defense
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Non-manufacturing. The non-manufacturing sector is comprised of industries that primarily provide
services. Services differ significantly from manufactured goods in that the output is generally intangible, it is
produced and consumed concurrently and it cannot be inventoried. Consumer demand for services is not as
postponable as the purchase of goods, making the flow of demand for services more stable. An economy will
therefore generally become more stable as it becomes more service oriented. Over the past several decades the
non-manufacturing sector of the State’s economy has risen in economic importance, from just over 50% of
total State employment in 1950 to approximately 85% by 2001. This trend has decreased the State’s
dependence on manufacturing. Over the course of the last ten years, there were approximately 208,500 jobs
created in this sector, an increase of 17.1%. Moreover, this sector has more than compensated for the loss in
manufacturing jobs, fueling the recovery in nonagricultural employment since 1993.

The table below provides a ten year profile of non-manufacturing employment in Connecticut, New
England and the United States.

TABLE B-15
Non-manufacturing Employment

(In Thousands)
Calendar Connecticut New England United States
Year Number % Growth Number % Growth Number % Growth
1992 1,2204 (1.00) 4,886.3 (0.08) 90,483 0.70
1993 1,236.9 1.35 4,995.6 2.24 92,615 2.36
1994 1,258.5 1.75 5,129.8 2.69 95,815 3.46
1995 1,282.8 1.93 5,263.6 2.61 98,665 2.97
1996 1,308.9 2.03 5,392.0 2.44 101,095 2.46
1997 1,336.4 2.10 5,529.3 2.55 104,000 2.87
1998 1,366.2 2.23 5,675.1 2.64 107,048 2.93
1999 1,400.3 2.50 5,836.2 2.84 110,348 3.08
2000 1,430.2 2.14 6,003.3 2.86 113,243 2.62
2001 1,428.9 (0.09) 6,053.5 0.84 114,228 0.87

Source: United States Department of Labor, Bureau of Labor Statistics
Connecticut State Labor Department
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Services, retail and wholesale trade, state and local government, as well as finance, insurance and
real estate (FIRE) collectively comprise approximately 90% of the State’s employment in the non-
manufacturing sector. Connecticut non-manufacturing employment for 1992, 1999, 2000 and 2001 is
shown in the table below. Total non-manufacturing employment has been broken down by industry.
Percent changes over the fiscal year and over the decade are also provided. Between 1992 and 2001,
service industry employment expanded by 116,640 workers, adding more than one out of every two
jobs statewide, which registered an increase of 208,490 jobs. State and local governments expanded by
38,710 jobs. The increase in this line item over the ten-year period can be attributed to the Federal
Government’s decision to categorize all workers employed on Indian Reservations as state government
employees. Per the State’s Department of Labor, approximately 20,000 employees worked at the
State’s two tribal casinos.

TABLE B-16
Connecticut Non-manufacturing Employment By Industry
(In Thousands)
Percent Percent
Calendar Calendar Calendar Calendar Change Change
Industry 1992 1999 2000 2001 2000-01 1992-01
Construction® 48.32 62.16 65.71 66.04 0.50 36.67
Transportation 39.68 44.53 45.42 46.02 1.32 15.98
Communications 17.11 18.75 19.26 20.33 5.56 18.82
Utilities 13.20 12.45 12.84 12.83 (0.08) (2.80)
Wholesale Trade 73.42 86.21 86.31 75.96 (11.99) 3.46
Retail Trade 25791 273.02 277.67 282.21 1.64 9.42
Finance and Real Estate 59.68 69.73 69.89 71.24 1.93 19.37
Insurance 82.66 70.32 71.59 71.27 (0.45) (13.78)
Services® 423.08 526.29 537.40 539.72 0.43 27.57
Federal Government 24.27 22.35 22.32 23.49 5.24 (3.21)
State and Local Government 181.03 214.53 221.81 219.74 (0.93) 21.38
Total Non-manufacturing
Employment 1,220.36 1,400.34 1,430.22 1,428.85 (0.09) 17.08

(a) Includes mining.
(b) Covers a considerable variety of activities, including professional and business services.
(c) Totals may not agree with detail due to rounding.

Source: Connecticut State Labor Department

III-B-15



Retail Trade. Personal spending on goods and services generally accounts for two-thirds of the Gross
Domestic Product. Approximately half of personal spending is generally done through retail stores. At the
State level, retail trade therefore constitutes approximately one third of the State’s economic activity, measured
as Gross State Product. During the last decade, variations in retail trade closely matched variations in Gross
State Product growth, making retail trade an important barometer of economic health.

The following table shows the major group in each SIC code as well as the State’s retail trade history
for the past five fiscal years. It demonstrates the fluctuating pattern of retail sales in Connecticut. Connecticut
retail trade in fiscal 2001 totaled $42.2 billion, a decrease of 0.9% from fiscal 2000. This decrease reflects the
State’s economic slowdown after the continued, lengthy expansion in the State’s economy experienced
throughout most of the 1990s.

TABLE B-17
Retail Trade In Connecticut
(In Millions)
Average %
Fiscal Fiscal Fiscal Fiscal Fiscal % Of Growth
Year Year Year Year Year Fiscal Year Fiscal Year
1997 1998 1999 2000 2001 2001 Total  1997-2001
SIC52  Hardware Stores $1,436 $1,512 $2,320 $2,418 $2,376 5.6 15.3
SIC53  General Merchandise 3,636 3,793 3,742 3,744 3,024 72 4.1)
SIC54  Food Products 6,127 6,479 6,922 7,139 7,521 17.8 5.3
SIC55  Automotive Products 7,488 7,654 7,963 8,712 8,531 20.2 34
SIC56  Apparel & Accessory 1,696 1,896 2,047 2,195 2,237 53 72
SIC57  Furniture & Appliances 3,724 4,333 4,011 4,299 3,971 94 2.1
SIC58  Eating & Drinking 2,685 2,799 2,966 3,148 3,327 7.9 5.5
SIC59  Misc. Shopping Stores 8.579 9.425 9.865 10,975 11,247 26.6 7.1
Total® $35,371  $37,891  $39,836  $42,630  $42,234 100.0 4.6
% Change from Previous Year 6.5 7.1 5.1 7.0 0.9)
Durables (SIC 52,55,57) $12,648  $13,499 $14,294 $15,429  $14,878 35.2% 4.2%
% Change from Previous Year 10.3 6.7 5.9 7.9 3.6)
Non Durables (all other SICs) $22,723  $24,392  $25,542 $27,201  $27,356 64.8% 4.8%
% Change from Previous Year 4.5 7.3 4.7 6.5 0.6

(a) Totals may not agree with detail due to rounding.

SOURCE: Connecticut Department of Revenue Services
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Unemployment Rates. The unemployment rate is the proportion of persons in the civilian labor force
who do not have jobs but are actively looking for work. Unemployment rates tend to be high during economic
slowdowns and low when the economy is expanding. The rate is widely utilized as a proxy for consumer
confidence. In general, when the unemployment rate is high consumer spending is lower and vice versa.

After enjoying an extraordinary boom during the mid-1980s, Connecticut, as well as the rest of the
Northeast, experienced an economic slowdown during the recession of the early 1990s. The unemployment
rate in the State rose to a high of 7.6% in 1992, which was below the New England average of 8.1% but above
the national average of 7.5%. Since then it has generally been declining and has mostly remained below the
New England and the national average. It fell to 2.2% in 2000 and edged up to 3.6% for the first six months of
2002, below the national averages of 4.2% and 5.8%, respectively, for the same periods.

The following table compares the unemployment rate averages of Connecticut, New England and the
United States between 1992 and the first half of 2002.

TABLE B-18

Unemployment Rate

Year Unemployment Rate
New United
Connecticut  England States
1992 7.6 8.1 7.5
1993 6.3 6.8 6.9
1994% 5.6 5.9 6.1
1995 5.5 5.4 5.6
1996 5.7 4.8 5.4
1997 5.1 4.4 49
1998 34 3.5 4.5
1999 3.2 3.3 4.2
2000 2.2 2.8 4.0
2001 3.3 3.7 4.8
2002 3.6 42 5.8

(a) Beginning with estimates for January 1994, State and area labor force
statistics reflect a number of important changes. These include
implementation of a major redesign of the Current Population Survey
(CPS); introduction of updated population controls to the CPS; improved
regression models for smaller states such as Connecticut; and incorporation
of selected 1990 Census data in the geographic redefinition of labor market
areas and in local area labor force estimation.

(b) Reflects average for the first six months.

SOURCE: United States Department of Labor, Bureau of Labor Statistics

Connecticut State Labor Department
Federal Reserve Bank of Boston
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STATE OF CONNECTICUT

NANCY WYMAN - MARK E. OJAKIAN

COMPTROLLER OFFICE OF THE STATE COMPTRCLLER DEPUTY COMPTROLLER
55 ELM STREET
HARTFQRD, CONNECTICUT 08106-1775

February 22, 2002

The Honorable Denise L. Nappier
State Treasurer

55 Elm Street

Hartford, CT 06106

Dear Ms. Nappicr:

I have reviewed the accompanying general purpose financial statements of the State of
Connecticut for the fiscal year ending June 30, 2001. The statements and the Independent
Auditors’ Report are extracted from the Comprehensive Annual Financial Report of the State
of Connecticut which is prepared by my office and have been prepared in conformity with
generally accepted accounting principles.

Sincerely,

L

Nancy Wyman
State Comptroller

1-C-2
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STATE OF CONNECTICUT

CAUDITORS OF PUBLIC ACCOUNTS

STATE CARPITOL
KEVIN P JORNSTON 210 CAPITOL AVENUE " ROBERT G. JAEKLE

HARTFORD, CONNECTICUT OBICE-1558

INDEPENDENT AUDITORS® REPORT

Governor John G. Rowland
Members of the General Assembly

We have audited the accompanying general purpose financial statements of the State of Connecticut as
of and for the year ended June 30, 2001, as listed in the table of contents. These general purpose financial
statements are the responsibility of the State's management, Our responsibility is to express an epinion on
these general purpose financial statements based on our audit. We did not audit the financial statements of
the Special Transportation Fund account within the Transportation Fund, or the Drinking Water Fund-
Federal Account within the Environmental Programs Fund, which represent 29 percent and 72 percent,
respectively, of the assets and revenues of the Special Revenue Funds; we did not audit the financial
staternents of the Transportation Special Tax Obligations Fund, which represent 100 percent of the assets
and revenues of the Debt Service Funds; we did not audit the financial statements of the Bradley
International Airport, the Connecticut Lottery Corporation, or the Joln Dempsey Hospital Fund, which
represent 84 percent and 98 percent, respectively, of the assets and revenues of the Enterprise Funds; we
did not audit the financial statements of the Clean Water Fund, which represent four percent and five
percent, respectively, of the assets and revenues of the Trust and Agency Funds; we did not audit the
financial statements of the Connecticut Housing Finance Authority, the Connecticut Resources Recovery
Autherity, the Connecticut Development Authority, the Connecticut Health and Educational Facilities
Authortty, the Connecticut Higher Education Supplemental Loan Authority, the Capital City Economic
Development Authority and Connecticut Innovations Incorporated, which represent 100 percent of the
assets and revenues of the Component Unit Funds; and, we did not audit the financial statements of the
Connecticut State University or the University of Connecticut Foundation, which represent 37 percent and
44 percent, respectively, of the assets and revenues of the Higher Education and University Hospital
Funds. Those financial staternents were audited by other auditors whose reports thereon have been
furnished to us, and our opinion, insofar as it relates to the amounts included for the aforementioned funds
and accounts, is based solely on the reports of other auditors. All of the aforementioned audits were
conducted m accordance with auditing standards generally accepted in the United States of America. In
addition, the audits of the Bradley International Adrport, Connecticut Resources Recovery Authority,
Connecticut Health and Educational Facilities Authority, Connecticut Higher Education Supplemental
Loan Authority, Connecticut Housing Finance Authority, Connecticut Development Authority,
Connecticut Lottery Corporation, Connecticut Innovations Incorporated, Clean Water Fund and Drinking
Water Fund-Federal Account, were conducted in accordance with standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptrolier General of the United States, except that the audits of certain component units
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of the State, as described above, were not conducted in accordunce with Government Auditing Standards.
Those standards require that we plan and perform the audit to obrain reasonable assurance about whether
the general purpose financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audit and the reports of
other auditors provide a reasonable basis for cur opinion.

In our opinion, and based on our audit and the reports of other auditors, the general purpose financial
statements referred to above present fairly, in all material respects, the financial position of the State of
Connecticut as of June 30, 2001, and the results of its operations and the cash flows of its proprietary fund
types and nonexpendable trust funds for the year then ended in conformity with accounting principles
generally accepted in the United States of America. '

In accordance with Government Auditing Standards, we have also issued our report dated December
31, 2001, on our consideration of the State of Connecticut’s interal control over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts and grants. That
report is an integral part of an audit performed in accordance with Government Auditing Standards and
should be read in conjunction with this report in considering the results of our audit.

As discussed in Note 22 to the financial statements, the State of Connecticut is a defendant in certain
legal proceedings. The ultimate outcome of the litigation cannot presently be determined. Accordingly, no
provision for any liability that may resuit upon adjudication has been made in the accompanying financial
staternents.

Our audit was performed for the purpose of forming an opinion on the general purpese finaneial
statements of the State of Connecticut taken as a whole. The combining and individual fund and account
group financial statements and schedules listed in the table of contents are presented for purposes of
additional analysis and are not a required part of the general purpose financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the general purpose
financial statements and, in our opinion, is fairly presented, in all material respects, in relation to the
general purpose financial statements taken as a whole.

The data in the statistical sectien listed in the table of contents was not audited by us and, accordingly,
we express no opinion thereon.

Kbe £ Qoo M=o A

Kevin P. Johnston Robert (3. Jaekle
Auditor of Public Accounts Auditor of Public Accounts

December 31, 2001
State Capitoi
Hartford, Connecticut
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STATE OF CONNECTICUT

Combined Balance Sheet
All Fund Types, Account Groups, and

Discretely Presented Component Units
June 30, 200!
{Expressed in Thousands)

Governmental Fund Types

Proprietary Fund Types

General

Special Drebt
Revenue Service

Capital
Projects

Enterprise

Iuternal
Service

Assets and Other Debits:
Cash and Cash Equivalents ¥
Investments:
Eguiry in Combined I Funds
External Investment Ponl. ... e raei e
Other
Securities Lending Collatera
Recaivables: :
Taxes.....
Accounts, Net of AlloWances. . i ssmsiecsssssmssies eiern
Tuition
Loans, Net of Allowances. ... s rsrssierans
Interest . ;
Notes Recstvable
Federal Grants Receivalle. ... oo e e
Non-Federal Grants Receivable
Deposits with 11.8. Treasury.....
Bug From Other Fuads ebte et e e b e
Due From Compoaent Units...............
Due From Primary Go t
Aslvances To Other Fuads, e e s i
Receivable From Other Go
Inventories and Prepaid Items.
Restricted Assets
Property, Plant & Equipment.
Other Assets
Oither Debits;
Amount Available for Debt Retirement
Amount to be Provided for Debt Reti t

735755 3

30,460

831,171
234,018

1,636

62,074
5,554

2,901

4,950

496,583
36,232

353022 8 - s

24,123 -

37,859 -
8,336 -

313,684 -
167 5,403

14,094 -
8318 -

23,475 -

18,654 -
13,142

150,875 §

68,522 %

568,934

43,321

80,006
30,007

1677

1,061

5,935
303,320
249,957

15,024

15,432

Total Assets and Other Dehits 5

3,542,146 §

1016974 % 567,540 §

127,230 §

Liabilities, Equity and Other Credits:
Liabilities;
Accouns Payable and Accruzd Liabiliges.. .. ..., B
Due To Other Funds
Due To Primary Government.
Due To Component Units
Advances From Other Funds
Payable To Other Cov
Diefermed REvENILE ... e ens cerrees
Escrow Deposit
Motes and Loans Payable
Securities Lending Obligation. ...
Agency Deposit Liabilities
General Obligation Bonds
Transportation Refatzd Bonds......
Expendable Trust Fund Obligation:
Revenyue Bonds.
Capital Leases. ...
Claims and Judgements
Comp ted Absence
Met Pension Obligation
Workers Compensadon Liability
Liability for Landfill Closure Cosks
Amournt Held for Insti
Liakility for Escheat Property
Malpractice Liability
Long-Term Annuities Payable.,

1,050,733 $
69,435
151
78,708
480,893

EERU YA b}

5,592 5,409

19,200 -

29,593 7,313

109,263 §
47,985

422,026

6,756

5,551
451,339

Total Liabilities

1,728,637

105 406 12,724

158,795

1,055,430

Equity and Other Crediis:
Inv tin Fixed Assets
Contributed Capital
Retained Eamings:

PBeserved..

Unreserved
Funit Balances:

Reserved

Unreserved, undesignated

1,595,555
{781,846)

382,060 354,816
525,499 -

68,435

108,322

30,333
168,359

Total Equity and Other Credits

§13,709

507,568 554,818

68,435

307,234

41,132

Tutal Liabilities, Equity and Other Credits. . 8

2,HLMG S

1,974 3 367,340 %

27,230 §

1,362,664 3

83,876

The accom panying notes are un integrai part of the Anancial statements.
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STATE OF CONNECTICUT

Fiduciary Account Greups Tatal Total
Fund Types ) Primary Reporting
Generzl General - Higher Government Entity
Trust and Fized Long-Term Education (¥lemeraml Comp M 1
Apency Assets Debt Funds only) Units onty}
5 240,106 5 - 5 - 5 431,383 5 198,195 5 284,450 $ 2479645
20,592,619 - - 391 20,393,210 - . 20,593.210
1,416,685 - - - 1,416,686 - 1,416,688
110,427 - - Co21.,322 ' 064,266 551,11 1,515,367
1,483,673 - - 1,483,679 - 1,483,479
. . - - 929,030 - 929,130
112,162 - - 105,525 516,201 14,574 530,775
- - - o310 e - 10
591,469 . - 30,719 1,017,514 3,208 495 4,226,010
12,660 - - - 38243 36,058 74,301
- - - - ) - m 222
209 - - - 87,788 - 87,786
- - - - 14,372 - 14,872
733,670 - - - 733,670 - 733,670
46,430 - - 97,223 210,353 - 210,353
- - - 35,215 5,215 . 36,215
- - - - - 19,360 12,360
- - - - 4,950 - 4,950
3,474 - - - 60388 - 569,388
5,170 - - 19,099 84,901 85 84,996
505,852 - - - 1373303 767,333 2,140,636
- 4,060,881 - 2,243,024 £,606,070 260,54) 6,867,051
576,417 - - 8,058 600,968 46,637 647 603
- - 575,512 - 375,512 - 375,312
- - 14,227 201 - 14,227,201 - 14,227 201
$ 26,431,000 § 4,060,881 5 14802713 I 3,185,069 $ 54,280,323 § 5189267 § 39,469,590
5 29,442 3 - s - 13 152,708 § 1,579,366 5 77,526 $ 1,636,892
57,636 - - 2,317 210,553 - 210,553
- - - - - 36,213 36,215
- - - - 19,360 . 16,360
- - - - 4,950 - 4,950
- - - - 78,708 - 78,7018
19,578 - - 34,624 573 687 3,776 579,457
- - B - - 127,531 127,351
- - - 9,352 9352 - 9,352
1,483,679 - - - 1,483,679 - 1,483,679
722,957 - - 6,587 729,544 - 129,544
- - 7.730,233 - 7,730,235 - 7,730,235
- - 3,100,121 - 3,100,121 . 3,100,121
- - 248,550 - 248,550 - 248,550
632,373 . - - 204 819 1,349,218 3,591,201 4,940,419
. - 64,246 . 64,246 - 64,246
- . 13,110 - 13,110 - 13,110
- - 308,387 82,970 403,741 . 403,741
- - 3,011,447 - 3,011,447 - 3,011,447
- - 326,417 - 326,417 . 326417
) . . . - 24,160 24,160
- - - - - 223,321 223321
. - . . 48,717 - 48,717
- . . . 9,551 - 9,551
- - - - 451,339 - 451,339
2,945,663 - 14,802,713 589,777 21,445,831 4,085,744 25,331,635
- 4,060,681 - 2,003,194 £,064,075 - 6,064,075
- - - - 109,702 276,306 385,008
- - - - 30,553 593,624 424,177
- - - - 208,111 233,593 441,74
22,396,655 - - 380,192 25,300,287 - 23,309,287
1,033,710 - - 211,906 1,112,704 - 1,112,104
3,485 365 4,060,881 - 1,395,292 32,834,432 1,103,523 33,937,555
5 26,431,030 T 4,060,881 $ 14,802.713 £ 3,185,069 § 54,280,323 5 5,189,267 $ 59,469,500
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STATE OF CONNECTICUT

Combined Statement of Revenues, Expenditures, and
Changes in Fund Balances

All Governmental Fund Types and Expendable Trust Funds
For The Fiscal Year Ended June 30, 2001

(Expressed in Thousands)

Governmental Fund Types

Special Debt Capital
General Revenue | Service Projects
Revenues: : .
Taxes 8,666,602 % 526,454 % - h) -
Licenses, Permits and Fces . . 168,868 341,236 - -
Tobacco Settlement......... .o e s " . 112,535 - -
Intergovermmental..... 3,107,955 171,071 - 352,135
Charges for Services 41,608 35,965 - -
Fines, Forfeits and Rents..... 44,303 24,538 - -
Casino Gaming Payments 332,418 . - -
Health Insurance Contributions... . - - - -
[nvestment Earnings and In[t:l't:bt on U 5, Deposns.. ................ 65,329 24,752 30,055 -
ASSESSMIENTS. e - - - -
Miscellaneous 246,895 §2,902 - 808
Total Revenues 12,674,068 1,322,453 30,0535 392,941
Expenditures:
Current:
Legislative.... e e et e e et e e eae e et et rare e s 71,146 - - -
General Guvernmem ) . . 924,169 253232 - -
Regulation and Profection. ... ..o 298,866 255,003 - -
Conservation and DevelDpment. ..o vvvvvs e ivnresienececcinasins 175,155 250,385 - -
Health and Hospitals.. . 1,479,136 10,421 - -
Transportation...... . 106,936 494386 - -
Human Services............ e —————————— et s 3,835,560 14,548 . - -
Education, Iibraries md Mrm ums e 2,726,579 136,864 - -
Health Insurance Paymetlis. ... ..o o iee e cmrnersessessessnssens e crrceece e - - - -
Corrections.... ... . e erieieseeseeare eareeReanee Ry nrr e freseeneintamtastaene 1,242,149 13382 - -
Judicial . . 436,301 11,646 - -
Capital PrOlECS. oo ererre e srrsmer et a e - - - 720,372
Debt Service: .
Principal Retirement 579,115 24778 185,630 -
Refunding Escrow Payment . - - - . - -
Interest and Fiscal CRarges. .o cerever e e 377,926 7355 164,422 -
Total Expenditures. 12,273,058 1,471,976 350,052 720,372
Excess (Deficiency) of Revenoes Over Expendiires. . 401,010 (149,523} {319,997) {327.431)
Other Financing Sources (Uses):
Proceeds from Sale of Bonds and Motes. .c.c..covevvveceeiiinicvneeae s - 501,210 - 709,151
MNon Cash BOnd [SBUES. ....cvece e ccerereie e ceibrennn e s srnsnscac e - 10,399 - -
Operating Transters In... 391,766 182,737 379,749 -
Operating Transfers Qut (mcludr:s $7 246 to Component Unlt) ....... (780,123) {551,346) {30,321} {148,883
Capital Lease Obligations.. ... s s s 20,574 14 - -
Proceeds of Refunding Bunds_.. - - 543,350 -
Payment to Refunded Bond Escrow Agent. ..o . - (543,289} -
Total Other Financing Sources {Uses} (367 783) 143,014 350,029 560,268
Excess (Deficiency) of Revenues and Other
Sources Over Expenditures and Other Uses 33,225 (6,505 30,032 232,837
Fund Balances (deficit) - July 1 {as restated)...oomsmcsmeasicsrsicns 781,008 233,555 524,784 (169,986)
Equity Transfer In.......... 6,500 - - 5,584
Equity Transfer Out . {3,584) {6,500)
Equity Transfer to Component Uil .......ccooeoreirmiinnnnnens . - {12,337y - -
Changes in Reserves for INVenIoties. ... i {1,440) {641) - -
Fund Balaaces (deficit) - June 30 3 813,769 § 907,568 S 554,816 % 68,435

The accompanying notes are an integrat part of the financial statements.
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STATE OF CONNECTICUT

Fittuciary
Fund Type
Total
Expendable (Memorsndum
Trust only)

3 310,340 5 9,506,396
- 510,104

. 112,535

11,058 3,682,219

- 77,573

- 68,931

- 332,418

41,942 ' 41,942
72,748 192,884

244 642 244 642
6,003 336,606
686,733 15,106 250

- C 71,146

9,560 1,187,251
4350633 1,013,804

- 425 344

- 1,489,357

. 601,342

- 3,850,108

- 2,863,443

39,252 39,252

- 1,255,511

- 467,947

- 720,372

321,695 i,111218
137,742 187,742
26,809 576,512
1.0'45,291 15,860,749
(358,538) {754,499)
144,100 1,354,461

- 14,399

70,930 1,025,182
{56,210) {1,566,885)

- 20,588

. 543,890
- {543,289)

158,820 844,346
(195,738) 80,847
1,206,949 3,276,310

- 12,084
{12,084)
- (12,337)
- {2,081)

b3 1,067,211 3 3,351,739
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‘STATE OF CONNECTICUT

Combined Statement of Revenues, Expenditures, and

Changes in Fund Balances
Budget and Actual - Non-GAAP Budgetary Basis

General Fund and Budgeted Special Revenue Funds
For the Fiscal Year Ended June 30, 2001

{(Expressed in Thousands)

Revenues:
Budgeted

Taxes, Net of Refunds........coocvveriovncrminnirsnnesnieennneennns
Cperating Transfers I
Casino Gaming Payments.......ccoeeu i niminicin
Licenses, Permits, and Fees,............ocvvoueeeeciceeeeeeee e,

Other...

Federal Grants
Operating Tra.nsfers Out .........................................

General Fund

Total Budgeted
Federal and Other Restricted

Total Revenues

Expenditures:

Budgeted
Legislative.... SR
General Govemment

Regulation and PrUtECthD“,“.‘.,,““...‘....................,...,,...
Conservation and Development...........cccooveievvieiiene
Health and Hospitals..........ccoooooii i,
Transportation. .......c..oceirereerccece e ee e e

Human Services...

Education, leranes and Museums
L0a) v 5 (0] o T S
Judicial, .o
NN FURCIONAL ...ooviiveiei e eeeaee e

Total Budgeted

Federal and Other Restricted
Total Expenditures

Appropriations Lapsed......ccccoeoee.... .....................

Excess (Deficiency) of Revenues

Over Expenditures

Other Financing Sources {Uses):
Resources for Debt Avoidance...

Prior Year Appropriations Camecl Forward
Appropriations Continued to Fiscal Year 2001-2002

Mliscellaneous Adjustments..,.

Total Other Financing Sources (Uses)
Excess (Deficiency) of Revenues and Other
Sources Over Expenditures and Other Uses
Budgetary Fund Balances {deficit) - July laiinene,

Changes in Reserves...

Budgetary Fund Balances - June 30

The accompanying notes are an integral part of the financial statements.

Budget Actual Variance
8,715,300 3 8,707,095 § {8,207)
397,000 396,981 (1%
332,500 352,418 (82)
124,400 124,331 (69)
275,900 273,002 (2,898)
2,236,900 2,237,045 145
(83,400) (85,400) -
11,996,600 11,985,470 (11,130}
1,600,773 900,510 (700,263)
13,597,373 12,885,980 (711,393)
66,101 55,406 10,695
703,284 511,430 191,854
235,885 203,478 32,407
141,850 83,654 58,196
1,150,297 1,092,361 57,936
83,783 34,857 48,926
3,602,324 3,537,462 64,862
3,207,329 3,007,391 199,938
1,022,176 999,052 23,124
340,904 338,568 2,336
2,137,452 2,015,041 118,411
12,691,385 11,882,700 808,685
1,600,773 900,510 700,263
14,292,158 12,783,210 1,508,948
96,255 - (96,255)
(598,530) 102,770 701,300
- 265,474 265,474
378,431 378,431 -
- (712,430) (712,430)
- (3,583) (3,585)
378,431 (72,110 (450,541)
(220,099) 30,660 § 250,759
1,267,562
145,992
A 1,444,214
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STATE OF CONNECTICUT

Budgeted Special Revenue Funds Total Me du
Budget Actual Variance Budget Actual Variance
513,500 §% 516,073 § 2,573 $ 9,228,800 $ 9,223,166 § (5,634}
82,400 85,400 3,000 479,400 482,381 2,981
- - - 332,500 332,418 {82)
326,100 328,052 1,952 450,500 452,383 1,883
105,800 107,075 1,275 381,700 380,077 (1,623)
3,300 3,305 3 2,240,200 2,240,350 150
(3,000) {3,000) - (8%,400) (88,400) -
1,028,100 1,036,905 8,805 13,024,700 13,022,375 (2,325)
291,909 92,340 (199,569} 1,892,682 092,850 (899,832)
1,320,009 1,129,245 (190,764) 14,917,382 14,015,225 (902,157)
- - - 66,101 55,406 10,695
2,394 2,280 114 705,678 513,710 181,568
143,232 125,389 17,843 379,117 328,867 50,250
645 618 27 142,495 84,272 58,223
- - - 1,150,297 1,092,361 57,936
370,165 327,044 43,121 453,948 361,901 92,047
3,133 2,938 197 3,605,459 3,540,400 63,059
- - - 3,207,329 3,007,391 199,938
- - - 1,022,176 999,052 23,124
- - - 340,904 338,568 2,336
604,106 351,644 12,462 2,741,558 2,610,685 130,873
1,123,677 1,049,913 73,764 13,815,062 - 12,932,613 882,449
291,909 52,340 199,569 1,892,682 992,850 899,832
1,415,586 1,142,253 273,333 15,707,744 13,925,463_ 1,782,281
12,703 - (12,703} 108,558 - {108,958)
(82,874) (13,008) 69,866 (681,404) 89,762 771,166
- - - - 265,474 265,474
72,700 72,700 - 451,131 451,131 -
- (53,243) (53,243) - (767,673} (767,673)
- (350) (350) - (3,935) (3.935)
72,700 17,107 (55,593) 451,131 (55,003) (506,134)
(10,174) 4,099 § 14,273 $ (230,273) 34,759 % 265,032
444,536 1,712,098
(4.833) 141,159
443,802 1,888,016
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STATE OF CONNECTICUT

Combined Statement of Revenues, Expenses, and
Changes in Retained Earnings/Fund Balances
All Proprietary Fund Types, Nonexpendable Trust Funds,

and Discretely Presented Component Units
- For The Fiscal Year Ended June 30, 2001

(Expressed in Thousands)

Fiduciary
Proprietary Fand Types Fund Type
Internal Nonexpendabie
Enterprise Service Trust
Operating Revenues:
Charpes fOr ServiCes. oo e e e et et sttt ene S 39065 § 130,062 -
[NLErest Of LOAMS. o vv et sase e e e e e e rns e e 642 . - 11,638
INVESINENL EBITIIEZS . ceraisrmrrsrennsrinsrssmsmsisisrsiessasisrsssssssissasserass oot rensssrsses - 264 29,274
Patient Service ReVENUS ... e e e et s st et varens e s 94,359 - -
INMErZOVRIRMENTAL ..coee ettt e e e e er e e s e s s - - 35,993
Civic Center Lease Operations. - - .
Lottery Sales..... 839,712 - -
VIS CE I OUS ... everercinrereera s ceeee e e e s b s ereaeass saas e e sbarammr s nane 5,640 . 70 -
Total Operating Revenues 999 118 130,396 76,903
Operating Expenses:
Cost of 5ales and SErvites. .. st esress e easssssranes 589318 63,243 -
AGMIMISITALIVE. oot cveveeeereess e aeseiereseesarerssemessassesesesssssssasssssosarcesesanrnarasons 59,628 47,883 2,500
Depreciation and AMOFTZEON. ........cooc.e.eeeeieeeeeseeses e sesnsssesserssressesee 16,028 21,566 -
interest on Debt.... 4,588 - 28,294
Patient Care.. .....ocovvreiveriinsinsnssimessssasieessnsnerioess 74,705 - -
Other Program EXpPenscs. oo e et e s sm st o 5,023 - 1,513
Civic Center Lease Oper. (includes depreciation expenss of $1,898)... - - -
Solid Waste Operations.......covceeeee.. ettt ettt aearaen - - -
Total Operating Expenses 749,290 132,652 32316
Operating Income (Loss) 250,128 2,296) 44,589
Nonoperating Revenues (Expenses):
Interest and INVesStMEnt INCOME. ... e e et et emssrass 54,6596 - -
Interest and Fiscal Charges......cccocceveons (50,180) - -
Other.. e, 5,123 - -
Total Nopoperating Income (Expense) 9,639 - -
Income {Loss) Before Operating Transfers 239,767 (2,296) 44,589
Gperating Traosfers:
Operating TranSters INe e e cmerceese e ememec v rnsen e eres sesen 14,074 - 24,425
Operating TraNSTETS QUL oo coserseussassssmresssessesessesseerscomsesssnsscsesassarss (252,003) - {10,933}
Cperating Transfers In From Primary Government.....o...ccevcvcereevcssnene - - -
Net Income (Loss) 21,838 {2,206} 58,081
Add Ttems Affeeting Contributed Capital:
Depreciation on Equipment Acquired through
CAPIEL GIFANIS. cevecee e e simiec s ctremssescrersrme saensses ans e sereabon sansnmsnssts mrnsemsn - - -
Total Add Back Items - - .
Retained Earnings/Fund Balances-July 1(as restated).....cccceeerrarens 177,074 42,048 504,171
Retained Earnings/Fund Balances - June 30 5 195,912 3% 39,752 § 362,232

The accompanying noies are an integral part of the financial statements.
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Total
Primary

Government
(Memorandum only)

Proprietary
Fund Type

Component
Units

5 185,127
12,280
29,538
94,359
35,993

339,712
3,710

1,206,719

652,361
116,020
37,554
32,882
74,705
6,536

914,298
292,421

54,696
(50,180)
5,423

9,635
302,060

38,499
(262,936)

71,623

723,293
3 800,916

164,977
219,792

14,645

20,399

412,817

43,810
20,901
197,115
22,393
17,943
124,624

426,788

(6,971)

90,651
(13,776)
68,627

143,502

136,531

7,246

143,777

122

122
683,318

827,217

Total
Reporting

Entity
{(¥Memorandum only)

$ © 354,104
232,072

29,538

94,359

35,993

14,649
835,712
26,109

1,626,536

652,561
153,830
58,493
229,997
74,705
28,929
17,945
124,624
1,341,086

285,450

143,347
(65,936)
73,750

153,141
438,391

38,499
(262,936)
7,246

221,400

122

122
1,406,611

5 1,628,133

M-C-13
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STATE OF CONNECTICUT

Combined Statement of Cash Flows
All Proprietary Fund Types, Nonexpendable Trust Funds, and

Discretely Presented Component Units
For The Fiscal Year Ended June 30, 2001
(Expressed in Thousands)

Proprietary Fund . Fiduciary Fund Tuotal
Types Type Primary
Laternal Mooexpendable Government
Enterprise Service Trust {¥emorandum only}
Cash Flows From Qperating Activities:
Operating Income {Loss).... 5 250,128 % (2,296} § 44 589 § 292,424
Adjustments to Reconcile Operating Income {Loss} to Net Cash
Provided by (Used in} Operating Activities:
Amortization and DEPrECiBUOn. ... e vrs s s 16,028 21,585 - 37,504
Provision for Loan LOEEES. ettt s e v 2,261 - - 2.261
[nvestment InCome... ... - (264} (29274 (25, 538)
Interest Expense........ 4,584 - 28,204 32,382
Changes in Assets and Liabilitics: .
{Increase) Decrease in Receivables... 6,150 {2,770} {15,230y (11,856)
{Tncrease) Decrease in Due From Othcr Funds (82) {233 - (315)
(Increase) Decrease in Receivable From Other Govemnments...eviierer e (636) - - (636)
(Increase) Decrease in Inventories and Prepaid EXpensas.........ccoocoieen e, {656) {1,033) - {1,709
Increase (Decrease) in Accounis Payable and Accrued
Liabilities ., . 14,313 6,082 {1,401y 18,959
Increase (Decrease) in Due TO Other Funds 11,264 122 - 11,386
Issuance of Loans, Motes & Installment Contracts Recewable - - (27,471) (27471}
Collection of Loans, Motes & [nstallment Contracts Rccewable 2,209 - - 2209
Misceilaneous Operating ACVILIES ...ty ioe v e e e e 459 {1,847) - (1,338}
Net Cash Provided by {Used in) Operating ActivibtieS . e seenscinmesinens 306,031 19,301 {493} 324,835
Cash Flows From Noncapital ¥ingncing Activities:
Contributed Capital.... - - -
Proceeds From Sale oi Bonds and Nmes - - 101,667 101,667
Retirement of Bonds and Notes Payable_ {46,800 - (24,915) (71,715)
Interest on Bonds and Motes Payable . . {43,314 - {27 668) {70,932}
Transfers From Other Funds. . 14,074 - 24,435 33,459
Transfers Te Other Funds... s {252,003) - - (10,93 {262,936}
Bond (ssuance andfor Rcdamptlon Casts o - - - -
Miscellaneous Noncapitat Financing Amvttws-Delenons ______ . - - - -
MNet Cash Provided by {Used in} Noocapital Financleg Activities... {328,043 - 62,576 {263,467
Cash Flows From Capital And Related Financing Activities:
Purchase of Fixed Assars (56,600) . (24,562} - {31,102}
Proceeds From Sale of Bonds and Notes. 213,180 - - 213,180
Retirement of Bonds and Notes Payable. {6,785) - - {6,785}
Interest on Bonds and Notes Payable..., (8,637 - - {8637
Capital Contributions or Grants... 4,098 - - 4098 .
Miscellanenus Capital and Related Fmancmg Actmnes—Addltlons - - -
Miscellanecus Capital and Related Financing Activities-Deletions... {21) - - (21)
Net Cash Provided by (Used in) Capital and Related
Financing Activities : 145,235 (24,5362) - 124,673
Cash Flows From Investing Activities:
Proceeds From Sales of Investment Securities.......... 32,532 - ’ - ' 32932
Purchase of Investment Securities....... (234,381} - {93,755} {328 138)
Interest and Income on Investmenis.... . 46,315 264 25,072 75,631
Miscellaneous Capital and Related Investing Activities-net ... - - - -
Net Cash Frovided by (Used in) Investing Activities {135,134) 264 (64,683) {199,353)
Increase {(Decrease) in Cash, {11,911 {4,997} (2 600) {19,508)
Cash and Cash Equivalents - Juiy 1 {as restated).... 168,803 20,429 8,769 198 001
Cash and Cash Equivalents - June 30 % 156,802 % 15,432 3 8,167 % 178,493
Reconciliation of Cash and Cash Equivalents to Balance Sheet:
Cash and Cash Eqguivalents - Junte 30 {Balance Sheet)..... .3 68,522 3 240,106
Plus-Cash and Cash Equivalents in Restricted Assels. ... 88,370
Less-Cash and Cash Equivalznts in Other Fiduciary Fuad Types.............. - 233,937
Cash and Cash Equivalents - June 30 % 154,892 - % 6,169

The accompanying notes are an integral part of the flnancial statements.
' 11-C-14




STATE OF CONNECTICUT

Proprietary Fuod Total
Type Reporting
Component Entity
Units {Memorandum ozly)
¥ (6,571) 3 285,450
22,799 50,393
8,158 10,419
- {25,538)
197,948 230,830
14,285 2,429
(554 {809
- (636}
(5413 (2,250%
2,133 21,132
N 11,386
(431,410} (438,881)
306,087 308,896
#8,5061 67,573
161,495 506,334
26,307 26,307
526,381 628,248
(202 650) (274.363)
{198,074} {269,05a)
. 38,499
- (262 .935)
(3,467) (3,467)
(332,094} {532,094}
(333,397} {648 864)
(53,178) (134,338}
23,084 235,264
(29443 (36,228)
{15,542} (24,179)
- 4,098
38 58
(3,737 (3,760
(78,758) 41,915
573,592 628,524
{433,1473 (761,283}
238,760 164,411
6,931 6,931
238,136 38,583
(42,3243 (62,032}
453 648 651,649
3 411,124 5 589,617
284,450
126,674
411,124
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STATE OF CONNECTICUT

Statement of Plan Net Assets

Pension Trust Funds (Defined Benefit Pension Plans)

June 30, 2001
{Expressed in Thousands)

Assets:

Cash and Cash Equivalents..........c.coeiiiernniinnvinnvenninns

Recetvables:

Accounts, Net of Allowances.........ccoeviverieeennes
Interest. e .

Total Receivables. oot eecacaeei s

Investments:

Equity in Combined Investment Fund...........cceo.e....
Total [NVESMENES.. ..ccoccveeeeririvcen e sececeineen

Securities Lending Collateral............oooevvinainicnnne.

Due From Other Funds....cooooeeeeee.

Receivable From Cther Governments..........cocecveeeerenen s

Total Assets...

Liabilities and Equity:

Liabilities:

Accounts Payable and Accrued Liabilities.....................
Due To Other Funds.........oocoiii e
Securities Lending Obligation............ccoveeaiveeniviieenen.

Total Liabilities

Fuand Balance:

Raserved for Employees’ Pension Benefits..................

Total Fund Balance

Total Liabilifies and Fund Balances......cnmeennes

The accompanying notes are an integral part of the financial statements.

State State
Employces Teachers Judicial

2,339 10,636 11
344 922 21
2,683 11,578 32
7,785,126 o 11,203,967 135,740
7,785,126 11,203,967 135,740
567,567 802,472 9,497

4,811 - -

- 1,203 -
8,369,187 12,019,220 145,269

17 - -

1,499 9,662 -
567,567 802,472 9,497
569,083 812,134 9,497
7,791,104 11,207,086 135,772
7,791,104 11,207,086 135,772
8,360,187 % 12,019,228 145,269
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STATE OF CONNECTICUT

Connecticut
Municipal State's Attorneys'/
Employees Probate Judges Pubtic Defender Total
5 201§ 9§ 68 $ 278
2,265 6 6 15,283
155 10 - 1,452
2420 16 é 16,735
1,297,728 66,679 733 20,485,973
1,297,728 66,679 733 20,489,973
90,235 ' 5,201 31 1,475,003
- - - 4,811
- - - © 1,203
3 1,390,584 § 71,965 $ 838 3 21,988,003
$ - 3 - 5 - 8 17
- - - 11,161
90,235 5,201 3 1,475,003
90,235 5,201 31 1,486,181
1,300,349 - 66,704 807 20,501,822
1,300,349 66,704 807 20,501,822
5 1,390,584 § 71,905 8 838 § 21,988,003
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STATE OF CONNECTICUT

Statement of Changes in Net Assets

Pension Trust Funds and Investment Trust Fund

For the Fiscal Year Ended June 30, 2001
(Expressed in Thousands)

Additions:
Contributions:

Plan Participants........ccocecoeeeconneeni e vemee e
MURICTPALITIES. oot e
Total ComtriBUuLIONS ... ovvevei e eeceier e sisescree s e eessaea s

INVESIMENT INCOIMIE . ..ooiiiiierrereeeriaeses e seeessisssneeesessssensssasmnnns
Less: Investment EXpenses.... ..o
Net Investment [0COME. . cveeevreeesersiresirararrarerens

Pool's Share TranSactiOns.........occveerrersceesvecrseesseesessccenss
Operating Transfers M. ieeeee e rrensecsnnccons
MISCEIANLOUS. oot e rne

Total Additions

Pension Trust

Deductions:
Administrative.............

Benefit Payments and Refunds.........coovecvmvivevmiinnine e
Distributions to Pool Participants..........cocceeivievevireenens
Other Program EXpenses.......ccoeeceeiveeecreeercrrmrenceresesseens

Total Deductions

Net Increase (Decrease) in Net Assets.

Net assets held in trust for pension benefits and
pool participants:

July 1, 2000
June 30, 20061

State State
Employees Teachers Judicial
46,089 % 169,420 $ 1,148
375,623 214,666 9,837
- 3,215 -
421,712 387,301 10,985
(242,954) (346,516) (3,167}
(60,163) {85,951) (783)
{303,117) {432,467} (3,950}
376 ' -
118,971 . (45,166) 7,033
340 - 7
619,174 697,103 12,499
619,514 697,103 12,506
{500,543) {742,269) (3,471)
8,291,647 11,949,335 141,243
7,791,104 3 11,207,086 8§ 135,772

The accompanying notes are an integral part of the financial statements,
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STATE OF CONNECTICUT

Pension Trust

Connecticut External
Municipal Probate State's Attorneys'/ Investment
Employees Judges Public Defender Pool Total

5 9,996 3% 235 § 37 % - 226,925
- . - - 600,126

15,527 - - - 18,742

25,523 235 37 - 845,793
(38,082) (1,790) (13) 98,914 (534,208)
(9,570) (444) {4 (459) (157,374)
{48,252} (2,234) (17 98,455 (691,582)

- - - 329,500 329,500

- 991 - - 991

- - 5 - 381

(22,729) {1,008} 25 427,955 485,083

7 4 - - 358

53,915 2,060 186 - 1,384,937

- - - ' 08,455 98,455

- 1,009 - - 1,009

53,922 3,073 186 ' 08,455 1,484,759
(76,631} (4,081) (l61) 329,500 (999,676)
1,377,000 70,785 568 1,084,580 22,915,578

b 1,300,349 S 66,704 $ 807 % 1,414,080 21,915,902
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STATE OF CONNECTICUT

Combined Statement of Changes in Fund Balances

Higher Education Funds
For The Fiscal Year Ended June 30, 2001
(Expressed in Thousands)

Revenues and Other Additions:

Current Funds Revenues and Additions.....c.oeeeceeeene
Private Gifts and Grants......c.ocemrmensmseernessns
[nvestment EArMingS ... ..o icvivmiscseesesarecsssssressonsrernas
Interest on Loans Receivable.....co e
Expended for Plant Facilities.....ccoiiecnieevee s
Retirement of Indebtedness........ccooee v
Sale 0f Bonds. ..o e
Foundation REVEnUes. .....cccoeecceveicee s cceeee e

Miscellanzous..............

Total Revenrues and Other Additions....eeeeeans

Expenditures and Other Deductions:

Education and General.........vooveiccenieeceieee e
Anxiliary Enterprises. ..o oom e seeee s e
PAENT CaTC.crive e ievcsrerssisseres s sensases e s ees st
Indirect Costs Recovered......o.ooviecrinimmniiecn e
Loan Cancellations and Write-offs _.......ccocoiiiennns
Interest on Indebtedness.. e,
Capital EXpenditures. . ... veevicrccmiesemss e
Disposal of Plant Facilities........ccocveeeiiiienieeiieee e
DEPLBCIAION. ....vo e eeeseneceeeese e seessesenee e sneres e
Administrative Costs. ..o eemeeenesnreee o
Retirement of Indebtedness.........ccooeeeeeeiiveecee e
Foundation Expenditures..........cooocevceeseencrcccecnans
L0711 L O RO

Total Expenditures and Other Deductions.............

Transfers Among Funds - Additions (Deductions)
Manadatory: '

Retirement of Tndebtedness. ..o ceereenecvsreeemrenenees

Nonmandatory:

Transfer From Foundation..............ccccooe i oiiieeccvccinnnn

Transfer To Foundation.......

(5111 OSSO

Total Transfers Among Funds

Operating Transfers from the State's

Governmental Funds..........cooovicniennc e scmreecns
Net Increase (Decrease) in Fund Balances.....ccnvee..

Fund Balances (deficit) - July 1 {as restated).......cueenen

Endowment

Current Funds and

Unrestricted

Restricted Similar Funds

702,083 §

192,314 § -

702,083

192,314 {907}

1,095,707
124,213
147,201

4,109

176,054 -
3 -

1,823 -
18,241 -

1,371,230

(14,275)

10,687
(3352)
(7,628)

2,662 -

292 72

(14,568}

2,954 72

677,797

{5,918)

(1,153) (930

82,133

35,348 9,100

Fund Balances (deficit) - June 30

76,215 %

34,195 -§ 8,150

The accompanying notes are an integral part of the financial statements.
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Loan Plant Affiliated
Funds Funds Organization Total
- 3 - - 3 894,397
176 1,250 - 1,580
276 10,104 - 9,316
439 - - 4389
- 326,037 - 326,037
- 9,526 - 9,526
- 104,000 - 100,000
- - 15,096 15,096
369 19,565 - 19,937
1,310 466,482 15,006 1,376,378
- - - 1,271,761
- - - 124,216
- - - 149,024
- - - 18,241
61 - - 6l
- 15,736 - 15,736
- 291,441 - 291,441
- 6,769 - 6,769
- 52,577 - 52,577
260 220 - 480
- 9,526 - 9,526
- - 16,021 16,021
336 6,692 - 11,752
857 382,961 16,021 1,967,605
- 14,275 - -
- 1,641 3,352 18,342
- - {14,590) (18,342}
430 6,834 - -
430 22,730 {11,638} -
- 80,106 - 757,903
883 186,377 (12,563) 166,676
34,297 2,018,346 249,392 2,428 616
35,180 § 2,204,723 236,829 § 2,595,292

Nni-C-21
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STATE OF CONNECTICUT

Combined Statement of Revenues, Expenditures,
and Other Changes

Higher Education Funds
For The Fiscal Year Ended June 30, 2001
(Expressed in Thousands)

Current Funds

Unrestricted Restricted Total
Revenues and Transfers from Foundation:
Student Tuition and Fees.......oovveeeee s risraens B 309,138 3 - $ 309,138
Federal Grants and Coniracts.........ccouecvceveeeeeeeereeeenenns 25423 118,613 144,038
State Grants and CONTAEIS. ...covurrvrvrrcvemrrrsreesereseecreees 21,091 26,816 47,907
Private Gifis and Grants..........ccocvocvivvvncsnninsnininnine 3,492 - 24,830 28,322
Patient SEIVICE. ....oooereeeeeeeeeeeceeee e e e e eaeenees 120,801 - 120,801
Sales and ServICES....c.covivvi i 189,137 - 189,137
Investment Eamings......o.vcoveriresmrrecsrmresemeseem e eeeemens 15,829 1,136 16,965
MiISCEIlANEOUS..,..ocvsvviereeerra saerreenreseee s ene e seeceem e eme e 17,172 1,119 18,291
Total Revenues 702,083 172,516 874,599
Transfer from Foundation.........ccccoevviveeeeeeeeeeeie v esreaenina 10,687 2,662 13,349
Total Revenues and Transfer from Foundation...... T12.770 175,178 887,948
Expenditures and Mandatory Transfers:
Education and General:
TOSTUCILO e e evenreerecrsessevenseerenressoenseeesserenesneseesenes . 3% 470,176 3 9,308 § 479,484
RESCATCHL. ... eotivreeererrenins s ren s erssrsbersrmsb e st e eanreeesanrmeaas 16,086 92,303 108,389
Public ServICe...iiiitiicierinee et eee s errecn st sbesssss e e 25,074 8,199 33,273
Academic SUPPOTt..coi e 131,054 3,072 134,126
B0 n [ 1) AT 4 oL - SR UU TR STSRRN 97,122 2,547 99,669
Institutional Suppurt 188,383 - 183,883
Scholarship and Fellowships.... 61,616 60,604 122,220
Plant Operations and \J‘Iamtenance 105,696 - 21 105,717
Total Educational and General Expendltures .......... ' 1,095,707 176,054 1,271,761
Patient Care... 147,201 1.823 149,024
Auxiliary Enterpnses 124,213 3 124,216
Other Self-Supporting Entcrpr:ses 4,109 - 4,109
Mandatory Transfers:
Retirement of Indebtedness... 14,275 - 14,275
Total Expenditures and Mandatar}r Transfcrs v 1,385,505 177,880 1,563,385
Other Transfers - Additions (Deductions):
Operating Transfers from the State's
Governmental FUunds.......coevveeeeseimmresene e 677,797 - 677,797 -
Transfer t0 FOURAIION. ... oo.eeeeeeeereeereeeeeene e mereseeesenenns (3,352) - (3,352)
Other Non-mandatery Transfers (7,628) 292 {7.336)
Excess of Restricted Receipts over Transfers
B0 REVEMUES. .o e e et e e e - 1,557 1,557
Refunded to Grantors - . - (300} (300)
Total Other Transfers and Addmons (Deductions).. T 666,817 1,549 668,366
Net Increase (Decrease) in Fund Balances....cveeee. $ {5,918) s (1,153) $ (7,071)

The accompanying notes are an integral part of the financial statements.
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STATE OF CONNECTICUT

Statement of Cash Flows

Affiliated Organization
For The Fiscal Year Ended June 30, 2001
(Expressed in Thousands) '

Cash Flows From Operating Activities:
Change in Fund Balance............. $ (12,563)

Adjustments to Reconcile Change in Fund Balance to Net Cash
Used in Operating Activities:

Receipts to Establish or Increae Permanent Endowments........... (20,306)
Net Realized and Unrealized Gains on Investments. . ................. 31,935
" Gifts of Marketable Securities.......ooovveveevveeeririeneeen s (6,403)
Funds Held in Trust by Others.........ocveen. et ae s (2,434 -
Loss on Sale of Donated Property and Collections...........,.......... (1,294)
Depreciation and Other.........cccooe e e tae e re e rar e 389
Changes in Aysets aind Liabilities: L))
{Increase) in Pledges and Contributions Receivable, Net............ (3,107
(Increase)/Decrease in Other ASSELS. ..vvivieveieeaeneeeiea e e 1,362
Increase in Accounts Payable and Accrued Expenses................. 457
Increase in Trusts and Annuities Pavable.............coo e (2143
Total Adjustments 374
Net Cash Used in Operating Activities (12,18%)

Cash Flows From Investing Activities:

Purchases of INVestments. ..o oo e ee e e (91,702)
Sales of [NVESIMEIIES. ... .ocoir e e ee b i et s aeanns 82,733
Net proceeds from sale of Property and Equipment...._............... 1,154
Purchases of Property and Equipment.......cocooovv e vve s vevicinen 328
Net Cash Used in Investing Activities (8,143)

Cash Flows From Financing Activities:

Receipts to Establish or Increase Permanent Endowments.......... 20,306
Payments on Long Term Debt........ooooooioiinn e, (100
Net Cash Used in Financing AcCtivities. ... coiicisiimanseninnns 20,206
Net Decrease in Cash and Cash Equivalents (126)
Cash and Cash Equivalents - July 1 1,801
Cash and Cash Equivalents - June 1 $ 1,675

The accompanying notes are an integral part of the financial statements.
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STATE OF CONNECTICUT

Notes to the Financial Statements
June 30, 2001

Note 1 Summary of Significant Accounting Policies

a. Basis of Presentation

The accompanying financial statements of the State of
Connecticut have been prepared in conformity with
generally accepted accounting principles as prescribed in
pronouncements of the Governmental Accounting
Standards Board (GASB), except for the financial
statements of the University of Connecticut Foundation,
Incorporated (an affiliated organization). Those statements
are prepared according to generally accepted accounting
principles as prescribed in pronouncements of the
Financial Accounting Standards Board.

h.  Financial Reporting Entity

As required by generally accepted accounting principles,
the accompanying financial statements include (1) all
funds, agencies, boards, commissions, and account groups
that comprise the State’s legal entity, (2) legally separate
organizations for which the State is financially accountable
(component units), and (3) a legally separate organization
for which the nature and significance of its relationship
with the State is such that its exclusion would cause the
State’s financial statements to be misicading (affiliated
organization), Financial accountability exists if (1) the
State appoints a voting majority of the organization's
governing board, and (2) the State is able to impose its will
on the organization, or there is a potential for the
organization to provide specific financial benefits to, or
impose specific financial burdens on the State.

Component Units _
Component units are reported in the combined finaneial
statements either in a separate column {discrete

presentation) or in combination with similar funds of the -

State (blending presentation).

Discretely Presented Component Unils

This cojumn includes legally separate organizations for
which the State appoints a voting majority of the
organization's governing board and is contingently liable
for the organization’s debt or provides significant funding
for the organization’s programs (applies only to the
Connecticut [nnevations, Incorporated and the Capital City
Economic Development Authority). The financial data of
the following organizations is included in this column:

Connecticut Development Authority

The Authority is a public instrumentality and political
subdivision of the State. It was created to stimulaie
industrial and commercial development within the State
through its Self-Sustaining Bond, Umbrella, and Insurance
programs as well as other economic development programs,

Connecticut Housing Finance Authority -

The Authority is a public instrumentality and political
subdivision of the State. It was created for the purpose of
increasing the housing supply and encouraging angd assisting

in the purchase, development, and consiruction of housing
for low and moderate income families and persons
throughout the State. The Authority’s fiscal year is {or the
period ending on December 31, 2000.

Connecticut Resources Recaovery Authority

The Authority is a public instrumentality and political
subdivision of the State. It is résponsible for implementing
the State Solid Waste Management Plan by determining the
location of and constructing solid waste management
projects; owning, operating, and maintaining waste
management projects; or making provisions for operation -
and maintenance by contracting with private industry.

Connecticut  Higher Education Supplemental Loan
Authority

The Authority is a public instrumentality and political sub-
division of the State. It was created to assist students, their
parents, and instituticns of higher education to finance the
cost of higher education through its Bend funds.

Connecticut Health and Educational Facilities Authority
The Authority is a public insrrumentality and. political
subdivision of the State. The purpose of the Authority is to
assist certain health care institutions, institutions of higher
education, and qualified for-profit and not-for-profit
institutions in the financing and refinancing of projects to be
undertaken in relation to programs for these institutions.

Connecticut Innovations, Incorporated

The Authority is z public instrumentality and political
subdivision of the State. It was established to stimulate and
promote technological innovation and application of
technology within Counecticut and encourage the
development of new products, innovations, and inventions
or markets in Connecticut by providing financial and
technical assistance.

Capital City Economic Development Authority

The Authority is a public instrumentality and political
subdivision of the State. [t was established in 1998 to
stimulate new investment in Connecticut, to attract and
service large conventions, tradeshows, exhibitions,
conferences, and local consumer shows, exhibitions and
events, to encourage the diversification of the state
economy, to strengthen Hartford's role as the region's major
business and industry employment center and seat of
government, to encourage residential housing development
in downtown Hartford, and to construct, operate, maintain
and market a convention center project in Hartford.

Condensed financial infermation for the major component
units is disclosed in Note 20. Complete financial statements
of the individual comporent units can be obtained from their
respective administrative offices.

Blended Component Unit

The Connecticut Lottery Corporation was created in July
1996 as a public instrumentality and political subdivision of
the State. The purposes of the Corporaticn are to manage
the State’s lottery in an entreprencurial and business-like
manner and to provide continuing and increased revenue to
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the people of the Stare through the lottery. The State
appoints a voting majority of the Corporation’s governing
board, and the Corporation provides revenue to the State. In
the combined financial statements, the Corporation is
included in the Enterprise funds group (Primacy
Government).

Afftiiated Organization

The University of Connecticut Foundation, Incorporated is a
nongovernmental nonprofit corporation created exclusively
to solicit, receive, and administer gifis and financial
resources from private sources for the benefit of all
campuses and programs of the University of Connecticut.

The Foundation is not financially accountable to the
University, Howsver, the Foundation is included as a
component unit becanse the nature and significance of its
relationship to the University are such that exclusion would
cause the University’s financial statements to be misleading.
The Foundation is reported in a separate column in the
higher education funds group (Primary Government),

¢. Fund Accounting
The financial activities of the State are accounted for in
individual funds and account groups.

A fund is a fiscal and accounting entity with a self-
balancing set of accounts recording cash and other financial
resources, together with all related liabilities and residual
equities or balances, and changes thersin, which are
segregated for the purpose of carrying on specific activities
or attaining certain objectives in accordance with special
regulations, restrictions or limitations. In the financial
statements, individual funds are classified in four fund
categories and component units. The four fund categories
are govermunental funds, proprietary funds, fiduciary funds,
and higher education funds.

Account groups are accounting entities used to account for
the State’s general fixed assets and long-term debt. These
account groups are not funds because they do not reflect
available financial resources and related liabilities. In the
financial statements, the account groups are the general
fixed asset account group and the general long-term debt
account group.

Because the State of Connecticut has a significant number
of legal funds, a functional basis combining presentation
was chosen to facilitate the preparation and readability of
the Comprehensive Annual Financial Report (CAFR).
Meore detailed information on the legal funds can be found
in the Annual Report of the Comptroller — a “modified

cash” basis document also produced by the Office of the -

Comptroller.

Following is a descriptien of the fund categories, account
groups, and component units used in the accompanying
financial statements.

Governmental Funds

1. General Fund -~ The General Fund is the general
cperating fund of the State. It is used to account for all
financial resources which are not required to be accounted

for in other funds and which are spent for those services
normally provided by the State (e.g. health, social
assistance, education, correction, etc.).

2. Special Revenue Funds — These funds are used to
account for the proceeds of specific revenue sources {other
than expendable trusts, major capital projects, and higher
education sources) that are legally restricted to expendinures
for specified purposes. For example, motor fuel taxes levied
to fund Department of Transportation costs.

3. Debt Service Fund ~ This fund is used to account for
the accumulation of resources for, and the payment of|
principal and interest on general long-term bonds and
notes.

4. Capital Projects Funds — These funds are used to
account for financial resources to be used for the
acquisition or construction of major capital facilities and
infrastructure projects (other than those financed by
proprietary tunds and higher education funds).

Proprietary Funds

I. Enterprise Funds — These funds are used to account for
operations that {a) are financed and operated in a manner
similar to private business enterprises — where the intent of
the governing body is that the costs {expenses, including
depreciation} of providing goods or services to the general
public on a continuing basis be financed or recovered
primarily through user charges; or (b) where the governing
body has decided that periodic determination of revenues
earned, expenses incurred, ard/or net income is appropriate
for capital maintenance, public policy, management
control, accountability or other purposes.

2. Internal Service Funds — These funds are used to
account for the financing of goods or services provided by
one department or agency to other departments or agencies
of the State, or to other governments, on a cost-
reimbursement basis, '

Fiduciary Funds

Tryst and Agency Funds — These funds are used to account
for assets held by the State in a trustee capacity or as an
agent for individuals, private organizations, other
governmental units, and other funds. These funds include
expendable trust funds, nonexpendable trust funds, pension
trust funds, an investment wust fund, and agency funds.

Account Groups

1. Generai Fixed Asset Account Group - This account
group includes all the fixed assets (excluding
infrastructure} that are not accounted for in the proprietary
and higher education funds.

2. General Long-Term Debt Account Group - This
account group includes all long-term obligations that are to
be financed from govemmental funds. These long-term
obligations include the following:

s« Unmatured principal on genecral obligation and
transportation related bonds and notes.
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s (Other non-current liabilities for capital leases,
compensated absences, unfunded pension costs,
workers’ compensation claims, and claims and
judgements.

Higher Education Funds

The financial activities of the State’s higher education
institutions {University of Connecticut, State Universities,
and Community-Technical Colleges) and an affiliated
organization are accounted for in these funds, which are
reported in a separate column in the combined financial
statements {Primary Government). The following fund
categories and affiliated organization are incladed:

|. Current Funds — These funds are used to account for
resources that will be expended in the near future for
operating purposes. Included in the current fund
category are unrestricted funds that the governing
boards retain full control of, in achieving the
institutions’ purposes and restricted funds that may be
utilized only in accordance with external restrictions.

2. Endowment Funds — These funds account for gifts that
are restricted as to principal by the donor.

Loan Funds - These funds are used to account for
loans to students and for resources available for such
purposes.

Ll

4. Plant Funds — These funds account for resources that
have been or will be used for institutional property
acquisition, renewal, and replacement, and resources
accumulated for the retirement of debt associated with
institutional properties.

5. Agency Funds - These funds are funds held by an
institution as custodian or fiscal agent for others such
as student organizations, individual students, or
facully members.

6. Affiliated Organization - This column accounts for the
financial activities of the University of Connecticut
Foundation, Inc., a component unit of the University
of Connecticui.

Component Units

The component units include proprietary type organiza-
tions that are legally separate from the State but that are
considered part of the reporting entity.

d. Basis of Accounting

The accounting and financial reporting treatment applied to
a fund is determined by its measurement focus and basis of
accounting, which are described as follows:

Governmental Funds and Expendable Trust Funds

These funds are accounted for using a cument financial
resources measurement focus and a modified accrual basis
of accounting. Under the cumrent financial resources
measurement focus, only current assets and liabilities are
normally included on the balance sheet. Fund balance
represents a measure of “available spendable resources.”
Under the modified accrual basis of accounting, revenues

are recorded when they are susceptible to accrual (Le. both
measurable and available). The word “available” means
that the revenue is collected within the current period or
within 60 days of the end of the current period.
Expenditures are recorded when the related fund liability is
incurred exegept for principal and interest on general long-
term debt which are recorded as expenditures when due.

Major revenue sources that are treated as susceptible to
accrual include sales and use taxes, personal income taxes,
public service corporation taxes, special fuel taxes, federal
grants, and casino gaming payments.

Proprietary Funds, Nonexpendable Trust Funds, Pension
Trust Funds, Investment Trust Fund, Component Units,
and Affiligted Organization

These funds are accounted for using a flow of economic
resources measurement focus and an accrual basis of
accounting.  Under the flow of economic resources
measurement focus, ali assets and liabilities are included
on the balance sheet. Fund equity (proprietary funds and
component units) is segregated into contributed capital and
retained earnings components. Under the accrual basis of
accounting, revenues are recorded when earned and
expenses are recorded when incurred.

According to GASB Statement No. 20, these funds (except
for the affiliated organization} must comply with all
applicable GASB pronouncements and all applicable
pronouncements issued by the Financial Accounting
Standards Board {(FASB)} and its predecessors as follows
(provided those pronouncements do not conflict with or
contradict GASB pronouncements):
FASD Statements FASH
Issued on or . Statements

Fund Type Prigr to 11/30/39 Issued to Date

Proprietary Funds:
John Dempsey Hospital X
Others

Monexpendable Trust Funds

Pension Trust Funds

moWoRK o

Investment Trust Funds

Companenr Units:

CT Development Authonty X
CT Housing Finance Authority X
CT Resources Recovery Antha X
CT Higher Education Supplemental
Loan Authority X
CT Health & Educanonal Facilities
Authory X
CT Innavations, ne. X
Capital City, EDA X
Agency Funds

These funds are accounted for using a modified accrual
basis of accounting, Agensy funds are custedial in nature
(assets equal liabilities) and do not measure nor report
results of operations.

I-C-27



STATE OF CONNECTICUT

Higher Education Funds
These funds (excluding the affiliated organization) are
accounted for wusing a current financial resources
measurement focus and an accrual basis of accounting with
the following exceptious:

+ All assets and liabilities are included on the balance
sheet.

¢ Depreciation expense related to plant fund fixed assets
is not recorded, except for fixed assets reported by the
University of Connecticut.

« Revenues and expenditures of an academic term

. covering more than one fiscal year are reported in the

fiscal year in which the program is predominately
conducted.

e. Budgeting Process

By statute, the Governor must submit the State budget to
the General Assembly in February of every other year.
Prior to June 30, the General Assembly enacts the budget
through the passage of appropriation zcts for the next two
fiscal years and sets forth revenue estimates for the same
period for the following funds: the General Fund, the
Transportation Fund, the Mashantucket Pequot Fund, the
Workers’ Compensation Administration Fund, the Banking
Fund, the Consumer Counsel and Public Utility Conirol
Fund, the Insurance Fund, the Criminal Injuries Fund, the
Soldiers, Sailors, and Marines Fund and the Regional
Market Operations Fund. Under the State Constitution, the
Governor has the power to veto any part of the itemized
appropriations bill and to accept the remainder of the bill,
However, the General Assembly may separately reconsider
and repass the disapproved items by a two-thirds majority
vote of both the Senate and the House,

Budgetary control is maintained at the individual
appropriation account level by agency as established in
authorized appropriation bills and is reported in the Annual
Report of the State Comptroller. A separate document is
necessary because the level of legal ceatrol is more
detailed than reflected in the CAFR. Before an agency can
utilize funds appropriated for a particular purpose, such
funds must be allotted for the specific purpose by the
Governor and encumbered by the Comptroller upon
request by the agency. Such funds can then be expended
by the Treasurer only upon a warrant, draft or order of the
Comptroller drawn at the request of the responsible
agency. The allotment process mainmains expenditure
control over special revenue, enterprise, and intemal
service funds that are not budgeted as part of the annual
appropriation act.

The Governor has the power under Connecticut statute to
modify  budgetary  allotment requests for the
administration, operation and maintenance of a budgeted

agency. However, the modification cannot exceed 3-

percent of the fund or 5 percent of the appropriation
amount. Modifications beyond those limits, but not in
excess of 5 percent of the total funds, require the approval
of the Finance Advisory Committee. The Finance
Advisory Committee is comprised of the Govemor, the
Lisutenant Govemnot, the Treasurer, the Comptroller, two

senate members, not of the same political party, and three
house members, not more than two of the same political
party. Additional reductions of appropriations of more
than 5 percent of the total appropriated fund can be made
only with the approval of the General Assembly.

All funds, except fiduciary funds, use encumbrance
accounting. Under this method of accounting, purchase
orders, contracts, and other commimments for the
expenditures of the fund are recorded in order to reserve
that portion of the applicable appropriaticn. All
encumbrances lapse at year-end and, generally, all
appropriations lapse at year-end except for certain
continuing appropriations (continuing appropriations are
defined as carry forwards of spending authority from one
fiscal budget into a subsequent budget). The continuing
appropriations include: appropriations continued for a one-
month period after year-end which are part of a program

- that was not renewed the succeeding year; appropriations

continued the entire succeeding year, as in the case of
highway and other capital construction projects; and
appropriations continued for specified amounts for certain
special programs. Carry forward appropriations are
reported as reservations of the fund balance in the financial
statements.

The budget is prepared on a “modified cash” basis of
accounting under which revenues are recognized when
received, except for certain taxes and Federal and other
restricted grunt revenues of the General and Trans-
portation funds which are recognized when eammed. Tax
revenues recognized when earned include the following:
sales and use, personal income, corporation, public service
corporations, petreleum companies, cigarettes, alcoholic
beverages, gasoline, special motor fiel, and motor carrier
road. Under the modified cash basis, expenditures are
recognized when paid. A comparison of actual results of

" operations recorded on this basis and the adopted budget is

presented in the financial statements for all governmental
funds for which a budget is legally adopted.

f.  Budgetary ys. GAAP Basis of Accounting

The major differences between the budgetary (legal) and
the GAAP (generally accepted accounting principles) basis
of accounting are as follows:

t. Revenues are recorded when received in cash except
for certain year-end accruals (budgetary basis) as opposed
to revenues being recorded when they are susceptible to
accrual (GAAP basis) (see Note 1d).

2. Expenditures are recorded when paid in cash
{budgetary basis) as opposed to expenditures being
recorded when the related fund liability is incurred (GAAP
basis) (see Note 1d).

3. For budgetary reporting purposes, continuing
appropriations are reported with other financing sources
and uses in the determination of the budgetary surplus or
deficit to more fully demonstrate compliance with
authorized spending for the year. For GAAP purposes,
continuing appropriations are excluded frora operations
and reported as reserved fund balance.
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4. Certain special revenue funds are not subject to legal
budgets.

Because of the above differences, a reconciliation between
the budgetary and GAAP basis is presented in Note 2.

g. Assets and Liabilities

Cash and Cash Equivalents (see Note 4)

In addition to petty cash and bank accounts, this account
includes cash equivalents — short-term, highly liquid
investments with original maturities of three months or less
when purchased. Cash equivalents include [nvestments in
the Short-Term Investment Fund (“STII™") and the Tax
Exempt Proceeds Fund, Inc. (“"TEPF”). TEPF is a short-
term, tax-exempt money market fund reported under the
Investment Company Act of 1940, - Investments in STIF
and TEPF are reported at the fund’s share price.

Investments {see Note 4)
Equity in Combined Investment Funds is reported at fair
.value based on the funds’ current share price.

The external investment pool is reported at amortized cost.

Other investments are reported at fair value, except for the
following investments which are reported at cost or
amortized cost:

» Nonparticipating interest-eaming investment con-
tracts.

=  Money market investments that mature within one
year or less at the date of their acquisition.

Fair value is determined based on quoted market prices
except for:

o  The fair value of State bonds held by the Clean Water
Fund (a nonexpendable trust fund) which is estimated
using matrix pricing.

s  The fair value of equity and debt securities held by the
Connecticut Innovations, Incorporated, a component
unit. The fair value of these invesmments is determined
by the Valuation Committee of the Corporation, afier
giving consideration to pertinent information about the
companies comprising the investments, including but
not limited to recent sales prices of the issuer’s
securities, sales growth, progress toward business
goals, and other operating data.

The State invests in derivatives. STIF and the Combined
Investrment Funds hold these investments.

Inventories
Inventories are reported at cost. Cost is determined by the
first-in first-out (FIFO) method. Inventories in the
govemnmental funds consist of expendable supplies held for
consumption whose cost was recorded as an expenditure at
the time the individnal inventory items were purchased.
Reported inventories in these funds are offset by a fund
balance reserve to indicate that they are unavailable for
appropriation.

Fixed Assets and Depreciation

General fixed assets are reported at historical or estimated
historical cost. Donated fixed assets are valued at
estimated fair value on the date donated. Infrastructure
assets (highways, bridges, etc.) are not capitalized. No
depreciation is provided for general fixed assets. Fixed
assets in the enterprise and internal service funds are
reported at cost. Interest cost incurred during construction
at Bradley International Airport is capitalized as part of the
assets. Depreciation of these fixed assets is determined
using the straight-line method and is based upon the assets’
estimated useful lives.

Fixed assets in the higher education funds are reported at
cost. No depreciation is recorded on these fixed assets,
except for the University of Conmnecticut’s fixed assets.
Depreciation of these fixed assets is determined using the
straight-line method and is based on the assets’ estimated
useful lives.

Fixed assets of the component units are reported at cost.
Depreciation of these fixed assets is determined using the
straight-line mmethod and is based upon the assets’
estimated useful lives.

Food Stampy

Food stamps distributed to recipients during the year are
recognized as both an expenditure and a revenus in the
operating statement.

Securities Lending Transactions (see Noie 4)

Assets, liabilities, income, and expenses arising from
securities lending transactions of the Combined Investiment
Funds are allocated ratably to the pension and
nonexpendable trust funds based on their equity in the
Combined Investment Funds.

Deferred Revenues

This liability account represents revenues considered
measurable but not available during the current period. In
subsequent periods, when the revenues become available,
the liability for deferred revenues is removed from the
balance sheet and revenue is recognized.

Cupital Appreciation Bonds

Capital appreciation (deep-discount) bonds issued by the
State, unlike most bonds, which pay interest semi-annually,
do not pay interest until the maturity of the bonds. An
investor who purchases a capital appreciation bond at its
discounted price and holds it until maturity will receive an
amount which equals the initial price plus an amount
which has accrued over the life of the bond on a
semiannual compounding basis. The net value of the
bonds is accreted (the discount reduced), based on this
semiannual compounding, over the life of the bonds, This
deep-discount debt is reported in the general long-term
debt account group at its net or accreted value rather than
at face value.

Other Long-term Obligations
The portion of the net pension obligation, workers’
compensation claims, capital leases, claims and
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judgements, and accumulated compensated absences that
are expected to be liquidated with available expeudable
financial resources is repotied as an expenditure and a fund
liability of the governmental and expendable trust funds
that will pay it. The remaining portion that Is net expected
to be liquidated with available expendable financial
resources is reported in the general long-term debt account
group. In the proprietary funds, higher education funds,
and component units such obligations are recorded as fund
liabilities.

Vacatien and sick policy is as follows: Employees hired on
or before June 30, 1977, and managers regardless of date
hired can accumulate up to 2 maximum of 120 vacation
days. Employees hired after that date can accumulate up to
a maximum of 60 days. Upon termination or death, the
employee is eatitled to be paid for the full amount of
vacation days owed. No limit is placed on the number of
sick days that an employee can accumulate. Hewever, the
employee is entitled to payment for accumulated sick time
only upon retirement, or after ten years of service upon
death, for an amount equal to one-fourth of his/her accrued
sick leave up to & maximum payment equivalent to sixty
days.

The State recognized a liability to the federal government
for excess earnings received from investing certain bond
proceeds (rebatable arbitrage). This liability is reported as
a liability for claims and judgements.

h. Fund Equity

Contributed Capital

The amount of permanent capital in the enterprise funds,
internal service funds, and component units which is
contributed by governments and others,

Reserved Retained Earnings

The portion of retained eamings in the enterprise funds and
component units which is legally restricted for specific
future use.

Reserved Fund Balances

The portion of fund balances in the governmental,
fiduciary, and higher education funds which is legally
reserved for a specific future use, or which is not available
for appropriation or expenditure.

i. Revenues, Expenditures, and Interfund Transactions
Taxes

Taxes are recognized as revenues in the period when the
underlying exchange transaction has occurred and the
resources are available. {see Note 1d),

Licenses, Permits, and Fees
These items are not susceptible to accrual and are
recognized as revenues when the cash is collected.

Intergovernmental

Federal grants (and other aid) are recognized as revenues
in the period when all applicable eligibility requirements
imposed by the federal government have been met and the
resources are available (see Note 1d).

Casino Gaming Payments

Casino gaming payments are recognized as revenues in the
period when the underlying exchange transaction has
occurred and the resources are available (see Note 1d).

Interest Rate Swap Agreements
The State has entered into interest rate swap agreements to

-modify interest rates on cutstanding debt. Other than the

net interest expenditures resulting from these agreements,
no amounts are recorded in the financial statements (see
Note 14).

Interfund Transactions
Interfund transactions are recorded as follows:

{1) Transfers, which are from funds that are receiving
revenues to funds in which the resources are to be
expended, are classified as operating transfers.

(2} Transactions that would be treated as revenues,
expenditures or expenses if they involved organizations
external to the State are treated similarly by the funds of
the State.

(3) Reimbursements from one fund to another are treated
as expenditures or expenses of the reimbursing fund and as
a reduction of the expenditures or expenses of the
reimbursed fund.

(4y Noo-recurring or non-routine transters of equity
between funds and capital contributions to proprietary
funds are classified as equity transfers.

j- Pension Trust Funds Transactions

Plan member contributions are recegnized in the period in
which the contributions are due. State contributions are
recognized in the peried in which the contributions are
appropriated. Benefits and refunds are recognized when
due and payable in accordance with the terms of each plan.
Investment income and related expenses of the Combined
Investment Funds  (including  securities  lending
transactions) are allocated ratably to these funds based on
their equity in the Combined Investment Funds.

k. External Investment Pool
Assets and liabilities of the Short-Term [nvestment Fund
are allocated ratably to the External Investment Pool Fund
based on its equity in the Short-Term Investment Fund (see
Note 4). Pool income is determined based on distributions
made to the pool’s participants.

1. Use of Estimates

The preparation of the financial statements in conformity
with GAAP requires management to make estimates and
assumptions that atfect the reported amounts and
disclosures in the financial statements. Actual results
could differ from those estimates.

m. Total Columns — Memorandum Only

Total columns captioned “Memorandum Omnly” are
presented only to facilitate financial analysis, Data in these
columns do not present the financial position, the results of
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operations or cash flow in conformity with generally
accepted accounting principles nor is such data comparable
to a consolidation.

Note 2 Budgetary Basis vs. GAAP

The following is a reconciliation of the excess (deficiency)
of revenues and other scurces over expenditures and other
uses as accounted between the budgetary and GAAP basis
of accounting (amounts in thousands):

Special
Revenue

Financial St Fund Types General

Excess (deficreney) of revenues and
other sources over sxpenditures and
ather uses (Budgetary basiz) $ 30,660 % 4,009
Adjustments:
Ingreases (decreases) in revenue accruals:
Receivables and Other Assels (27,498) 4 884

{Increases) decreases in expenditure agcrualy: -

Accounts Payable and Other Liabilities {23357 3,054

Salaries and Fringe Benafits Payable {14,142} {193)
Invreases (decreases) in continuing

appropHizlions 334,000 (17,457
Beclaszs of fund balance adjustments

1 operating expenditures {964) {1,332}
Eliminate portion of prior year surplus (265,474) -
Excess {deficiency) of revenues und other
sources over expenditures and other uses
(GAAP basis) - budgeted funds 33225 (7,145}
To eecord excess {deficiency’} of revenues
and other sources over expenditures and
other uses for nonbudgeted funds - #36

Excess {deficiency) of revenues and other
sources over expenditures and other uses

(GAAF basis) $ 33225 § (6,5049)

Note 3 Fund Deficits

The following funds have deficit balances at June 30,
2001, none of which constitutes a violation of statutory
provisions {amounts in thousands).

Special Revenue

Consumer Counsel and Public Utility Contrel § 960
Enterprize

Other : ¥ 963

The Consumer Counsel and Public Utility Control Fund
deficit has been . addressed by Public Act $3-402,
subsequently modified by Public Act 99-1 (June special
session), which among other things, requires any GAAP
deficits for budgeted funds existing as of June 30, 2003 to
be amortized in fifteen equal increments beginning with
the annual budget for fiscal year 2004-2003.

Note 4 Cash Deposits and Investments

In this note, the State's deposits and investments are
classified in categories of “custodial credit risk.” This is
the risk that the State will not be able to (a) recover
deposits if the depesitory bank fails or (b) recover the
value of investments or collateral securities that are in the
custodvy of an outside party if the counterparty to the
investment or deposit transaction fails. Classification in
category 1 means that the exposure of deposits or
investments to potential custodial credit risk is low. The
level of potential custodial credit risk is higher for those
deposits or investments classified in category 2 and highest
for these in category 3.

Cash Deposits (amounts ir million)

At June 30, 2001, the reported amount of the State’s
deposits was $(130.7) for the Primary Government and
$9.2 for the Component Units. The corresponding bank
balance for such deposits was $126.2 for the Primary
Government and $12.3 for the Component Units. Of the
bank balance for the Primary Government 528.0 was
insured by the Federal Deposit Insurance Corporation or
held by the State's agent in the State’s name (Category 1),
and $98.2 was uninsured and uncollateralized (Category
3)., Of the bank balance for the Component Units, $5.2
was insured by the Federal Deposit Insurance Corporation
(Category 1), and $7.1 was uninsured and uncollateralized
(Category 3).

Category 3 deposits include some deposits that are
collateralized as required by state statute, Under the
statute, any bank holding public deposits must at all times
maintain, segregated from its other assets, ecligible
collateral in an amount equal to 10 percent, 25 percent, 100
percent, or 120 percent of its public deposits. However,
the collateral is beld in the custody of the trust department
of either the pledging bank or another bank in the name of
the pledging bank.

Investments

The State Treasurer is the chief fiscal officer of State
government and is responsible for the prudent management
and investment of monies of State funds and agencies as
well as monies of pension and other trust funds. The State
Treasurer with the advice of the Investment Advisory
Council, whose members include outside investment
professionals and pension beneficiaries, establishes
investment policies and guidelines. Currently, the State
Treasurer manages one Short-Term Investment Fund
(“STIF’} and seven Combined Investment Funds (the
“CIFS™, including one international investment fund.

STIF is a money market investment pocl in which the
State, municipal entities, and political subdivisions of the
State are eligible to invest. The State Treasurer is

 authorized to invest monies of STIF in United States

government and agency obligations, certificates of deposit,
commercial paper, corporate bonds, savings accounts,
bankers' acceptances, repurchase agresments, asset-backed
securities, and student loans. STIF’s investments are
reported at amortized cost (which approximates fair value)
and are disclosed in the investments schedules.
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For financial reporting purposes, STIF is considered to be a
mixed investment pool — a pool having external and
internal portions. The external portion of STIF (ie. the
portion that belongs to participants which are not part of
the State’s financial reporting entity) is reported as an
investment trust fund in the combined financial statements.
The internal portion of STIF (i.e., the portion that belongs
to participants that are part of the Siate’s financial
reporting entity) is not reported in the combined financial
statements. [nstead, each fund type’s investment in the
internal portion of STIF is reported as “cash equivalents”
in the combined balance sheet.

The CIFS are open-ended, unitized portfelios in which the
Staie pension and other trust funds are eligible to nvest,
The State pension and other trust funds own the units of
the CIFS. The State Treasurer is also authorized to invest
monies of the CTFS in common stock, commercial equity
real estate, foreizn companies stocks and bonds,
commercial and  residential  mortgages, foreign
governments’ obligations, mortgage-backed securities, and
venture capital partnerships. CIFS' investments are
reported at fair value and are disclosed in the investments
schedules.

For financial reporting purposes, the CIFS are considered
to be internal investment pools and are not reported in the
combined financial statements. Instead, each fund type’s
investment in the CIFS is reported as “equity in combined
investment funds” in the combined balance sheet.

Complete financial infermatien about STIF and the CIFS
can be obtained from financial statements issued by the
State Treasurer.

The following investments schedules disclose the reported
amount and fair value of the State’s investment in total and
by investment type as of Junme 30, 2001. Further, the
reported amounts of these investments are classified
according to the following categories of custodial credit
risk. Category 1 includes investments that are insured or
registered or for which the securities are held by the State
or its agent in the State’s name. Category 2 includes
uninsured and unregistered investments for which the
securities are held by the counterparty’s trust department or
agent in the State’s name. Category 3 includes uninsured
and unregistered investments for which the securities are
held by the counterparty, or by its trust department or agent
but not in the State’s name.

The CIFS account for the purchase and sale of investments
using “trade date” accounting — investments are increased
or decreased on the date the purchase or sales order is
made although the tnvestiments are not received or
defivered until a later date (settlement date). Thus, CIFS'
investments schedule was prepared tzking into account
unsettled sales and purchases of investments. This means
that investments under unsettled sales are included in the
schedule, because the investments are still subject to
custodial credit risk that could resnlt in losses prior to
settlement.  Conversely, investments under unsettled
purchases are excluded from the schedule, because the
investments are still in the hands of the dealers.

Investwenis-Primary Government
Short-Term I[avesiment Fund

{zmounts in theusands)

Reperted Amount Fair
Investnent Type Categary 1 Yalue
Certtficatey of Deposit-Negonable B 200,002 % 410,002
Comunercial Paper 3,254,336 3,233,371
Corporate Motes 242,631 242,681
Bankers' Acceptances 9,840 9,240
Bank Nates 409,707 418,111
Federal Agency Securiries 241,931 242,334
Tatal Invesunents 5 4,558,497 § 4,560,539
Investments-Primary Government
Cumbined Investment Funda
[amounts in theusands)
Reported Amouni (Fair Yaiue)
T}'pe. Category 1 Category 3 Total
Centificates of Depoait-Ihegotiable 5 - 5 15,004 % 15,004
Asset Dagked Securities GG, 460 561 460
U5, Government and Agency Securities:
Nut gn Secarities Loan 1,617,060 R 1,617,250
On Securities Loan for Securitics or
Letter uf Credit Coilateral - 4,250 48,2 5.0
hortgage Backed Securitics £463 290 863 290
Corporats Dbt 2,990,531 1,303,255 4,293,786
Convertible Securities 239,576 219,578
U. 5. Cyrporals Stock: . -
Mot on Secunities Loan 178085 - 758,085
On Secaritizs Loan for Securities or
Legter of Credit Collateral - 55,193 55193
International Equiny Securitics:
Mot on Seounitics Eyan 1,746,200 1,746,200
O Securities Loan for Securities or
Letter of Credit Colaeral - 3226 5126
Shart-term fnvestments - 165,519 65,519
Preferred Stock LLT,574 117,574
5 15,793,806 3 1,592,447 § [7,186,253
[nvestments not categorised
hecawse they are nol evidenced by scouritics
that exist in physical or buok entey foem.
Real Estate Ivesement Trists SEELTR
Mutual Furds 54,701
Limited Liability Corporations 65,908
Trusts 55,147
Limited Partnerships 2,398 34
Annuifies 14,395
Securities Heid by Brokers-Dealers under Sec. Loans tor Cash Collateral
1.5, Government and Ageney Securities 341, Tod
U. 5. Corporate Stock 209,754
[nternational Equity Secaritios 5173511
Domestic Fixed Seauritics 151,423
International Fixed Securiries 3,208
3 21,966,574

The pension trust funds own appraximatcly 104 percent of the investmenis that are

in categorics | and 3.
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Investments-Primary Government
Other

{amounts in theusands)

_ Reperted Amount Fair
Investment Type Category 1 Category 2 Category 3 Tatal Valne
Collateralized Investment Agreements 5 451 03z § 33,579 § - F 484,611 § 434,611
State/Municipal Bonds 215393 - - 215,393 215,393
U.8. Government & Agency Securities 384,896 154 - 385,050 185,030
Repurchase Agreements 3,683 801 - 6,484 5,484
Common Stock 33451 1,060 2,002 36,513 36,513
Corporate Bonds 11,274 21,857 - 33,131 33,131
(Other 81,201 - 1,035 82,236 82,236
5§ 1182930 % 374351 % 3,037 5 1,243418 3 1,243,418
Investments not categorized because they are not evidenced
by scouritics that exist in physical or book entry form:
Annuity Cuntracts 511,215 511,213
Mutual Funds 115,481 115,481
Guaranteed Investment Contracts 16,679 16,679
Tax Exermpt Proceeds Fund 114,591 14,551
Other 14,048 14,048
Total Investments $ 2013432 § 2005432
The Speciat Assessment fund owns approximately 60 percent of the investments that are in Category No. 2.
Investments-Component Units
{amounts in thousands)
Reﬁorted Amount Fair
Investment Type Category 1 Categary 2 Category 3 Tntal Value
U.8. Government & Agency Securities b 221,852 3 §6% % g444 % 238,992 3 238,721
Comman Stock 135,973 - - 135,973 135,973
Repurchase Agresments 43 408 - - 43,408 43,408
Collateralized Investment Agreements . 2,441 - 26,160 28,601 28,601
Mortgage Backed Securities 330,555 - - 330,355 330,555
Corporate Bonds 38,333 - - 38,333 38,333
Cther 66,153 - 5,591 75,746 75,746
b 238,717 § 8,696 S 44,195 891,608 891,337
Investments rot gategorized because they are not evidenced .
bty seeurities that exist in physical or book entry form:
Guaranteed Investment Contracts 137,217 137,217
Fidelity Funds 117,922 117,922
Limiied Partnerships 5,238 5,238
Other 36.146 36,146
$ 1,188,131 % 1,187,860

Total Investments

CHF & owns approximately 80 percent and CHESLA owns approximately 75 percent of the investments that are in categories

1 and 3, respectively.
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Derivatives

GASB  Technical Bulletin Number 94-1 defines
derivatives as contracts whose value depends on, or
derives from, the value of an underlying asset, reference
rate, or index. According to this definition, the following
State’s investments or confracts are considered to be
derivatives:

» Short-Term Investment Fund - Adjustable-rate
federal agency and bank notes whose interest rates
vary directly with short-term money market indices
and are reset daily, weekly, monthly, quarterly, or
semi-annually.

¢« Combined Investment Funds - Adjustable-rate
securities, asset backed securities, indexed Treasury
securities, option contracts, mortgage backed
securities {including interest-only strips), and
foreign exchange contracts.

The State invests in derivatives to enhance investment
returns or as in the case of foreign exchange contracts to
facilitate trade settlements and to serve as foreign currency
hedges. :

The Mutual Fixed Income Fund (a Combined Invest-
ment Fund) invests in morigage backed securities
{MB3Ss), asset backed securities {ABSs), and interest-
only strips. MBS's and ABS's are bonds issued by a
special purpose tust that collects payments on an
underlying collateral pool of mortgages or other leans
and remits payments to bondholders., The bonds are
structured in a series of classes or tranches, sach with a
different coupon rate and stated maturity date. Interest
payments to the bondholders are made in accordance
with the trust indentures and amounts received from
borrowers int excess of interest payments and expenses
are used to amortize the principal on the bonds. Such
principal payments are made to retire the tranches of
bonds in order of their stated maturity. Because
mortgage prepayments are largely dependent on market
interest rates, the ultimate maturity date of the bonds is
unpredictable and is sensitive to changes in market
interest rates, but is generally prior to the stated maturity
date. At June 30, 2001, the fund held MBSs of $608
million and ABSs of $192 million.

Interest-only strips (IOs) are a specialized type of
morigage backed securitics. The cash flow on these
investments is derived from the interest payments on the
underlying mortgage loans. Prepayments on underlying
loans curtail these interest payments, reducing the value
of the 10s and, as such, these instruments are extremely
sensitive to changes in interest rates, which encourage or
discourage such prepayments. As of June 30, 2001, the
[Os had a value of $7.4 million.

From time to time, the International Stock, Mutual Fixed
Income, and Private Investment Funds (Combined
Investrment Funds) utilize foreign currency contracts to
facilitate transactions in foreign securities and to manage
the funds currency exposure, Contracts to buy are used
to acquire exposure to foreign currencies, while contracts
to sell are used to hedge the funds’ investments against
currency tluctuations. Losses may arise from changes in
the value of foreign currencies or failure of the
counterparties to perform under the contracts’ terms. As
of Jung 30, 2001, the International Stock Fund reported
an unrealized gain of $32 million from open forward
CUITENCY contracts.

Security Lending Transactions

Certain of the Combined Investment Funds are permitted
by State statute to lend its securities through a lending
agent to authorized broker-dealers and banks for
collateral with & simultancous agreement to return the
collateral for the same securities in the future.

During the year, the funds” lending agent lent securities
similar to the types on loan at year-end and received cash
{United States and foreign currency), U.S. Government
securities, sovereign debt rated A or better, convertible
bonds, and irrevocable bank letters of credir as collateral,
The funds” lending agent did not have the ability to
pledge or sell collateral securities delivered absent
borrower default, Borrowers were required to deliver
collateral for each loan equal to: (1) in the case of loaned
securities denominated in United States dollars or whose
primary trading market was located In the United States
or sovereign debt issued by foreign governments, 102
percent of the market value of the loaned securities; and
(2) in the case of loaned securities not denominated in
United States dellars or whose primary frading market
was not located in the United States, 103 percent of the
market value of the loaned securities. In the event any
borrower fails to return the loaned securities or pay
distributions thereon, the funds’ lending agent is
contractually obligated to purchase replacement
securities, or return the cash collateral. At year-end, the
funds had no credit exposure to the borrowers, because
the amounts the funds owed the borrowers exceeded the
amounts the borrowers owed the funds.

All securities loans can be terminated on demand by either
the funds or the borrowers, Cash collateral is invested by
the funds’ lending agent, and the average duration of the
investments can not exceed (a} 120 days or (b) the average
duration of the loans by more than 43 days. At year-end,
the average duration of the cotlateral investments was 338
days; the average duration of the loans was unknown,
although it is assumed to remain at one day.
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Note 5 Loans

Loans receivable for the primary government and its component units, as of June 30, 2001, consisted of the following

{amounts in thousands):

Primary Government

Special Trust and Higher Compenent
General Revenue Enterprise Apency Education Units

Mortgage b - § - 5 - 5 - § - $ 3,034,055
Industrial - - - - - 139,950
Housing - 135,303 82,6593 - - -
Clean Water - 49,866 - 372,630 - -
Education - - - - 30,718 92,143
Other 1,636 128,515 - 18,839 - -
Less Allowance for Losses - . 2,687 - - 57,652
Loans Receivable Net $ 1,636 5§ 313684 § 80,006 5 391469 & 30,719 § 3,208,496

The mortgage loan program consists of home, multi-
family, and construction loan mortgages made by the
Connecticut Housing Finance Authority. Most home
loans are insured by the Federal Housing Administrarion
or guaranteed by the Veterans Administration. In
addition, some home and muiti-family loans are insured
or guaranteed by private insurers. Permanent loans earn
interest at rates ranging from 0 percent to 13.5 percent
and have initial terms of 10 to 40 years. Construction
loans eamn interest at rates ranging from 0 percent to 9.0
percent. Upon compiection of each development, the
related permanent mortgage loan, which will generally
be provided by the Authority, will be payable over 30 to
40 years at annual interest rates ranging from 0 percent
to 9.0 percent.

The Clean Water fund loans funds te qualified
municipalities for planning, design, and construction of
water quality projects. These loans are payable over a 20
year period at an annual interest rate of 2 percent and are
secured by the full faith and credit or revenue pledges of
the municipalities, or both.

The industrial loan program consists of loans made by
the Connscticut Development Authority to finance the
purchase of land, buildings, and equipment by qualified
applicants and to finance other economic development
programs of the Authority. These loans are collateralized
by assets acquired from the proceeds of the related {oans

Note 7 Restricted Assets

and have originating terms of 1 to 235 years and eam
interest at rates ranging from 3 percent to 12 percent. As
of June 30, 2001, loans in the amount of $28.3 million
{(including loans of $6.9 million made by other lending
institutions) were insured by an insurance fund created
by the Authority and by the faith and credit pledged by
the State. This insurance fund had net assets of $8.2
million at year-end. Thus, the State is contingently liable
in the event of any defaulted loans that could not be paid
out of the assets of the insurance fund.

Note 6 Taxes Receivable
Taxes receivable consisted of the following as of June
30,2001 (amounts in thousands):

Funds
Special
General Revenue
Sales and Use $ 603,044 § -
[ncome Taxes 161,899 -
Corporations 12,336 -
Gasoline and Special Fuel - 37.885
Various Other 109,351 -
Less:
Allowance for Uncollectibles {15,519 {26)
Taxes Receivable $ 891,171 § 37839

Restricted asséts are defined as resources that are restricted by legal or contractual requirements. As of June 30, 2001,
restricted assets for the primary government and its component units were comprised of the following {amounts in

thousands);
Primary Govwernmeril Cainpo Units
Trust and Cannecticut Connecticut Connecticu
Enterprise Agency Houging Cunnecticer Higher Healdh &
Bradley John Clean Drinking  Connecticut Finznce Resources Bducation Educational
Dbt Int'l Dempsey Waler Water Deveiopment Authority Resovery Supplemental Facilities Taotal
Service Airpert Hospital Oither Fund Fund Awuthority {1 2-31-043} Autharity Loan Authority Authority O Lhnits
Cash & Cash
Equivalents § 278650 3 I8 3 9304 5 1A5H S - 3 3 21477 % 3 0826 3 - 3 237§ 126,674
Investments 276,166 105 241 1,028 16,678 462,140 43,712 29,661 334,597 2,076 260,386 £33,722
Interest
Receivable 7,343 363 - - 1,746 iBY 620 .57
Other 2,540 - - - - - - - - 3,064 3,564
Total 3 5521311 % 375952 % oAz % 1896 3 462,140 % 43,712 % 51,140 5 335363 5 105,413 3 2076 § 257341 % 767333
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Note 8 Property, Plant, and Equipment

{1) A summary of changes in general fixed assets is as follows {(amounts in thousands):

Restated

Balanee Balance

7100 Additions Retirements 6/30/01
Land $ 371,484 % 15,940 § 1,683 % 389,741
Buildings 2,062,263 38,084 25,060 2,095 287
Improvements Other Than Buildings 243,236 35,892 583 278,545
Machinery & Equipment 1,253,910 112,223 261,517 1,104,216
Construction in Progress 278,933 157,464 243307 193,092
Total $ 4,209,828 % 383,603 5 532,550 % 4,060,881

(2) Property, plant, and equipment for the primary government and its component units consisted of the following as of June
30, 2001 {amouats in thousands) :

Primary Government

Internat Higher Component
Enterprise Service Education Units
Land $ S 2,840 % - 5 35,047 % 24,833
Buildings 189,065 - 1,638,016 188.314
Improvements other than Buildings 141,542 935 153,882 236
Machinery & Equipment 36,198 161,648 658,703 224,538
Construction in Progress 33,930 - 214,822 10,314
Subtotal 423,575 161,743 2,704,470 448,235
Less: Accumulated Depreciation 173,618 111,535 : 459,446 187,294
Total 5 249,957 & 50,208 % 2,245,024 § 260,941

The following estimated useful lives are used to compute depreciation; Buildings 10-60 vears; Land Improvements 2-50
years; Machinery and Equipment 2-21 years.

Note 9 State Retirement Systems

SERS TRS JRS
The State sponsors three major public employee retirement /30700 6/30/00 630/00
systems: the State Employees’ Retirement System (SERS) . .
. . . A Retirees and beneficiaries
—consisting of Tier 1 (contributory), Tier 1I o -
(roncontributory) and Tier IIA (contributory), the recelving benefits 32,10 20,724
Teachers’ Retirement System (TRS), and the Judicial Terminated plan members
Retirement System (JRS). entitled to but not yet
receiving benefits 1,137 - 1
The State Comptroller's Retirement Division under the Active plan members 54,616 46,553 309
direction of the Connecticut State Employees Retirement Total §7.854 61,277 409

Division administers SERS and JRS. The Teachers
Retirement Board administers TRS. None of the above

mentioned systems issue stand-alone financial reports.
State Employees’ Retirement System
Plan Descriptions, Funding Policy, and Annual Pension Plan Description .

Cost and Net Pension Qbligation SERS is a single-employer defined-benefit pension plan

Membership of each plan consisted of the following at the covering substantially all of the State full-ime
date of the latest actuarial evaluation: employees who are not eligible for another State
sponsored Tetirement plan. Plan benefits, cost-of-living
adjustments, contribution requirements of plan members
and the State, and other plan provisions are described in
Sections 3-152 1o 5-192 of the General Statutes. The
pian provides retirement, disability, and death benefits,
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and annual cost-of-living adjustments 0 plan members
and their beneficiaries.

Funding Poelicy

The contribution requirements of plan members and the
State are established and may be amended by the State
legislature. Tier I Plan B and Hazardous Duty members
are required to contribute 2 percent and 4 percent
respectively, of their salary up to the Social Security
Taxable Wage Base plus 5 percent above that level; Tier
I Plan C members are required to contribute 5 percent of
their annual salary; Tier IIA members are required to
contribute 2 percent and hazardous duty members are
required to contribute 3 percent. The State is required to
contrithute at an  acwuarially determined rate.
Administrative costs of the plan are funded by the State.

Teachers Retirement System

Plan Description

TRS is a single-employer defined-benefit pension plan
covering any teacher, principal, superintendent or
supervisor engaged in service of public schools in the
State. Plan benefits, cost-of-living allowances, required
contributions of plan members and the State, and other
plan provisions are describéd in Sections 10-183b to 10-
183pp of the General Statutes. The plan provides
retirement, disability, and death benefits, and annual
cost-of-living adjustments to plan members and their
beneficiaries.

Funding Policy

The contribution requiremnents of plan members and the
State are established and may be amended by the State
legistature. Plan members are required to contribute 6
percent of their annual salary. The State is required to
contribute at an actuarially determined rate. For fiscal
year 2001, the annual required contribution (ARC) was
$252.5 million; however, the State contributed $214.7
million to the plan, reflecting a reduction of 337.8
million by the legislature to the State’s TRS
appropriation.  Administrative costs of the plan are
fanded by the State.

Judicial Retirement System

Plan Description

JRS is a single-employer defined-benefit pension plan
covering any appointed judge or compensation
commissioner in the State. Plan benefits, cost-of-living
allowances, required contributions of plan members and
the State, and other plan provisions are described in
Sections 31-49 to 51-31 of the General Statutes. The
plan provides retirement, disability, and death benefits,
and annual cost-of-living adjustments to plan members
and their beneficiaries.

Funding Policy _

The contribution requirements of plan members and the
State are established and may be amended by the State
legislature. Plan members are required to contribute 6
percent of their annual salary, The State is required to
contribute  at an actuarlally determined rate.
Administrative costs of the plan are funded by the State.

Annual Pension Cost, Net Pension Obligation, and
Related Information

The State’s annual pension cost and net pension
obligation to SERS, TRS, and JRS for the current year
were as follows (amounts in thousands):

SERS TRS JTRS

Annuni required contribution 5 375,523 3 152,548 § 9,837
Imerest on net pension

sbligation 164,640 E3,867 3
Adjustment o annueai required

contriburion {96,346} {49,358} {1}
Annual pengion cas 439,317 286,537 4,839
Contributions made 375,623 214,666 3,837
Increase {decreasa) in net

pension vbiigation 63,694 71,861 1
Net pension obiigatizn

beginning of yoar 1,389,384 BE3 067 37
Met pengian obligation

end of year 5 1953 580 S 1,087 822 3 )

Three-year trend information isx as follows (amounts in
thousands):

Anaual Percentage Net

Fiscal Pension of APC Pensinn
Year Cust {AFO) Contributed {Qbligation
SERS 1558 3 385,508 B1.O% 5 1,826,719
2000 408,927 B4.4% 1,340,356
2001 438,317 B3.5% 1,553,380
TRS 1559 3 231,960 T4 T I 921,333
20040 266,857 TE.0% 583,367
2001 286,527 T4.59% 1,047,818
JRS 1999 3 0,254 % £ 35
2000 2,326 EO0%% 37
2004 835 1% i

Defined Contribution Plan

The State also sponsors the Connecticut Aliernate
Retirement Program (CARP), a defined contribution
plan, CARP is administered by the State Comptroller’s
Retirement Otffice under the direction of the Connecticut
State Employees Retirement Division. Plan provisions,
including contribution requirements of plan members
and the State, are described in Section 3-156 of the
General Statutes.

Unclassified employees at any of the units of the
Connecticut State System of Higher Education are
eligible to participate in the plan. Plan members are
required to contribute 5 percent of their annual salaries.
The State is required to contribute 8 percent of covered
salary. During the year, plan members and the State
contributed  ${8.4 million and $29.5 million,
respectively.
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Note 10 Other Retirement Systems Administered by
. the State of Connecticut

The State acts solely as the administrator and custodian
of the assets or the Connecticut Municipal Employees’
Retirement System (CMERS) and the Comnecticut
Probate Judges and Employees Retirement System
(CPJERS). Although these retirement systems are
included as pension tust funds in the State’s financial
statements, the State makes no contribution and has no
financial liability other than a fiduciary responsibility.

Plan Descriptions and Contribution Information
Membership of each pian consisted of the following at
the date of the latest actuarial valuation:

CMERS CPJERS
6/30/00 12/31/00
Retirees and beneficiaries
receiving benefits 4,446 228
Terminated plan members entitled
o but not receiving benefits 154 26
Active plan members 7,980 367
Total 12,576 622
Number of participating employers {60 l
Connecticut Municipal Employees’ Retirement
System

Plan Description

CMERS is a cost-sharing multiple-employer defined
benefit pension plan that covers fire, police, and other
personnel  (except  teachersy of  participating
municipalities in the State. Plan benefits, cost-of-living
adjustments, contribution requirements of plan members
and participating municipalities, and other plan
provisions are described in Chapters 7-423 to 7-451 of
the General Statutes. The plan provides refirement,
disability, and death benefits, and annual cost-of-living
adjustments to plan members and their beneficiaries.

Contributions

Plan members are required to contribute 2.25 percent 1o
5.0 percent of their annual salary.  Participating
municipalities are required to contribute at an actuarial
determined rate. The participating mumicipalities fund
administrative costs of the plan.

Connecticut  Probate and Employees’
Retirement System

Plan Description

CPIERS is a single-employer defined benefit pension
plan that covers judges and employees of probate courts
in the State. Plan benefits, cost-of-living adjustments,
required contributions of plan members and the probate
court system, and other plan provisions are described in
Chapters 45a-34 to 45a-56 of the General Statutes. The
plan provides retirement, disability, and death benefits,
and annual cest-of-living adjustments to plan members
and their beneficiaries.

Judges

Contributions :
Plan members are required to contribute 1.¢ percent to

3.75 percent of their annual salary. The probate court

system is required to contribute at an actuarial

determined rate. Administrative costs of the plan are

funded by the probate court system,

Note 11 Postemployment Benefits

In addition to the pension benefits described in Note 9,
the State provides postretirement health care and life
insurance benefits, in accordance with State statutes,
Sections 3-257(d) and 5-259(a), to all employees who
tetire from the State.

As of June 30, 2000, 32,101 retirces of the State
Employees Retirement System meet those eligibility
requirements. When employees retire, the State may pay
up to 100 percent of their health care insurance premium
cost (including dependeat’s coverage) based on the plan
chosen by the employee. In addition, the State pays 100
percent of the premium cost for a portion of the
employees’ life insurance, continued after retirement.
The amount of life insurance, continued at no cost to the
retireg, is determined based on the number of years of
service that the retiree has with the State at time of
retirement as follows: (a) if the retiree had 25 years or
more of service, the amount of insurance will be one-half
of the amount of insurance for which the retireé was
insured immediately prior to retirement, but the reduced
amount cannct be less than $7,500; (b) if the retiree had
less than 235 years of service, the amount of insurance
will be the proportionate amount that such years of
service is to 25, rounded to the necarest $100. The State
finances the cost of postretirement health care and life
insurance benefits on a pay-as-you-go basis through an
appropriation in the Generazl Fund. During the year
ended June 30, 2001, $174 million was paid in
postretirement benefits.

Note 12 Capital and Operating Leases

a. State as Lessor

The State leases building space, land, and equipment to
private individuals. The minimum future lease revenues
for the next five years and thereafter are as follows
{amounts in thousands):

2002 5 30,534
2003 31,004
2004 28,454
2003 22,960
2006 18,008
Thereafter 4,830
Total b 135,7%0

Contingent revenues for the year ended June 30, 2001,
were $2.6 million.

b. State a5 Lessee
Obligatiens under capital leases and operating leases as
of June 30, 2001, were $96.9 miilicn for capital leases
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and $102.4 million for noncancelable operating leases in
excess of one year.
annual fumre minimum payments under these
obligations along with the present value of the related net
minimum capital lease payments discounted ar
approximately 6 percent as of June 30, 2001 (amounts in
thousands):

The following is a schedule of

Rental and lease payments for equipment charged to
expenditures during the year ended June 30, 2001,
totaled $46.3 million.

Operating Cuapital Leases General
Leases Long-term
2002 $ 23459 § 8,441
2003 21,198 8,170
2004 16,786 6,636
2003 12,764 5,435
2006 7371 5,359
Thereafter 20,860 62,897
Total futures minimum payments ¥ 102,438 96,938
Less: lmputed interest 32,692
Present value of net minimum lease payments 3 64,246

Note 13 Changes in General Long-Term Debt

The following is a summary of changes in long-term debt for the year ended June 30, 2001 (amounts in thousands);

Issuances Retirements Increase

Bulunce and Other and Oiher (Drecrease) Balance
General Long-Term Debt Account Group July 1,2000 Increases Decreases Accreted Value June 30,2001
General Obligation Bonds b 7,221,803 3% 1,596,305 % 1,099.513 % 15,550 % 7,730,235
Transportation Related Bonds 13,069,525 225,000 195,140 736 3,100,121
Expendable Trust Fund Obligations 610,063 144,100 303,615 - 248,350
Net Pension Obligation 2,875,800 735,683 600,126 - 3,011,447
Compensated Abscnces 294,091 26,952 12,4496 - 308,587
Worker's Compensation 283,600 105,270 62,453 - 326417
Capital Leascs 49,406 20,588 3,748 - 64,246
Claims and Judgemenis 15,079 7.139 9,108 - 13,110
Total General Long-Term Debt Account Group 5 14,419,549 § 2861077 % 2,490,199 % 12,286 § 14,802,713
The Combined Statement of Revenues, Expenditures and the State of Connecticut will pay the principal and
Changes in Fund Balances-All Governmental Fund interest.

Types reflects the net proceeds from the szle of bonds
and notes in the amount of $1,908.8 million. This
amourntt includes discounts on the sale of certain bonds
and premium and accrued interest received at the time of
sale in the amount of $41.1 million.

Included in retirements of general obligation and
transportation related bonds are $505.1 miilion of bonds
which were defeased by refunding bonds of $494.5
million. :

Additionally, $1,596.3 million of issuances and other
increases for general obligation bonds include $100
million of bonds issued by the University of Connecticut
and $7.8 million of bonds issued by CHEFA for which

As of June 30, 2001 a liability of $10.6 million for
rebatable arbitrage is included in the liability for claims
and judgements.

Note 14 Debt

General Obligation Bonds

General Obligation bonds are those bonds that are paid
out of the revenues of the General fund and that are
supported by the full faith and credit of the State.
General obligation bonds outstanding and bonds
authorized but unissued at Jume 30, 2001, were as
foliows (amounts in thousands):
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Finai Original Authorized
Maturity Interest Amount But
Purpose of Bonds Dates Rates Outstanding Unissued
Capital Improvements 2001-2021 2.93-7.523% % 2,244,126 % 351,465
School Construction 2001-2020 3-9.73% 1,089,332 70,671
Municipal & Cther
Grants & Loans 2001-2021 3.25-8.5% 1,699,501 624,110
Elderlj/ Housing 2003-2011 7-7.3% 19,905 -
Elimination of Water
Pollution 2002-2022 4.5-7.323% 280,790 98,335
General Obligation
Refunding 2001-2016 2.4-7% 1,784,798 -
Miscellaneous 2001-2031 3.3-9.5% 99,123 4,837
7.217,375 3 1,145,418
Accretion-Various Capital Appreciation Bonds 512,660
Total $ 7,730,233

Future amounts (in thousands) needed to pay principal
and interest on general obligation bonds outstanding at
June 30, 2001, were as follows:

Year Ending
June 30, Principal Interest Total
2002 b 621,038 % 394,746 % 1,015,784
2003 543,532 370,349 913,881
2004 554,857 357,281 912,138
2005 562,507 344,943 907,470
2006 502,897 322,087 #24,984
Thereafter 4,432,744 1,386,363 6,319,107
Total $ 7217575 5 3,675789 S 10,893,364

Transportation Related Bonds

Transportation related bonds include special tax
obligation bonds and general obligation bonds that are
paid out of revenues pledged or eamed in the
Transportation Fund. The revenue pledged or earned in
the Transportation Fund to pay special tax obligation
bonds is transferred to the debt service fund for
retirement of principal and interest.

Transportation related bonds outstanding and bonds
authorized but unissued at June 30, 2001, were as
follows (amodnts in thousands):

Finaj Original Authorized
Muturity Inierest Ammuvunt But
Purpase of Bowds Trabees Rales O di Unissued
Specific Highways 20422007 4.25-550% % 14408 F 3,902
Infrastructure
Improvements 200 -2030 2.6§-10.0% 3,061,333 4557463
General Obligation
Refunding 2004 3.15-2.75% 17,249
Other 2005-2013 4.6-T7.525% L% 165
3093503 % 459 330
Accretion-Yarious Capital Appreciation Bonds 6318
Tatal § 300171

Future -amounts (in thousands) required to pay principal
and interest on transportation related bonds outstanding
at June 30, 2001, were as follows:

Year Eading

June 3), "Principal Interest Tatal
2002 ] 202,860 S 139613 § 362,473
2003 216,010 130,982 366,992
2004 215810 143,226 356,036
2005 213,799 129285 343,084
20060 237,240 117,345 334,335

Thereatter 2,008,084 581,397 2,589,431
Total $ 3,003,803 $ 1278848 § 4372651

Demand Bonds

Included in generat obligation bonds, there are variable
rate demand bonds in the amount of $100 million. The
bonds were issued in May 1997 to fund various State
programs (e.g. community conservation development,
economic develepment and manufacturing assistance,
regional economic development, etc.} and will mature in
the year 2014. Starting in the year 2003, the bonds will
be subject to mandatory annual redemption in the
principal amount of $10 million plus accrued interest
(these amounts are included in the debt service
schedule). Concerning the issuance of the bonds, the
State signed various agreements, including a
“Remarketing Agreement” with a broker/dealer firm and
a “Standby Bond Purchase Agreement” with a foreign
bank.

These bonds bear interest at a weekly rate or at a flexible
rate for a flexible rate period, which cannot be longer
than 270 days. [Initially, all bonds bear interest at the
weekly rate. After that, the bonds may be converted
from time to time to the flexible rate or weekly rate at the
option of the State. The State’s remarketing agent
determines the weekly or flexible rate and applicable
flexibie rate period.
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Bonds bearing mierest at the weekly rate are subject to
purchase at the option of the holder at a purchase price
equal to principal and accrued interest, if any, on a
minimum seven days’ notice and delivery to the State’s
agent. In addition, all bonds are subject to mandatory
purchase upon {1) conversion from the weekly rate to the
flexible rate or vice versa, (2) the end of each flexible
rate period, and (3) expiration or substitution of the
Standby Bond Purchase Agreement. The Stawe’s
remarketing agent is responsible for using its best efforts
to remarket bonds properly tendered for purchase.

The Standby Bond Purchase Agreement requires the
bank to purchase bonds tendered and not remarketed in
an amount not to exceed the principal on the bonds plus
{(for bonds bearing interest at the weekly rate) accrued
interest up to 35 days at an annual interest rate not to
exceed 15 percent; (1) for bonds held for up to 30 days
afier the purchase date, the Federal funds rate plus .50
percent; (2} for bonds held for more than 30 days but {ess
than 90 days after the purchase date, the Federal tunds
rate plus 1.00 percent; and (3) for bonds held for more
than 90 days after the purchase date, the higher of (a) the
base commercial lending rate announced from time to
time by the bank, or (b) the federal funds rate plus .50
percent.

The State is required under the Standby Bond Purchase
Agreement to pay to the bank a gquarterly fee of 065
percent per annum of the available commitment as of
each payment date. The available commitment is an
amount that the bank {s committed to purchase under the
agreement.  Such amount was initially set in the
agreement at $101.4 million and is adjusted from time to
time according to provisions in the agreement. If the
rating on the bonds were to fall below certain levels, or
be withdrawn or suspended, the bank fee could go as
high as . 135 percent per annum.

The Standby Bond Purchase Agreement expires in the
year 2002 and could be extended annually for another
year. If certain events of default described in the
agreement were to occur, the agreement could be
terminated prior to that date,

Expendable Trust Fund Obligations

In July, August, and September 1993, the State issued
$1,020.7 million of special assessment revenue bonds.
The issuance of these special obligation revenue bonds
was for the repayment of loans made by the United
States to Connecticnt, which were used for the payment
of unemployment compensation benefits and assisting
the State in meeting a portion of its unemployment
compensation benefit obligations. These bonds mature
on various dates through 2001 and bear interest rates
from 3.1 percent to 5.5 percent and shall be payable
solely from revenues and requisitioned funds specifically
pledged for their payment. As of June 30, 2001 these
bonds have been fully retired with $183.9 million having
been retired through a cash defeasance,

In November 1996, the State issued $100 million and in
October 2000, $124.1 million of second injury special

assessment revenue bonds. The bonds were issued to
reduce long-term liabilities of the fund by settling claims
on a one-time lump sum basis. The bonds bear fixed
interest rates ranging from 4.23 percent to 6.00 percent
and mature each year at various amounts through the
year 2013, starting on January | of 1998. Because the
bonds will be paid solely from future assessment revenue
of the fund, the State has no contingent obligation either
directly or indirectly for the payment of such bonds.

Future amounts (in thousands) needed to pay principal
and interest on second injury special assessment revenue
bonds were as follows:

Year Ending

June 30, Principal Interest Tetal
2002 g 5595 % 11978 % 17,573
2003 13,070 19,157 23227
2004 13,705 9,492 23,197
2008 14,345 8,845 23,190
2008 15,050 8,134 23,184
Thereafter 143,085 34973 178,058
Total  § 204850 § 83,579 § 288,429

Additionally, the bond indenture allows for the periodic
issuance of subordinated Bond Anticipation Notes
(BANs) in the form of commercial paper. As of June 30,
2001, the fund had $43.7 million in cutstanding BANs.
The State has entered into a Revolving Credit Agreement
that ensures that the BANs can be refinanced on a long-
term basis.

Interest Rate Swap Agreements
The State has entered into interest rate swap agreements
for the following outstanding debt:

Face Value  Interest  Maturity
Type (000's) Rate Date
Transportation - STO's 5 168,500  variable 2010
General Obligation 5 20,000 variable 2012

Based on these agreements, the State pays a fixed
interest rate to the counterparty to the swap, and the
counterparty pays the State a variable interest rate that is
determined by the Agreement. The State continues to
make payments to the bondholders, and only the nst
difference in interest payments is exchanged with the
counterparty. By entering into these agreements, the
State has in effect exchanged its variable rate liability for
a fixed rate obligation,

The agreements call for the following exchange of
interest rates:

Interest Rate Inieresi Rale
Face Value Assumed by Assumed by

ounterparty (0B0°s) State Counler party

AIG Corp. 3 Lo, 1) 5.75% 65% of 1-month
LIBOHRY rute

Sumitemo Bank 3 67,4040 571%% 55% of 1-mosth
LIBOR* rate

Morgan Stanlgy 3 0,010 4.33% CPifadj semi-annual)

*The primary fixed mcome index reference rates used in the Euro-
matrkels.
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Regarding these agreements, the State is exposed to the
market risk relating to the relationship between the
variable interest rate on the bonds (which is reset
weekly) and the rate that it receives under the swap
agreements. As of une 30, 2001, the AIG, Sumitomo,
and Morgan Stanley interest rate swaps had unfavorable
positions of $8.9 million, $5.8 million, and $0.3 million
respectively.

The counterparties guarantee both agreements, and the
agreement with AIG Corp. has a collateral agreement,
which goes into etfect if the credit rating. of AIG falls
below a defined level.

Revenue Bonds

Revenue bonds are those bonds that are paid out of
resources pledged in the enterprise funds, nonexpendable
trust funds, higher education funds, and component units.

Revenue bonds outstanding at June 30, 2001, were as
follows:

Final COriginal
Maturity Interest Ameunt
Purpoese of Bonds Dates Rates Outstanding

Primary Government:
Enterprise;

Bradley Afrport W21 325765 % 284,305

Beaal Housing . 20082002 5.25.0% §1,820

John Dempsey Hospital 2002-2009 7.125% 1,109

Other 2006-2024 £.125-8% 53,800
MNonexpendable;

Clean Water Fuad 2009-2022 345-11.0M% 595,350

Drinking Water Fund 2022 4.5.3% 5,618
Higher Education:

Plant and Affiliated Org. 20072029 3.55-8.25% 4 R1Y
Premiums;
Claan & Drinking Water bonds 7408
Bradley Airport and (ther 02
Tatal 5 1,249,218
Component (fnits;
CT Development Authority 20H3-2019 46-8.73% % 96,230

CT Housing Finance Authorty

{as of 12-31-00) 2001-2042 3.6-35% 3,156,575
CT Resaurces Recovery

Authority 20012016 -34-77% 259,782
CF Higher Education '

Supplemental Loan

Authodry 2001-2021 4-7.5% 121,770
CT Health & Educational

Facilities Authority 2001-2004  4.32-14 94% 5,395 .
[iscount on CHFA

Bonds sald (28,531}

Total §=_3=Eﬂ.’£l

Revenue bonds issued by the component units do not
constitute a liability or debt of the State, and the State is
only coatingently liable for these bonds as discussed in
this section,

The following is a description of revenue bouds with
restrictive covenants:

Primary Government

Bradley Airport has issued various revenue bonds to
finance costs of improvements to the airport. As of June
30, 2001, the following bonds were outstanding:

a} Airport revenue refunding bonds in the amount of
$71.2 millien. These bonds were issued in October,
1992, to redeem the 1982 revenue bonds, and are
secured by and pavable solely from the gross
operating revenues generated by the State from the
operations of the airport and cther teceipts, funds or
monies pledged in the bond indenture.

b} On March 1, 2001 the airport issued Bradley
International Airport Revenue Bonds in the amount
of $194 million gnd Bradley International Alrport
Refunding Bonds in the amount of $19.2 million.
Both bond series are secured by and payable solely
from the gross operating revenues generated by the
state from the operation of the airpert and other
receipts, funds or monies pledged in the bond
indenture.

Bradley Parking (Garage Bonds were issued, in 2000, in
the amount of $53.8 million. These bonds were issued to
build a parking garage at the airport.

In 1994, the State of Connecticut began issuing Clean
Water Fund revenue bonds. The proceeds of these bonds
are to be used to provide funds to make loans to
Connecticut municipalities for use in connection with the
financing or refinancing of wastewater treatment
projects.

Component Units

Connecticut Development Authority’s revenue bonds are
issued to finance such projects as the acquisition of land
or the construction of buildings, and the purchase and
installation of machinery, equipment, and pollution
control tacilities. The Authority finances these projects
through its Self-Sustaining Bond Program and Umbrella
Program. Under the Umbrella Program, bonds
outstanding at June 30, 2001 were $44.7 million. Assets
totaling $46.2 million are pledged under the terms of the
bond resolution for the payment of principal and interest
on these bonds until such time as it is determined that
there are surplus funds as defined in the bond resolution.
Bonds issued under the Self-Sustaining Bond Program
are discussed in the no-commitment debt section of this
note. In addition, the Authority had $§51.5 million in
general obligation bonds outstanding at year-end. These
bonds were issued to fimance the lease of an
entertainment/sports facility and the purchase of a
hockey team.
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Connecticut Housing Finance Authority’s revenue bonds
are issued to finance the purchase, development and
construction of housing for low and moderate-income
families and persons throughout the State. The Authority
has issued bonds under a bond resolution dated 9/27/72
and an indenture dated 9/25/95. As of December 31,
2000, bonds outstanding under the bond resolution and
the indenmre were $3,116.4 million and 3$20.2 million,
respectively.  According to the bond resoiution, the
following assets of the Authority are pledged for the
payment of the bond principal and interest (1) the
proceeds from the sale of bonds, (2) all mortgage
repayments with respect to long-term mortgage and
construction loans financed from the Authority’s general
fund, and (3} all monies and securities of the Authority’s
general and capital reserve funds. The capital reserve
fund is required to be maintained at an amount at least
gqual to the amount of principal, sinking fund
installments, and interest maturing and becoming due in
the next succeeding calendar year ($276.3 million at
12/31/00} on all outstanding bonds. [n addition, all
assets of the Authority’s general and capital reserve
funds (53,839 million) are restricted until such time as
they are determined to be “surplus funds.” As of
December 31, 2000, the Authority has entered into
interest rate swap agreements for $284 million of its
variable rate bonds. These agreements are similar in
nature to agreements discussed in the interest rate swap
agreements section of this note.

Connecticut Resources Recovery Authority’s revenue
bonds are issued to finance the design, development and
construction of resources recovery and recycling
facilities and landfills throughout the State. These bonds
are paid solely from the revenues generated from the
operations of the projects and other receipts, accounts
and monies pledged in the bond indentures.

Connecticut Higher Education Supplemental Loan
Authority’s revenue bonds are issued to provide loans to

students, their parents, and institutions of higher
education to assist in the financing of the cost of higher
education.  These loans are issued through the
Authority’s Bond fund.  According to the bond
resolutions, the Authority intermally accounts for each
bond issue in separate funds, and additionally, the Bond
fund includes individual funds and accounts as defined
by each bond resolution.

Connecticut  Health - and  Educational Facilities
Authority’s revenue bonds are issued to assist certain
health care institutions, institutions of higher education,
and qualified for-profit and not-for-profir institutions in
the financing and refinancing of projects to be
undertaken in relation to programs for these institutions.
Prior to July 1, 1979, the Authority issued general
obligation bonds for which the Authority is ultimately
responsible for the payment of principal and interest
when due. After July 1, 1979, the Authority has issued
only special obligation bonds, which are discussed in the
no-comumitment debt section of this note. At year-end ,
the Authority had $3.4 million in outstanding general
obligation bonds,

Each Authority has established special capital reserve
funds which secure all the outstanding bonds of the
Authority at year-end (except as discussed below),
These funds are usually maintained at an amount equal to
next year’'s bond debt service requirements. The State
may be contingently liable to restore any deficiencies
that may exist in the funds in any one year in the event
that the Authority is unable to do so. For the
Connecticut Resources Recovery Authority, the amount
of bonds outstanding at year-end that were secured by
the special capital reserve funds was $220.3 million. For
the Connecticut Health and Educational Facilities
Authority, the general obligation bonds outstanding at
year-end were not secured by the special capital reserve
funds.

Future amounts ( in thousands) required to pay principal and interest on revenue bonds outstanding at June 30, 2001 were

as follows:
Primary Government
Ending Enterprise Funds Nonexpendable Trost Higher Education Component Units

June 30, Principal Interest  Prineipal Interest  Principal Interest Principal Interest
2002 b3 4939 § 24,551 § 31,040 § 30265 § 12975 § 15651 § 133238 §  20%,834
2003 86.818 21,201 27,050 26,487 14,157 14,946 135,884 201,431
2004 6,340 18,692 36,475 27,963 15,435 14,213 140,589 193,575
2003 10,833 18,162 42,023 26,027 13,973 13,407 137,581 186,042
2006 11,449 17,474 32,125 24,124 14,673 12,712 152,489 177,779
Thereafter 300,723 196,226 456,250 162,940 223,382 123,201 2,919,971 1,860,004
§ 421,124 % 296316 $ 624965 F 300,806 F 294,819 $ 194,220 § 3,619,752 § 2,828,179

No-commitment debt

Under the Self-Sustaining Bond program, The
Connecticut Development Authority issues revenue
bonds to finance such projects as described previously in
the component unit section of this note. These bonds
were paid solely from payments received from

participating companies (or from proceeds of the sale of
the specific projects in the event of a default) and do not
constitute a debt or liability of the Authority or the State,
Thus, the balances are not included in the Authority’s
financial statements. Total bonds outstanding for the
year ended June 30, 2001were $1,155.3 million.
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The Connecticut Resources Recovery Authority has
issued several bonds to fund the construction of waste
processing  facilities by independent contractors/
operators. These bonds are payable from a pledge of
revenucs derived primarily under lease or loan
arrangements between the Authority and the operators.
Letters of credit secure some of these bonds. The
Authority does not become involved in the construction
activities or the repayment of the debt {(other than the
portion allecable to Authority purposes). In the event of
a default, neither the authority nor the State guarantees
payment of the debt, except for the State contingent
liability discussed below. Thus, the assets and liabilities
that relate to these bond issues are not included in the
Authority's  financial statements. Total bonds
outstanding at fune 30, 2001 were $262.7 million. Of
this amount, $71.8 million was secured by a special
capital reserve fund.

The Connecticut Health and Educational Facilities
Authority has issued special obligation bonds for which
the principal and interest are payable solely from the
revenues of the institutions. Starting in 1999, the
Authority elected to remove these bonds and related
restricted assets from its financial statements, except for
restricted assets for which the Authority has a fiduciary
responsibility. Total special obligation bonds
outstanding at June 30, 2001, were $3,895.0 million, of
which $241.5 million was secured by special capital
reserve funds.

The State may be continently liable for those bonds that
are secured by special capital reserve funds as discussed
- previously in the component units section of this note.

Debt Refundings

During the year, the State issued $304.6 million of
general obligation refunding bonds with an average
interest rate of 5.34% to advance refund $514.6 million
of general obligation bonds with an average interest rate
of 5.40%.

The proceeds of the refunding bonds were used to
purchase U.8. Government securities, which were
deposited in an irrevocable trust with an escrow agent to
provide for all future payments on the refunded bonds.
Thus, the refunded bonds are considered defeased and
the liability for those bonds have been removed from the
general long-term debt account group.

The State advance refunded these bonds to reduce its
total debt service payments over the next fifteen years by
$22.9 million and to obtain an econemic gain (difference
between the present valugs of the debt service payments
of the old and new bonds} of $18.0 million. As of June
30, 2001, 319421 million of outstanding general
obligation, special tax obligation, and revenue bonds
(including prior vyear’s refundings) are considered
defeased.

Note 15 Risk Management

The risk financing and insurance program of the State is
managed by the State Insurance and Risk Management
Board. The Board is responsible mainly for determining
the method by which the State shall insure itseif against
losses by the purchase of insurance to obtain the broadest
coverage at the most reasonable cost, determining
whether deductible provisions should be included in the
insurance  contract, and whenever appropriate
determining whether the State shall act as self-insurer.
The schedule below lists the risks of loss to which the
State is exposed and the ways in which the State finances
those risks.
Risk Financed by

Purchase of

Commercial Self-
Risk of Loss Insurance  Insurance

Liability (Torts):

-General (State buildings,

parks, or grounds) X

-Other X
Theft of, darnage to, or

destruction of assets. .. X
Business interruptions. .. X
Emers or omissions:

-Professional liability X

-Medical malpractice

(Jehn Dempsey Hospital)... X

[njuries to employees... X
Natural disasters... X

For the general liability risk, the State is self-insured because it has
sovereign immunity. This means that the State cannot be sued for
liability withuout its permission.  For other liability risks, the State
purchases commercial insurance only if the State can be held liable
under a particular statute {e.g. per statue the State can be held lable for
injuries suffered by a person on a defective State highway), or if it is
required by a contract.

For the risk of theft, of damage to, or destruction of assets {particularly
in the automobile fleet), the State insures only leased cars and vehicles
vatued at moreg than 5140 thousand.

" When purchasing commercial insurance the State may retain some of

the risk by assuming a deduciible or seif-insured retention amount in
the insurance policy. This amount varies greatly because the Staw
carries a large number of insurance policles covering various risks.
The highest deductible or self-insured retention amount assumed by the
State is $25 million, which is carried in a railroad liability policy.

For the last three fiscal vears, the amount of setilements did not
materially exceed insurance coverage.

Most State employees and retirees participate in three
health plans. For one of these plans, the State was self-
insured in prior years. In fiscal year 2000 the State
elected to purchase insurance coverage for this health
plan, and liquidated the outstanding health plan liability.

The State records its risk management activities in the
General fund, except for activities related to the medical
malpractice risk which are recorded in the John Dempsey
Hospital fund. At vear-end, a liability for unpaid claims
is recorded in each fund when it is probable that a loss
has occurred and the amount of the loss can be
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reasonably estimated. The liability is determined bused
on the ultimare cost of settling the claims, including an
amount for claims that have been incurred but not
reported and claim adjustment expenses. The liabilities
for medical malpractice and for workers' compensation
are actuarially determined. The liability for medical
malpractice is reported at its present value, using a
discount rate of 5 percent. The portion of the General
fund liability considered to be long-term is recorded in
the Genera! Long-Term Debt account group. Changes in
the claims liability accounts during the last two fiscal
years were as follows {amounts in thousands):

Medicai Workers' Health
Malpractice Compensation Plan
Balance 6-30-59  § 5753 % 280,074 § 63,873
Incutred claims 2,833 56,39.4 1,345
Paid claims {283) (53,368} (65,218)
Baiance 6-30-00 8,325 283,600 -
Incurred claims 2026 105,270 -
Paid claims (800} (62,433) -
Balance 6-30-01 3 9,351 % 326,417 % -

Note 16 Interfund Receivables and Payables

Interfund receivable and payable balances at June 30,
2001, were as follows (amounts in thousands):

Interfund Interfund
Fund Reccivables Payables
General b3 27.861 § 69,586
Special Revenue:

" Transportation 23,801 1,110
Workers' Compensation 189 161
Banking - 150
Consumer Counsel

& Public Utility Control - 205
Insurance 73 197
Criminal Injuries 131 -
Mashatucket Pequot & Mohegan - -
Regional Market - 7
Soldiers, Sailors, & Marines - 541
Emplovinent Security 1,213 253
Grant and Loan Programs . 19,238
Envirenmental Programs 36 248
Housing Programs - 14
Other 10 1,967

25475 24,801
Debt Service - 3,409
Capital Projects:
State Facilittes 13,678 47,043
[nfrastructure - 942
Transportation - -
13,678 47,985

Enterprise:
Bradley International Airport
Lottery Corporation

John Dempsey
Other

Internal Service:
Correction Industries

Informatien & Technology
Administrative Services

Expendable Trust:
Emplovment Security
Special Assessment

Retired Teachers
Other

Nonexpendahle Trust:

Soldiers, Sailors, & Marines
Other

Pension Trust:

State Employees
State Teachers

Agency:
Payroll & Fringe Benefit
Receipts & Pending Distribution

Higher Education & University Hospital:

Current Unrestricted
Current Restricted
Loan

Plant Funds

Endowment
Agency Funds

Component Units:
LT Development Authority

CT Health & Educational Facilities

CT Innovattons, Incorporated

Totals

. 2475
. 11,245
1,061 1,961
8
1,061 14,789
634 4,953
2,738 294
406 93
3,775 5,340
34,092 5,187
33,570
1,576
431 -
36,009 38,757
527 -
1 216
530 216
4,811 1,499
. 9,662
4,811 11,161
4,990 -
- 7,502
4,590 7,502
48,127 7,209
o 1,530
. 392
85,177 10
123 176
133,438 9317
19307 .
. 36,215
53 -
19,360 36,215
271,078 § 271073
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Note 17 Retatement of Fund Balances/Retained Earni

ngs

As of June 30, 2001, the beginning fund balances/retained carnings for the following funds were restated as follows

(amounts in thousands):

Correction
Balance of Balance
6/30/00 Reported 6/30/00
Previonsly Fund GASB Assets/ as
Fund Reported Reclass Nao, 33 Liabilities Restated
General b 334915 8§ - $ 228,712 % (2,619) 3 ' 781,008
Special Revenue:
Enviroment. Prog. 133,261 (1,536} - - 133,725
Capital Projects:
State Facilities {154,133} - - (39,117) (193,250)
Enterprise: i
Rental Housing 71,058 - - (6,334) 64,724
John Demp. Hosp.
{ 9-30-00) 76,118 - - (22,432) 53,080
Internal Service: -
Information/Tech. 16,567 - - (61} 16,906
Administrative Sve 20,322 - - 471 20,793
Expendable: _
Employment Security 842,089 . 77,514 - 919,603
Other 42,329 - - {1,819) 40,510
Nonexpendable:
Drinking Water - 1,536 - 49 - 1,585
Other 36,569 - - (4,884) 31,685
Higher Educaticn :
Plant 2,117,793 - - {99.447) 2,018,346
The restatements were made because of the following reasons:
1. The implementation of GASB Statement No. 33, 4. The recognition of unexpended bond allotmenis as an

“decounting and Financial Reporting for Nonexchange
Transactions”. This statement requires that (a) taxes and
other assessments should be recognized as revenoes in the
peried when the underlying exchange transactions hag
occurred and the resources are available and (b) grants and
other financial aid should be recognized as revenue when
all eligibility requirements imposed by the provider have
been met and the resources are available.

A change in the reporting period used by John Dempsey
Hospital from September 30 to June 30 , which was
implemented this year. Because the combined financial
statements for last year included John Dempsey Hospital's
financizal statements as of Sepiember 30, 1999, the above
restatement includes an operating loss of $13,841 for the
period September 30, 1999 through September 30, 2000.

The recording of accumulated depreciation ot $138,186 in

the Plant funds of the Health Center (a higher education
unit). In prior vears, the Health Center did not record
depreciation in its Plant funds.

interfund receivable {338,735} and payable in the Plant
funds and in the State Facilities fund, respectively. In
prior years, unexpended bond allotments were not
recognized in the combingd financial statements.

Note 18 Reserved Retained Earnings, Contributed
Capital, and Reserved Fuud Balances

Reserved Retained Earnings

Bradley International Airport, an enterprise fund, has
$28.6 million restricted for debt service requirements and
other programs of the airport. The Connecticut Lottery
Corporation, an enterprise fund, has $1.5 million
restricted for programs of the Corporation. The
Connecticut Housing Finance Authority, a component
unit, has $571.9 million restricted for debt service
requirements and other programs of the Authority. The
Connecticut  Resources  Recovery  Authority, a
component unit, has $21.5 millicn reswricted for specific

purposes.
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Contributed Captial

The following is a summary of changes in the contributed capital accounts for the year ended June 30, 2001 (amounts in
thousands):

Primary
Government Component Units
Connecticut
Resources Connecticut

Bradley Recovery Innovations,

Airport Authority Incorporated
Balance July 1, 2000 5 103,874 3 - L713 $ 85,569
Contributions-State - - 12,337
Contributions-Other 4,098 - 13,970
[tems added back to retained earnings : ‘- (123) -
Balance June 30, 2001 b 107,972 3 1,590 % 111,876
Reserved Fund Balances
These balances are comprised as follows (amounts in thousands):

Fund Type
Special Trust and Higher
Reserved For General Revenue Agency Education

Petty Cash 5 1,043 % - 5 - $ -
Budget Reserve 594,698 - ' - -
Advances to Other Funds 4,950 - - -
Inventories 36,232 13,142 - -
Continuing Appropriations - 687,027 55,243 - -
Debt Service 20,696 - - 77,883
Restricted Purposes 249273 - - 275313
Loans 1,636 313,684 - 26,996
Employees' Pension Benefits . - 20,501,822 -
Trust Activities - ~ 480,753 -
Pool Participants - - 1,414,080 -

§ 1,595,535 § 382,069 § 22396655 § 380,192

Reserved for continuing appropriations represents Reserved for restricted purposes in the General and
amounts of unexpended appropriations legally carried Higher Education funds represents amounts restricted for
forward and available for encumbrances and specific purposes by federal grants, restricted revenues,
expenditures in the succeeding year. and private gifts and endowments.

Note 19 Segment Information — Enterprise Funds

The State maintains five enterprise funds, which provide financing for State housing programs, airport services, hospital
operations, lottery programs, and other services. Segment information for the year ended June 33, 2001, is as follows
(amounts in thousands):
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John CcT

Rental Bradley Dempsey  Lottery
Housing  Airport  Hospital Corpoeration Other

Operating Revenue $§ 642 3 41,196 § 99999 S 839,712 § 17,869
Depreciation and Amortization Expense 1 9,015 4,158 984 970
Operating Income {Loss) (4,099) 6,593 (2,578) 250,029 183
Operating Transfers In 14,074 - - - -
Operating Transfers Out - - - 252,003 -
Net Non-Operating Revenues (Expenses) 5,917 3,877 - 1,636 (1,811y
Net Income (Loss) 15,892 10,470 (2,578) {318) {1,628)
Capital Contributions - 4,098 - - -
Property, Plant & Equipment Additions (Deletions) - 32,793 3,123 277 20,407
Net Working Capital 162,436 5,223 14,377 444,726 (1,057)
Total Assets 164,550 473,972 92,154 576,649 35,339
Bond and Other Long-Term Liabilities 81,820 285,115 17,384 451,339 54,014
Total Equity 80,616 174,180 51,108 1,943 (613)

Note 20 Condensed Financial Statements — Component Units (amounts in thousands)

Balance Sheets

Connecticut Connecticut
Housing Connecticut Health &
Connecticut Finance Resources Educational
Development Authority Recovery Facilities
Authority {12-31-08) Authority Authority Other Total
Assets: .
Current Assets by 201,214 5 3473318 % 99,835 3§ 19012 § 320597 § 4,114,356
Property, Plant, and Equipment 20,262 2,629 237,665 152 233 260,941
Restricted Assets 31,140 336,363 103,413 267341 8,076 767,333
Orher Assets 5,031 26,873 12,663 - 2,046 46,637
Total Assets h) 277,667 3 3,839,185 % 453,578 % 286,505 3 332332 5 5,189.267
Liabilities and Equity:
Liabilities: .
Current Liahilifies h) 10,675 3§ 27913 § 27,583 3 39285 3 14,055 % 119,511
Revenue Bonds 96,230 3,108,024 259,782 5,395 121,770 3,591,201
Other Liabilities - 127,551 24,160 223321 - 375,032
Total Liabilities 106,903 3,263,488 311,523 268,001 133,825 4,085,744
Equity:
Cunlri.buled Capital 162,840 - 1,590 - 111,876 276,306
Retained Eamings 7922 575,697 140,463 18,504 84,631 827,217
Total Equity 170,762 373,697 142,053 18,504 196,567 1,103,523
Totai Liabilities and Equity b 277667 % 3,839,185 % 453,578 § 285505 8§ 332332 § 5,189 267
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Statements of Revenues, Expenses, snd Changes in Equity

Connecticut Connecticut
Haousing Connecticut Health &
Connecticut Finanee Resourees Educational
Development Authority Recovery Facilities
Authority (12-31-0(h Authority Authurity Other Total
Operating Revenues 3 25,570 S 208,394 3 171,518 3§ 4014 % 10,321 3% 419,817
Operating Expenses: .
Depreciation and Amortization 277 3,613 16,710 56 243 20,901
Other 26,152 212,408 137,056 2,646 24,625 405,887
QOperating Income {Lass} (3,859) {7,629) 17,752 1,312 (14,547) (6,971
Nonoperating Revenues (Expenses) 5421 67,353 58,313 1,007 11,408 143,502
Operating Transfer in from Pri. Gowt. - - - - 7,246 7,246
Net Income (Loss) for the Year 1,562 59,724 76,065 2,319 4,107 ]43,???
Equity-Beginaing 169,200 515973 65,988 16,183 166,093 933,439
Capital Contributions - - - - 26,307 26,307
Equity-Ending b 170,762 % 573,697 % 142,053 % 18,504 % 1.96,507 b 1,103,523

Nuote 21 Related Organizations

Related organizations are legally separate organizations
that are not financially accountable to the State.
However, these organizations are still related to the State
as discussed next.

The State appoints a voting majority of the following
organizations” governing boards, the Community
Economic Development Fund and the Connecticut
Student Loan Foundation. The State’s accountability for
these organizations does not extend beyond making the
appointments.

Note 22 Commitments and Contingencies

A Commitments

At June 30, 2001, the State, including its component
units, had the foliowing cutstanding commitments:

1) Infrastructure (highways, roads, etc.) and other
construction contracts and miscellaneous contracts
with various vendors totaling approximately
$1,851.4 million of which $993.1 million is
expected to be reimbursed by federal grants or other
payments.

2) School construction and alteration grants with
various towns for $3,148.2 million and interest
costs of $326.9 million for a total of $3,475.1
million. Funding for these projects is expected to
comg from bond sales.

3) Loan commitments, mortgage and grant programs,
and loan guarantees total approximately $580.9

million. Funding for these programs is expected to
come from bond sales.

B. Contingent Liabilities

The State entered into a contractual agreement with
H.N.8. Mauanagement Company, Inc. and ATE
Management and Service Company, Inc. to manage and
operate the bus transportation system for the State. The
State shall pay all expenses of the system including all
past, present and future pension plan liabilities of the
personnel employed by the system and any other fees as
agreed upen. When the agreement is terminated the
State shall assume or make arrangements for the
assumption of all the existing obligations of the
management companies including but not limited to ali
past, present and future pension plan liabilities and
obligations.

C. Litigation

The State, its units and employees are parties to
numerous legal proceedings, many of which normally
occur in government operations. Most of these legal
proceedings are not, in the opinien of the Attorney
General, likely to have a material adverse impact on the
State’s financial position.

There are, however, several legal proceedings which, if
decided adversely against the State, may require the State
to make material fature expenditures for expanded
services or capital facilities or may impair future revenue
sources. [t is neither possible te determine the outcome
of these proceedings nor to estimate the possible effects
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adverse decisions may have on the future expenditures or
revenue sources of the State.

Note 23 Subsequent Events

In September, $708.3 million of special tax obligation
bonds for transportation infrastructure programs were
issued. These consisted of 5133 million of serial bonds,
840 million of term bonds, and $533.3 million of
refunding serial bonds maturing on various dates through

2021 and bearing interest rates of 2% to 5.375%.

In November, $832.4 million of general obligation bonds
were issued which included $432.8 millien of refunding
bonds which were issued for the purpose of advance
refunding $437.2 million. These bonds will mature at
various dates through 2021, and bear interest rates of 3%
to 5.125%.

In December, $175 million of general obligation bonds
were issued, maturing at various dates through 2011 and
bearing interest rates of 3% to 5%.
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Required Supplementary Information

Schedules of Funding Progress
(Expressed in Millions)

(a} (b} (b-a} {a/b} (¢} {(b-a)/c)
Actuarial Actuarial Unfunded UAAL as a
Valuation Value of Actuarial Accrued AAL Funded Covered FPercentage of
Date Assets Liability (AAL) (UAAL) Ratia Payroll Covered Pavroll
SERS
6/30/93 $4,209.2 $7,838.2 $3,629.0 33.7% $2,325.8 156.0%
6/30/96 $4,604.2 58,1386 33,5344 56.6% 32,3855 148.2%
6/30/97 $5,131.0 58,8332 $3,702.2 58.1% 52,2252 166.4%
6/30/98 $5,609.9 $9,552.4 33,9225 59.1% £2,339.0 167.7%
6/30/99 * - - - - - -
6/30/00 57,1960 $11,512.1 $4,316.1 62.5% $2,651.9 162.8%

*No actuarial valuation was performed as of June 30, 1999

IRS :
6/30/95 * - - - - - -
6/30/96 $6,648.2 $9,626.8 $2,978.6 69.1%  $2,151.6 T 138.4%
6/30/97 * - - - - - -
6/30/98 $7,721.1 $10,970.1 $3,249.0 70.4%  $2,208.9 141.3%
6/30/99 * - - - - - -
6/30/00 $9,605.9 $11,797.6 $2,191.7 81.4%  $2,501.5 87.6%

*No actuarial valuations were performed as of June 30, 1995, 1997 and 1999

JRS .
9/30/95 870.5 fis54.7 5842 45.6% 5152 438.5%
9/30/96 $77.8 Bl61.5 $83.7 48.2% $19.5 429.2%
9/30/97 $87.5 $167.5 $79.7 52.4% $20.2 394.6%
6/30/98 $98.1 $168.1 §70.0 58.4% $21.2 330.2%
6/30/99 51107 317125 £51.8 64.2% 5219 282.2%
6/30/00 51234 51817 £58.3 67.9% 5241 241.9%

MERS
6/30/95 5711.0 8661.0 $50.0)y  107.6% $237.0 21.1Y%
6/30/96 5782.0 ba92.2 5(39.8) 113.0% 52428 (37.0)%
6/30/57 £872.0 $731.1 51409}  119.3% $246.0 (57.3)%
6/30/93 $980.4 58141 8(166.3) 1204% $258.2 (64.4)%
6/30/9% $1,100.7 $860.1 5(240.6) 128.0% $269.4 (8%.3)%
6/30/00 51,2516 51,1532 §(98.4) 108.35% $290.3 (33.9)%

PJIRS

For the Probate Judges Retirement System because the UAAL is zero, the actuarial cost method becomes the"agpregate
cost method and a schedule of funding progress is not required.
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Required Supplementary Information

Schedules of Employer Contributions
(Expressed in Millions)

SERS : - IRS JRE MERS LIRS
Annual Annual Anpual Annuaj Ananal
Fiseal Required Percentage Required Percentage Required Percentage Required Ferceutage Required Percentage
1996 33011 56.9% frad.7 85.0% $9.2 [00.0% 232 L00.0% - -
1557 5542.8 §4.3% 8174.0 85.0% 593 100.0% $213 140.0% 30.32 100.0%
1998 $367.6 39.0% 521110 §5.0% $9.3 1H0% 518.8 1{HD. 0% $0.35 100.0%
1949 53136 100.0% 52216 83.0% 593 100.0% 5181 110.4% 3032 100.0%
2004 ’ $342.8 100.0% 5240.5 35.0% 533 100.0% 5320 100.0% - -
201 53738 100.0% 52525 ’ 85.0% 59.3 100.0%, 5133 100.0% $- -

Note; During 1996,2000 and 2001 the enly contributions to the Probate Judges Retirement System were the required member
contributions.

The information presented i the required supplementary schedules was determined s part of the actwarial valuations at
the dates indicated. Additional information as of the Latest actuarial vaiuation follows.

Valuation dan 6/30/00 6/30/00 &/30/00 /50000 123100
Actuarial cost method Prajected Entry age Projected Entry age Entry Age
unit credit umnit gredit
Amortization method Level percent Level percent Level percent Level percent -
of pay, closed of pay, closed of pay, closed of pay, closed
Femaining amortization
period 32 Years 13-32 Years 30 Years 14-22 Years -
Asset valuation metied 3 year smoothed 4 year smogthed 5 year smoothed 5 year smoothed Azset
market market market market ‘smoething
Actuarial assumptions; )
[nvestment rate of rétum 8.5% . 8.5% B.5% 8.5% 8.5%
Projected salary increases 4.25-15% 3-8.1% 5.5% 4.3-11.23% 6%
Includes inflation at 3% % ’ 5.5% 3.75% 5%
Cost-of-living adjustments 2.75-3.75% 40 3-5.5% 25-5% 3%
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NANCY WYMAN MARK E. OJAKIAN

COMPTROLLER OFFICE OF THE STATE COMPTROLLER DEPUTY COMPTROLLER
55 ELM STREET
HARTFORD, CONNECTICUT 08106-1775

December 2, 2002

The Honcrable Denise i.. Nappier
State Treasurer

55 Elm Street

Hartford, CT 06106

Dear Ms. Nappier:

[ have reviewed the accompanying balance sheets of the General Fund of the State of Connecticut
for the fiscal years ending June 30, 1998-2002. This review also covered the accompanying
statements of unappropriated surplus, revenues, and expenditures for the years ended on those dates.
The statements are based on the annual report of the Office of the State Comptroller, which is
prepared in compliance with Section 3-115 of the General Statutes, as well as the reports of the
Aaditors of Public Accounts with respect to the balance sheets and related statements for the fiscal
years ending June 30, 1998--2001.

The statcments have been prepared on a modifted cash basis of accounting for appropriated funds
and on a cash basis of accounting for all other funds. These methods of accounting have been

applied consistently for all periods shown.

Sincerely,

Nancy\ Wyma
State Comptroller

[I-D-2
An Equal Opportunity Employer
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AUDITORS OF PUBLIC ACCOUNTS
STATE CAPITOH.
KEVIN P JOHNSTON 210 CAPITOL AVENUE
HARTFORD, CONNECTICUT 06106-1559

ROBERT G. JAEKLE

INDEPENDENT AUDITORS’ REPORT
CERTIFICATE OF AUDIT

We have audited the accompanying balance sheet of the General Fund of the State of Connecticut as of June
30, 1998, 1999, 2000 and 2001, and the related statements of revenues, expenditures, and changes in
unappropriated surplus for the years ended on those dates as shown in Appendices III-D-4, I1I-D-5, UI-D-6 and
1-D-7. These financial staternents are the responsibility of the State's management. Our responsibility is to
express an opinion on these financial statements based on our audit.

‘We conducted our audit in accordance with auditing standards generally accepted in the United States of
 America. Those standards require that we plan and perform the audit to obiain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial staterments. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial staternent presentation. We believe that our audit provides a reasonable basis for our opinion.

As discussed in Note (a) to Appendix HI-D-4, the State of Connecticut prepares its financial statements on a
prescribed basis of accounting that demonstrates compliance with the modified cash basis and budget laws of the
State of Connecticut, which is a comprehensive basis of accountmg other than accounting principles generally
accepted in the United States of America.

The financial statements referred to above present only the General Fund and are not intended to present
fairly the financial position and results of operations of the State of Connecticut in conformity with accounting
principles generally accepted in the United States of America.

In our opinion, based on our audit, the financial statements referred to above present fairly, i all material
respects, the financial position of the General Fund as of June 30, 1998, 1999, 2000 and 2001, and the results of
its operations for the years then ended, on the basis of accounting described in Note (a) to Appendix I1I-D-4.

As discussed in the litigation section of the accompanying Annual Information Statement, the State of
Connecticut is a defendant in certain legal proceedings. The ultimate outcome of the litigation cannot presently be
determined. Accordingly, ne provision for any liability that may result ipon adjudication has been made in the
accompanying financial statements. However, as indicated in that section, an adverse judgement in any one of
these cases could have a material fiscal impact on the State.

tho P QLo |~

Kevin P. Johnston Robert G, Jackle
Auditor of Public Accounts Auditor of Public Accounts
December 31, 2001

State Capitol
Hartford, Connecticut 11-D-3



Assets
Cash and Short-Term Investments
Accrued Taxes Receivable
Accrued Accounts Receivable
Federal and Other Grants Receivable
and Unexpended
Investments
Due from Other Funds
Total Assets

Liabilities, Reserves and Surplus
Liabilities
Deficiency in Cash and Short-Term
Investments
Accounts Payable
Deferred Restricted Accounts and Federal
and Other Grant Revenue
Due to Other Funds
Total Liabilities

(b)

Reserves
Petty Cash Funds
Statutory Surplus Reserves
Appropriations Continued to Following
Year
Total Reserves

Unappropriated Surplus (Deficit)
Total Liabilities, Reserves and Surplus

GENERAL FUND®

Balance Sheet

As of June 30
(In Thousands)
1998 1999 2000 2001 2002
(unaudited)
$ 106,204 $ 263,256 150,871 $ 178,428 $ -
641,845 664,504 667,036 751,329 731,462
22,828 24,378 26,285 30,897 31,726
568,067 704,982 656,289 745,655 839,676
44,250 54,867 47,705 50,460 40,813
5,070 4,753 4,692 4,499 594,698
$ 1388264 $ 1,716,740 1,552,878 $1,761,268 $2,238.375
$ - $ - - $ - $ 1,071,882
85,032
189,738 319,484 266,260 301,801 320,716
8.486 13,643 13,707 15,254 16,656
$ 198224 $ 333,127 279,967 $ 317,055 $1.494,286
$ 1,052  $ 1,088 1,092 $ 1,043 $ 1,031
312,911 71,759 300,435 30,660 -
876,077 1,310,766 971.384 1,412,510 965.446
$ 1,190,040 $ 1,383,613 1,272,911 $ 1,444,213 $ 966,477
0 0 0 0 (222,388)
$ 1,388,264 $ 1,716,740 1,552,878 $1,761,268 $2,238,375

(a) The State of Connecticut’s policy, which was formulated in accordance with State fiscal statutes, is to prepare the
accompanying financial statements on a prescribed basis of accounting that demonstrates compliance with the modified
cash basis and budget laws of the State of Connecticut. The modified cash basis of accounting, as used by the State,
records expenditures when they are paid and recognizes revenues when received, except for the accrual at June 30 of
State collections in July and August of certain taxes levied, Indian gaming payments, and the accounting for restricted
grants on an earned basis. Public Act No. 99-173 revised the accrual date for corporation business taxes to July 31st.
Those taxes for which July collections are accrued include sales and use tax, personal income tax, corporation business
tax, gross earnings taxes on utility and petroleum companies, hospital gross receipts tax, taxes on alcoholic beverages,
cigarettes, gasoline and special motor fuels. Beginning in 2001, there is no longer a hospital gross receipts tax.

Additionally, Indian gaming payments received through July 31 are accrued.

(b) For fiscal year 2002, Public Act No. 02-1 of the May special session authorized certain fiscal year 2003 expenditures to

be accrued to the prior fiscal year.
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GENERAL FUND

Statement of Revenues, Expenditures and Changes in Unappropriated Surplus
Fiscal Year Ended June 30

(In Thousands)
1998 1999 2000 2001 2002
(unaudited)
Unappropriated Surplus (Deficit), July 1 $ -0- $ -0- $ -0- $ -0- $ -0-
Resources from Reserve for Debt Avoidance 265,474 _
Total Revenues (per Appendix I1I-D-6) 10,922,192 11,360,260 12,151,287 12,885,980¢ 11,943,683"
Total Expenditures (per Appendix ITI-D-7) 10,429,797 10,994,680 12,138,545 12,783,210 13,285,284
Operating Balance 492,395 365,580 12,742 368,244 (1,341,601)
Reserved for Prior Year Appropriations
Less Appropriations Carried Forward (180,520) (294,077) 289,764 (333,999) 543,806
Transferred (Out) or Reserved for:
Budget Reserve Fund (161,694) (30,474) (34,960) (30,660) --
Reserve for Debt Retirement/Avoidance (151,217) (41,285) (265,474) - -
Other Adjustments 1,036 256 (2,072) (3,585) (19,291)
Subtotal -0- -0- -0- -0- (817,086)
Transferred from Budget Reserve Fund -0- -0- -0- -0- 594,698
Unappropriated Surplus (Deficit),
June 30 $ -0- $ -0- $ -0- $ -0- $(222,388)
(a) Total Revenues includes Restricted Accounts and Federal and Other Grants in the amount of $779,951.
(b) Total Expenditures includes Restricted Accounts and Federal and Other Grants in the amount of $779,951 and prior
year appropriations less appropriations carried forward to the next fiscal year in the amount of $(180,520).
(©) Total Revenues includes Restricted Accounts and Federal and Other Grants in the amount of $743,871.
(d) Total Expenditures includes Restricted Accounts and Federal and Other Grants in the amount of $743,871 and prior
year appropriations less appropriations carried forward to the next fiscal year in the amount of $(294,077).
(e) Total Revenues includes Restricted Accounts and Federal and Other Grants in the amount of $937,641.
) Total Expenditures includes Restricted Accounts and Federal and Other Grants in the amount of $937,641 and prior
year appropriations less appropriations carried forward to the next fiscal year in the amount of $289,764.
(2) Total Revenues includes Restricted Accounts and Federal and Other Grants in the amount of $900,510.
(h) Total Expenditures includes Restricted Accounts and Federal and Other Grants in the amount of $900,510 and prior
year appropriations less appropriations carried forward to the next fiscal year in the amount of $(333,999).
@) Total Revenues includes Restricted Accounts and Federal and Other Grants in the amount of $1,098,258.
() Total Expenditures includes Restricted Accounts and Federal and Other Grants in the amount of $1,098,258 and prior

year appropriations less appropriations carried forward to the next fiscal year in the amount of $543,806.
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GENERAL FUND

Statement of Revenues
Fiscal Year Ended June 30

(In Thousands)
1998 1999 2000 2001 2002
(unaudited)
Taxes:
Personal Income $ 3,596,224 $ 3,820,837 $ 4,238,228 $ 4,744,233 $4,265,912
Sales and Use 2,772,109 2,932,191 3,096,780 3,125,078 2,997,766
Corporations 663,672 619,539 587,756 550,509 380,985
Insurance Companies 192,756 196,195 201,225 191,107 217,371
Inheritance and Estate 279,236 237,573 228,072 252,802 153,092
Alcoholic Beverages 39,772 40,281 40,965 41,145 41,619
Cigarettes 127,174 123,345 122,045 119,476 160,904
Admissions, Dues, Cabaret 24,955 26,942 26,716 25,811 26,905
Oil Companies 61,858 22,170 54,285 64,497 24,309
Public Service Corporations 170,418 167,704 166,263 180,547 166,597
Real Estate Conveyance 93,596 106,813 114,565 112,282 120,717
Hospital Gross Receipts 140,930 128,079 69,180 - --
Miscellaneous 28,044 40,635 40,227 35,088 26,267
Refunds of Taxes (580,830) (645,000) (713,359) (735,482) (829,558)
R&D Credit Exchange -- -- -- - (21,933)
Other Revenue:
Licenses, Permits, Fees 123,156 122,062 127,544 124,331 137,518
Sales of Commodities and Services 29,491 30,110 32,941 31,312 30,479
Transfer — Special Revenue 267,323 280,529 259,785 258,181 277,589
Investment Income 54,716 60,856 53,371 67,868 23,828
Transfers — To Other Funds (180,000) (90,000) (180,000) (85,400) (147,685)®
Fines, Escheats and Rents 37,097 55,763 45,659 48,228 47,620
Miscellaneous 118,373 112,962 125,498 125,594 114,273
Refunds of Payments -- - -- - (373)
Federal Grants 1,824,595 1,938,271 2,078,914 2,237,045 2,142,269
Indian Gaming Payments 257,576 288,532 318,986 332,418 368,954
Statutory Transfers From Other Funds - -- 78.000 138,800 120,000
Total Unrestricted Revenue 10,142,241 10,616,389 11,213,646 11,985,470 10,845,425

Restricted Accounts and Federal and
Other Grants 779,951 743,871 937,641 900,510 1,098,258
Total Revenues® $10,922.192 $ 11,360,260  $12,151,287  $12,885980  $ 11,943,683

(a) Transfer to Pequot/Mohegan Fund.
(b) Transfer from Tobacco Settlement Fund.

(c) See Operating Balance on Appendix III-D-5 for surplus or deficit for each fiscal year.
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Legislative
General Government
Executive
Financial Administration
Legal
Total General Government
Regulation and Protection of Persons
and Property
Public Safety
Regulative
Total Regulation and Protection
Conservation and Development
Agriculture
Environment
Historical Sites, Commerce and Industry
Total Conservation and Development
Health and Hospitals
Public Health
Mental Retardation
Mental Health
Total Health and Hospitals
Transportation
Human Services
Education, Libraries and Museums
Department of Education
Education of the Blind and Deaf
University of Connecticut
Higher Education and the Arts
Libraries
Teachers Retirement
Community—Technical Colleges
State University
Total Education, Libraries and
Museums
Corrections
Judicial
Non-Functional
Debt Service
Miscellaneous
Total Non-Functional
Totals

Restricted Accounts and Federal and
Other Grants
Total Expenditures®

GENERAL FUND

Statement of Expenditures
Fiscal Year Ended June 30

(In Thousands)
1998 1999 2000 2001 2002
(unaudited)
$ 41,793 $ 50978 $ 54,541 $ 55,406 $ 58,095
8,022 8,731 9,929 10,018 9,569
347,559 532,374 495,118 438,800 451,738
48,699 53,742 61,263 62,612 65,980
404,280 594,847 566.310 511.430 527.287
57,327 107,942 129,216 130,051 141,830
32,880 61,764 77.785 73,427 80,660
90,207 169,706 207,001 203.478 222,490
8,058 8,885 10,026 10,500 11,015
35,798 39,138 45,621 47,668 42,716
18,299 22,737 22,508 25,486 24,733
62,155 70,760 78,155 83,654 78.464
63,170 70,334 79,445 82,225 85,058
540,359 579,290 627,435 654,698 701,343
214,248 255,905 298,353 355.438 411,934
817,777 905.529 1,005,233 1,092,361 1.198.335
- - - 34,857 37,653
3,371,318 3,231,095 3,430,561 3,537.462 3,589,653
1,557,271 1,683,536 1,825,305 2,169,762 1,995,545
13,133 14,618 16,052 16,757 15,978
232,876 234,464 260,972 271,378 265,854
30,860 39,385 55,326 61,888 66,425
12,126 13,729 14,326 14,800 17,439
184,714 201,105 215,396 226,663 217,762
95,604 105,064 115,432 115,587 129,262
113,853 119,578 134,709 130,556 139,276
2,240,437 2,411,479 2,637,518 3.007.391 2,847,541
762,917 845,239 957,555 999,052 1,068,183
232,340 266,043 309,319 338,568 376,813
790,164 848,391 926,365 973,554 992,071
836,458 856,742 1,028,346 1,045,487 1,190,441
1,626,622 1,705,133 1,954,711 2,019,041 2,182,512
9,649,846 10,250,809 11,200,904 11,882,700 12,187,026
779,951 743.871 937,641 900,510 1.098.258
$10429.797 $10.994,680  $12.138.545  $12,783210  $13,285.284

(a) See Operating Balance on Appendix III-D-5 for surplus or deficit for each fiscal year.
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APPENDIX III-E

GENERAL FUND REVENUES AND EXPENDITURES
ADOPTED BUDGET FOR FISCAL YEAR 2001-02
ESTIMATED BUDGET FOR FISCAL YEAR 2001-02
MIDTERM BUDGET ADJUSTMENTS FOR FISCAL YEAR 2002-03
ESTIMATED BUDGET FOR FISCAL YEAR 2002-03

(In Millions)
Estimated Mid-Term
Adopted Final Budget Estimated
Budget Budget Adjustments Budget

2001-02 2001-02¢ 2002-037 2002-03%
Revenues
Taxes
Personal Income Tax $4.841.4 $4,265.9 $4,553.0 $4,248.0
Sales & Use 3,193.7 2,997.7 3,141.3 3,103.5
Corporation 501.2 381.0 470.4% 508.8%
Public Service 189.7 166.6 172.9 170.8
Inheritance & Estate®™ 210.0 153.1 143.5 160.0
Insurance Companies 192.0 217.4° 218.0" 224.8"
Cigarettes 117.0 160.9" 237.0" 241.5®
Real Estate Conveyance 110.0 120.7 111.0 115.0
0il Companies 61.8 243 77.5" 77.5%
Alcoholic Beverages 41.0 41.6 42.0 42.0
Admissions and Dues 25.3 26.9 28.5 27.7
Miscellaneous 36.1 26.3 37.9 28.9
Total Taxes $9,519.2 $8,582.4 $9,233.0 $8,948.5
Less Refunds of Taxes ($751.0) ($829.6) ($794.6) ($787.0)
Less R&D Credit Exchange 14.0) (21.9) 14.0) 14.0)
Net Taxes $8,754.2 $7,730.9 $8,424.4 $8,147.5
Other Revenues
Transfers- Special Revenues 265.2 2717.6 273.0 268.9
Indian Gaming Payments 360.0 369.0 399.0 396.7
Licenses, Permits, Fees 128.2 137.5 128.5 131.0
Sales of Commodities & Services 28.8 30.5 31.0 30.9
Rents, Fines & Escheats 51.2 47.6 88.4™ 83.2m
Investment Income 62.7 23.8 28.0 15.1
Miscellaneous 128.0 114.3 121.0 113.5
Less Refunds of Payments 0.5 0.4) 0.5 0.5
Total Other Revenue $1023.6 $999.9 $1,068.4 $1,038.8
Other Sources
Federal Grants 2,144.3 2,142.3 2,303.2 2,352.9
Transfers to the Resources of the G.F. 0.0 0.0 284.1™ 284.1™
Transfers from Tobacco Settlement Funds 120.0 120.0 133.0 133.0
Transfers to Other Funds® (148.0) (147.7) (121.2) (121.2)
Total Other Sources $2.116.3 $2.114.6 $2.599.1 $2.648.8
Total Unrestricted Revenues $11,894.1 $10,845.4 $12,091.9 $11,835.1
Restricted Federal & Other Grants 750.0 1,098.3® 750.0 1290.9®

Total Revenue $12,644.1 $11,943.7 $12,841.9 $13,126.0
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Estimated Mid-Term

Adopted Final Budget Estimated
Budget Budget Adjustments Budget
2001-02 2001-02 2002-03Y 2002-03

Appropriations/Expenditures
Legislative $59.8 $55.3 $60.8 $59.6
General Government 462.7 373.6 451.9 451.9
Regulation & Protection 224.7 205.9 228.9 228.9
Conservation & Development 75.1 343 71.4 71.4
Health & Hospitals 1,213.6 1,155.1 1,246.4 1,251.6
Transportation 35.0 39 0.0 0.0
Human Services 3,494.4 3,544.0 3,687.4 3,781.5
Education, Libraries & Museums 2,772.3 2,667.6 2,810.3 2,810.3
Corrections 1,085.5 1,061.3 1,132.0 1,146.3
Judicial 384.1 378.7 395.9 395.9
Non-Functional

Debt Service 1,031.4 992.0 1,023.4 1,023.4

Miscellaneous 1,159.1 1,171.5 1,235.2 1,252.2
Subtotal $11,997.7 $11,643.2 $12,343.7 $12,473.0
Unallocated Lapse (103.9) 0.0 (251.9)° (249.5)

Net Appropriations/Expenditures $11,893.9 $11,643.2 $12,091.8 $12,223.5
Surplus (or Deficit) from Operations $0.1 ($797.8) $0.1 ($388.4)
Miscellaneous Adjustments 0.0 (19.3)™ 0.0 (2.5)
Balance" $0.1 ($817.1)% $0.1 ($390.9)¢

NOTE: Columns may not add due to rounding.

(a) Reflects the combination of the phase-out in the Connecticut Succession Tax pursuant to Public Act No. 95-256, Public
Act No. 01-1 of the November Special Session, and changes to the federal estate pick-up tax pursuant to federal law
P.L. 107-16.

(b) Transfer to Mashantucket Pequot and Mohegan Fund for grants to towns.

(©) Per Section 4-30a of the Connecticut General Statutes, any unappropriated surplus, up to seven and one-half percent of
General Fund expenditures, shall be deposited into the Budget Reserve Fund. When in any fiscal year the Comptroller
has determined the amount of a deficit applicable with respect to the immediately preceding fiscal year, to the extent
necessary, the amount of funds credited to the Budget Reserve Fund shall be deemed to be appropriated for purposes of
funding such deficit.

(d) Per Special Act No. 01-1 of the June Special Session.

(e) Per the Comptroller’s September 1, 2002 preliminary Annual Report for the fiscal year ending June 30, 2002, with
presentation modifications as to certain line items as determined by the Office of Policy and Management.

®) Includes enacted legislative changes that affect revenues as follows:

i: Per Public Act No. 02-1, the increase in Cigarette Tax from 50 cents per pack to $1.11 per pack effective April 3,
2002 is estimated to yield $42.5 million in fiscal year 2002 and $129.3 million in fiscal year 2003 in cigarette and sales
taxes.

ii: Per Public Act No. 02-3, eliminating the HMO HUSKY tax credit is estimated to save $14 million in fiscal 2001-02
and $15.6 million in fiscal 2002-03.

(2) The figure reflected for Restricted Accounts and Federal & Other Grants reflects realized revenues through June 30,
2002 for the Preliminary Final Budget 2001-02 and an estimate for the Estimated Budget 2002-03. Additional
revenues may be received with respect to Restricted Accounts and Federal & Other Grants. Expenditures of these
grants are not included; the amount of such expenditures is generally the same as the amount of grants received.

(h) Per an adjustment of $19.3 million for restricted grants affecting the surplus.

1) The balance of $594.7 million credited to the Budget Reserve Fund was deemed to be appropriated for the purpose of
funding the fiscal 2002 deficit. The unfunded balance of $222.4 million will be financed by the issuance of 5 year
economic recovery notes.

() Expenditures are per Public Act No. 02-1 of the May Special Session. The Finance Committee did not adopt revised

revenue estimates for the 2002-03 fiscal year. The revenues included in the table above are per OPM and are the
assumed revenue estimates at the time of adoption of Public Act No. 02-1 of the May Special Session.
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Public Act No. 02-1 of the May Special Session, effective on January 1, 2002, instituted a $250 charge on LLCs, LLPs
and S corporations, and limited corporation credits from reducing tax liability by more than 70%. Public Act No. 02-4
of the May Special Session extended the tax to single-member LLCs that are not considered entities separate from their
owners for federal tax purposes.

Public Act No. 02-1 of the May Special Session, effective on January 1, 2002, suspended the transfer to the
Underground Tank Cleanup Account for one year, and reduced the annual transfer to the Special Transportation Fund
by $25 million.

Accelerate escheats to the State of Connecticut.

Public Act No. 02-1 of the May Special Session, transferred one-time revenue of $100 million from quasi-public
agencies, $127.2 million of proceeds from the Anthem demutualization, $50.9 million in transfers from Tobacco
Settlement Funds, and $6 million from miscellaneous accounts.

Per Public Act No. 02-1 of the May Special Session, the lapse anticipates $94 million in wage concessions from the
state’s labor unions, $11 million under the Executive & Judicial Branch for a manager and confidential wage freeze,
and $7 million from the Executive & Judicial Branch hiring freeze. In addition, $35 million is anticipated for the
Governor’s extraordinary recission authority per section 52 of the Act.

Per the Office of Policy and Management’s letter to the Comptroller dated November 20, 2002 for the period ending
October 31, 2002.

Per Section 4-85 of the Connecticut General Statutes, whenever the cumulative monthly financial statement issued by
the Comptroller indicates a projected General Fund deficit greater than one percent of the total General Fund
appropriations, the Governor is required within thirty days to file a report with the joint standing committees of the
General Assembly on appropriations and on finance, revenue and bonding. The report shall include a plan which the
Governor shall implement to modify agency allotments to the extent necessary to prevent a deficit. Should such plan
result in a reduction of more than five percent of total appropriations, approval of the General Assembly would be
required. See discussion above under STATE GENERAL FUND - Fiscal Year 2002-2003 Operations. The deficit
amount is based on revenue and expenditure estimates provided to the Comptroller by the Office of Policy and
Management for purposes of the Comptroller’s monthly report for the period ending October 31, 2002, which was
issued December 2, 2002. The Comptroller’s estimate of the General Fund budget deficit was $414.9 million.

NOTE: The information in Appendix III-E contains only projections and no assurances can be given that subsequent
projections will not indicate changes in the items of revenue and expenditure and in the final result of the operations of the
General Fund. Changes may also occur as the result of legislative action adjusting the budget or taking other actions which
impact revenues or expenditures.
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