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Message from the Auditor

T

his report – Rebuilding Public Trust – offers simple steps to protect the State’s
health care consumers from rising costs due to poor oversight of major construction projects paid for with tax-exempt bonds.

The management and board of Fletcher Allen Health Care (FAHC) in Burlington certainly understood the old adage, “if we build it, they will come.” When Vermont consumers do finally come through the doors of the hospital
when the Renaissance Project is complete, they will
Vermont took the laissezcome, in large part, with public tax dollars – through
Medicare and Medicaid, as well as taxpayer-funded
faire attitude that FAHC
health plans provided to teachers and municipal, state
would be responsive and
and federal workers.
FAHC has rightfully been on the firing line for the atmosphere of deceit, concealment and mismanagement that
led to a tripling of construction costs on the Renaissance
Project. Congressman Bernie Sanders and Governor Jim
Douglas have properly pushed for a new climate of
accountability at the state’s largest hospital.

responsible for the
Renaissance Project.
They relaxed their guard.
They were wrong to do so.

Our Office’s review of some of the spending associated with this project points to the
heart of the matter: No one was watching. Not at FAHC, and not at the State.
Our top recommendation is that the State agency that issues tax-exempt bonds must
use its statutory authority to ensure that proper project management and audit and
compliance functions are in place before it issues tax-exempt bonds. If it had in the
case of FAHC, perhaps millions of dollars in questionable spending could have been
caught earlier.
For example, on August 19, 2002 our Office raised a concern that FAHC appeared to
have used more than a million dollars in tax-exempt bonds to build its private parking
garage. In December 2002 FAHC announced that it had reallocated - to date $1,032,102.70 of bond proceeds that had been improperly spent on the garage in
direct violation of their financing agreements with the State.
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Then, the private accounting firm PricewaterhouseCoopers, hired by FAHC to examine its oversight of the Renaissance Project, also found that FAHC had to reallocate
several million dollars in capital items that were categorized as operating expenses.
Finally, our Office observed that FAHC approved expenses from its out-of-state construction manager that, while legal, may have not been prudent. Tens of thousands of
dollars a month were apparently reimbursed with tax-exempt bond proceeds for meals,
fleece jackets and vests, hats, coffee mugs, hotel rooms, car rentals, airfare, relocation
expenses and even the cost of attending a FAHC-sponsored golf tournament.
The allocation and spending problems, along with cost overruns, shows a telltale lack
of independent oversight on behalf of FAHC. But the State is also to blame for failing
to fully understand its stake in the project. It is the tone set by State government that
either demands, or downplays, the need for diligence, accountability and transparency in controlling construction costs that ultimately are paid by Vermont health care
consumers. Unfortunately, there was no culture of accountability, the State agencies
didn’t communicate, and problems went unnoticed for almost a full year. Now ordinary people will pay the price.
My Office examined the process by which large health care construction projects are
approved, financed and overseen by State entities. We studied the little-known State
agency called the Vermont Educational and Health Buildings Financing Agency (the
Agency), which since 1966 has issued tax-exempt bonds to the investment community on behalf of Vermont’s non-profit educational and health care institutions. The
Agency is a small, understaffed agency with an unpaid Board of Directors that has
worked hard since its inception to become a vehicle for the state’s non-profit hospitals to secure low-interest, tax-exempt financing for their construction projects.
We looked carefully at how the Agency issued and reviewed the $150 million in
bonds issued on behalf of FAHC. The result of this review is a four-point plan to
improve the oversight of tax-exempt bond spending, and to help ensure that future
hospital construction projects do not place Vermonters, bond investors and the State
at risk by misconduct and deception.
Aside from more proper oversight, we recommend that the State agency that issues
tax-exempt bonds and the State agency that regulates health care spending must
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create a seamless new culture of due diligence and accountability through improved
communication and oversight. If FAHC’s periodic requests to the Agency to draw
down bond funds had been seen by regulators just down the street in Montpelier at
the Department of Banking, Insurance, Securities and Health Care Administration
(BISHCA), the hospital’s spending problems could have been noticed much sooner –
as early as August of 2001.
We observed that:
• The Agency executes little due diligence or oversight of the use of bond
proceeds when making formal financing arrangements and disbursing funds.
In the case of FAHC, the Agency did not require high standards of project
management or that proper audit and compliance functions were in place;
• The Agency released at least $50 million in tax-exempt bond proceeds
without proof, as required by law, that FAHC had a Certificate of Need; and,
• The Agency did not require proper segregation of bond spending, allowing
more than $1 million to be spent on a private parking garage in direct
violation of bond financing agreements.
We recommend the Agency should:
• Require higher standards of project management and cost containment at
the borrowing institution to ensure that a project is staying within budget and
that problems are quickly and properly scrutinized;
• Strengthen systems for monitoring and reviewing bond disbursements;
• Require an independent, forensic audit of FAHC’s spending of tax-exempt
bond proceeds to reveal if any questionable costs were repaid with these
proceeds; and,
• Improve communications with BISHCA and put in place a seamless review
and approval process for health construction financing.
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Vermonters spend more money each year on health care, with hospital gross revenues approaching $1.5 billion annually in Vermont.1
FAHC reported approximately $760 in gross revenues – or nearly half of all hospital
gross revenues bill in the state for Fiscal Year 2002, according to State regulators.
Hospital officials say they collected $505 million in net revenues based on these
gross charges. About $268 million of gross revenue was attributable to taxpayers
through Medicare and Medicaid payments. In short, hospital spending affects everyone.
Vermont agencies took the laissez-faire attitude that FAHC would be responsive and
responsible for the Renaissance Project, one of the single-most expensive building
projects in the State’s history. They relaxed their guard. They were wrong to do so.
FAHC’s current management team, led by interim Chief Operating Officer Edwin I.
Colodny, has admitted that the hospital purposely hid more than $81.3 million associated with the Renaissance Project from State regulators. Colodny has pledged to
rebuild the hospital’s relationship with the State, offering an opportunity for Vermont
to improve its overall system of oversight.
With a new Administration and an attentive Legislature, the State of Vermont must
use this opportunity to bolster the public’s confidence and develop a much-needed
culture of accountability – based on diligence, not bureaucracy – that will assure
Vermonters their interests are being protected.
Sincerely,

Elizabeth M. Ready
State Auditor
March 14, 2003

1 Revenue figures are from “Vermont Community Hospitals Financial and Statistical Profiles,”
published by BISHCA, August 2002.
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Introduction

V

ermonters will spend more than $2 billion on health care in 2003, with at least
$300 million coming from taxpayers through Medicaid and Medicare. This does
not include the taxpayer-funded health plans of municipal, state and federal
workers – as well as teachers.
FAHC will bill patients for more than $700 million of these charges, and receive about
$500 million in net revenues. Simply put, what happens at FAHC has a large impact on
health care costs throughout Vermont.
The rising cost of health care is driving budget increases of every Vermont family, business, school and town; it is the single greatest cost driving state and federal budget
increases, too.
That’s why all Vermonters should be concerned that FAHC’s construction project,
known as the Renaissance Project, has ballooned in cost from an initial $118 million to
$326 million, according to a November 8, 2002 letter from FAHC’s interim CEO Edwin
Colodny to state regulators. That number may now be even higher, according to report
issued January 31, 2003 by the architectural firm NBBJ of Seattle, Washington, which
was hired by BISHCA to examine the project. In its report, NBBJ said FAHC devoted a
more than typical amount of space to circulation and infrastructure adding an estimated “$16 to $21 Million premium to the project,” while the quality of the building is “now
known to be higher than comparable facilities, adding upwards of $30 million in costs.”2
Our Office examined elements of the process by which large health care construction
projects are approved, financed and overseen by State entities.

2 Fletcher Allen Health Care Renaissance Project Review, NBBJ, January 2003, p. 5.
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In this report we offer recommendations to improve internal controls over how taxexempt bond spending is reviewed and approved for these projects. We also offer ways
to improve how State agencies communicate about the review and financing of these
large projects. While FAHC may not be a public entity, every dollar it misspends has the
effect of driving up the public and private costs of health care. Improved oversight of taxexempt bond proceeds issued by the Agency could be a tool to help keep construction
costs under control, and help lower the cost of health care for citizens and businesses.
It is important to note that the Agency is a small entity with a commendable track record.
Since its inception in 1966 it has served as a successful vehicle for the state’s non-profit hospitals and colleges to secure access to low-interest, tax-exempt financing for their
construction projects.
In addition to offering market access to low interest rates, the Agency must conduct proper diligence in overseeing the requisition and disbursement of tax-exempt bond proceeds.
The primary responsibility for regulating financial aspects of health care institutions lies
with BISHCA. However, the Agency is the control point for the flow of millions of dollars
in tax-exempt bonds to institutions such as FAHC that have important public, non-profit
missions. The Agency has an opportunity to use its existing statutory authority to
strengthen its controls over how institutions use tax-exempt bond proceeds, and improve
communication with BISHCA and other state agencies.
FAHC’s executive, and Board of Trustees’, management failures were illustrated in the
Fletcher Allen Ad Hoc Committee Report’s analysis of the oversight the Renaissance
Project.3 State government, too, has an important role to play in providing a system of
checks and balances to rogue institutions, such as FAHC, that are recipients of public
funds.

3 Report of the Ad Hoc Committee Concerning Governance and Compliance Issues Relating to the
Renaissance Project, Fletcher Allen Ad Hoc Committee, November 15, 2002.
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Background

A

quasi-state entity, the Vermont Educational and Health Buildings Financing
Agency was established in 19664 to be the statewide issuer of tax-exempt
municipal bonds for non-profit educational and health care institutions. The
Agency provides these institutions with access to the tax-exempt capital markets with its
lower interest rates and provides bond buyers with non-taxable income on the interest
earned throughout the life of the bonds. Low, non-taxable interest on these bonds also
helps institutions keep the overall cost of construction costs lower because the income
generated from the interest on these bonds is not taxable income.
The Agency’s duties and powers are described at length in Statute.5 The Office of the
State Auditor has explicit authority to “at any time examine the accounts and books of
the agency including its receipts, disbursements, contracts, sinking funds, investments
and any other matters relating to its financial standing.”6
As of December 31, 2001, the Agency had issued 101 series of bonds, including bond
refundings, totaling $1.071 billion. It has about $700 million outstanding.7
The bonds issued by the Agency are not a debt of the State, and the Agency’s role is to
provide access to the capital markets. However, many observers believe that the overall financial reputation of the State could be affected if serious problems are found as a
result of the various investigations circling FAHC.
The Agency’s Board of Directors is comprised of seven members appointed by the
Governor, two by the members appointed by the Governor and four ex-officio members
(the Secretary of the Agency of Human Services, the Secretary of the Agency of
Administration, the Commissioner of the Department of Education and the State
Treasurer).

4 16 VSA Chapter 131, §§ 3851 – 3862.
5 16 VSA Chapter 131, §§ 3851 – 3862.
6 16 VSA Chapter 131, § 3855(c).
7 Vermont Educational and Health Buildings Financing Agency’s 2001 Annual Report.
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Current federal tax laws allow the Agency, on behalf of any eligible institution, to issue
bonds or notes for eligible projects on a tax-exempt basis. The Agency, in turn, loans the
proceeds to the borrowing institution. The Agency has no taxing power. Bonds and notes
of the Agency issued for a specific institution are repaid solely from funds generated by
the borrowing institution and are secured entirely with collateral provided by the borrower or through additional credit backing, such as bond insurance or letters of credit from
commercial banks.
By state law, the Agency is only allowed to finance the construction of buildings and purchase of related equipment specific to the project described to financiers and potential
bondholders. The Agency cannot fund what is known as “working capital” or routine capital expenses that an institution must replace or upgrade on a periodic basis as part of
doing business.8 Federal income tax law allows the financing of working capital under
certain circumstances and does not distinguish between routine capital expenditures and
expenditures for specified projects.9
Eligible health care institutions include any non-profit hospital; any non-profit institution
whose purpose is devoted primarily to the maintenance and operation of diagnostic and
therapeutic facilities for medical, surgical or psychiatric care of ambulatory patients; any
non-profit licensed nursing home; any non-profit assisted living facility, non-profit continuing care retirement facility, non-profit residential care facility or similar non-profit facility
for the continuing care of the elderly or the infirm. These eligible facilities must be owned
by or under common ownership with an otherwise eligible institution. And, certain health
care facilities must also, if required, have a Certificate of Need (CON) issued by BISHCA to be eligible.
CON reviews, and the public hearings held by the Public Oversight Commission, conducted prior to the issuance of a CON are designed to closely examine major capital
investments to determine their financial impact on Vermont’s health care system.

8 Discussions with Agency Executive Director and SAO staff, August – September 2002.
9 Letter from Agency Executive Director Malcolm S. Rode to State Auditor Elizabeth M. Ready,
February 27, 2003, p. 2.
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On March 17, 1999 FAHC began discussions with the Agency to design a bond
issuance to support the construction of what is now referred to as the Renaissance
Project. A month later, on April 12, 1999, FAHC received a CON from BISHCA for the
project. The working group established by the Agency and FAHC drafted the pricing
structure of the bonds, loan agreements and other bond financing documents. The
working group consisted of members of FAHC, the Agency, their lawyers, bond analysts, underwriters, financial advisors and others. The group then presented the project
and bond sale to the Agency’s board for approval.
On August 27, 1999 the Agency’s Board of Directors, according to Board minutes of
the meeting, voted unanimously to authorize the “issuance and sale of not to exceed
$275,000,000 aggregate principal amount of Vermont Educational and Health
Buildings Financing Agency Hospital Revenue and Refunding Bonds …” on behalf of
FAHC.
On September 21, 1999, nearly a month after the Agency’s Board approved the
issuances, the Agency held a public hearing related to its approval of the bond
issuance on FAHC’s behalf. No one from the public attended and the meeting lasted
30 minutes, according to the meeting’s minutes.
On March 29, 2000 Salomon Smith Barney, FAHC’s bond underwriter, sold the
Agency’s bonds on the open market, including the $100 million (2000A Series) and the
$50 million (2000B series). The bonds were to be used to fund the construction of the
Renaissance Project, and pay certain other capital costs. In addition, FAHC noted it
had an interest in refunding older debt with these bond proceeds due to favorable interest rates at the time of pricing.
In the Official Statement that accompanied the bond sale, and in other bond financing
documents, the project to be financed by the sale was described as follows to potential bond purchasers:
“ … for paying a portion of the costs of the acquisition, construction and equipping
of (a) new ambulatory care facility consisting of multi-purpose clinical modules and
an outpatient surgical center and day hospital, (b) a new core laboratory within the
proposed ambulatory care facility, (c) a new cancer center to provide space for
treatment, teaching and clinical research, (d) a new education center consisting of
teaching laboratories, simulation rooms, offices, a conference center and an audi-
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torium, (e) a new five-tier parking structure, (f) a patient access center providing
access to inpatient, outpatient, educational and research facilities, all on the
Corporation’s MCHV Campus (the “MCHV Campus”) located in Burlington, Vermont
(items (a) through (f) are collectively referred to herein as the “Ambulatory Care
Facility Project”), (g) renovations of existing space on the MCHV Campus, (h) renovations of facilities on the Corporation’s Fanny Allen Campus located in Colchester,
Vermont for use as a rehabilitation center, and (i) routine capital improvements and
equipment, including capital improvements and equipment which have been completed or acquired, for various health facilities and clinical programs operated by the
Corporation (collectively, the “Project”).
Upon the sale of the bonds, Salomon Smith Barney received $750,000 ($650,000 for
Series A and $100,000 for Series B). The remaining issuance costs for both bonds
totaled $816,050.85 and paid for bond rating services, lawyers and other financial advisors, according to bond financing agreements on file with the Agency.
With the Series A proceeds, FAHC reimbursed itself for $2.5 million for “Network/PC
Rollout (computers)” and then deposited $65,010.952.19 in a Construction Fund. An
additional $10 million was deposited in a Reserve Account and nearly $20 million was
deposited in an Interest Account, according to documents on file with the Agency.
With the Series B proceeds, FAHC set aside $45,663,615.59 in the Construction Fund.
It then reimbursed itself for $27.5 million for various capital expenditures it had incurred
prior to the issuance of the bonds. This included $6.8 million for the rehabilitation project
at FAHC’s Fanny Allen Campus in Colchester, and nearly $2 million to purchase a building and land at 35 Joy Drive in South Burlington. Additional funds were used to repay the
cost of a new MRI, and a number of telecommunications and computer software and
hardware upgrades. FAHC also deposited an additional $3.2 million in an Interest
Account. This left slightly more than $19 million in a Construction Fund, according to documents on file with the Agency.
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Observations & Recommendations
Observation 1
The Agency executes little due diligence or oversight of the use of bond proceeds.
Instead, the Agency relies solely on the assurances of borrowers when making
formal financing arrangements and disbursing funds.
In the case of Fletcher Allen Health Care, the Agency did not require high standards of project management or that proper audit and compliance functions were
in place before it agreed to issue tax-exempt bonds.
Discussion
Public financing authorities, like the Agency, rely on the rules of the private capital markets to guide their activities. They accept the borrower’s representations prior to
approval, and while the bonds are being repaid. They generally accept, without questions, the borrower’s request for money to be disbursed from the Construction Fund.
This system works well as long as the borrower’s governing board has an expert team
in place to manage construction costs and maintain proper oversight of the use of bond
proceeds. According to the Report of the Ad Hoc Committee Concerning Governance
and Compliance Issues Relating to the Renaissance Project, Fletcher Allen did not have
this necessary structure in place to carry out these oversight duties. The report described
FAHC’s management as having a “culture of withholding information” from State agencies as well as its own Board of Trustees.
Given the large sums of public funding at stake, recent efforts to improve governance,
increase public representation on the Board and to have the Board hold its meetings
subject to Vermont’s Open Meeting Law could create an atmosphere where improved
oversight of bond proceeds and construction management would be a high priority.
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Aside from these future steps, the Agency currently has broad authority in Statute to
require that construction projects financed with tax-exempt bond proceeds put in place
strong construction management teams. Statutory language reads, in part:
“The trust indenture or resolution authorizing the bonds may contain reasonable
provisions for protecting and enforcing the rights and remedies of the bondholders, including covenants setting forth the duties of the agency in relation to the
acquisition, construction, maintenance, operation, repair and insurance of the
facilities and the custody, safeguarding and application of all moneys, and may
provide that any facility shall be constructed and paid for under the supervision
and approval of consulting engineers or architects.”10
Strengthening Bond Oversight
Increasingly, taxpayers are requiring greater accountability over the use of tax-exempt
bond proceeds. Bond Oversight Committees are utilized in several states to ensure that
major construction projects funded with tax-exempt bond proceeds stay on budget.
These committees make the public aware of any major changes in the project’s scope,
and they report findings to the public and the proper regulatory authorities.
For example, the District Twenty school district in Colorado Springs, Colorado, created
a Bond Expenditure Oversight Committee to oversee a $163 million construction and
renovation project. The committee was established to:
• Provide periodic review of projects and their status;
• Report on the status of projects to the Superintendent for the
Board of Education;
• Review proposed changes in the scope of a project and making
recommendations relative to such changes through the Superintendent to
the Board of Education; and,
• Provide periodic input on information provided to the community on the status
of the Bond Program.

10 VSA 16 Chapter 131, §3856(h)

- 14 -

The District Twenty’s Bond Oversight Committee does not review each invoice, but it
does look at summaries provided by the project manager.11
A red-yellow-green light system has been instituted by the Project Manager to evaluate
the severity of any given situation.12 The lights indicate the following:
• A green light indicates that the committee only needs to glance at the
project summary;
• A yellow light indicates that they should give it more scrutiny (because the
project is behind schedule or over budget); and,
• A red light indicates that scrutiny must be given to the project. Continued
red lights on a specific project would necessitate a look at invoices.
If a spending guideline - set by Federal and Colorado State law - is violated, the Bond
Oversight Committee is primarily in a “recommending position.” The committee reports
the violation to the superintendent who will go to the Board who will then report the violation to the proper Federal or State authority.13
The Role of An Audit Committee
In lieu of a Bond Oversight Committee, the Agency could ensure borrowers have in place
other strong review and compliance functions before agreeing to issue tax-exempt
bonds. FAHC’s Ad Hoc Committee recommended one such option in its November 12,
2002 report. This option would not require an additional oversight by an outside entity,
and it would strengthen the internal controls and policies of the hospital.
Specifically, the Ad Hoc Committee recommended that FAHC strengthen its internal controls by broadening the scope of its compliance function. The reports states:
“The information gathered makes clear that Fletcher Allen’s compliance function,
although substantial, is directed almost exclusively toward cost reimbursement
issues. As a result, the documentation and implementation of the compliance
function must be broadened to include BISHCA matters, and other areas of sig-

11 Jim Stamper, Chief for Administrative Support and Services at District Twenty, in a telephone
interview with SAO staff on December 10, 2002.
12 Ibid.
13 Ibid.
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nificant compliance risk. For example, the Compliance Plan should be revised
to specifically address BISHCA-related compliance matters, including a description of BISHCA requirements. In addition, CON-approved projects should be
reviewed, when completed, to assure compliance with CON conditions.
Compliance training and orientation programs should also focus on BISHCA,
and should target, among others, the finance and facilities development areas.
The Compliance Team should also assure that its audit function extends to
BISHCA-related matters.”14
The report also notes that compliance issues did not arise until people within various
departments discussed it, rather than having an audit and compliance plan in place
before a project is started. “For this reason, there should be closer compliance-related
coordination among the areas of Planning & Business Development (& Government
Relations), Finance, Facilities Development, General Counsel and Compliance, to
address CON issues,” the report states.15
Public and private institutions benefit from a strong internal audit or compliance division
that reports directly to an active Audit Committee of the entity’s governing board, rather
than reporting directly to the managers of the projects they audit or review. Compliance
reviews, or internal audits, at early stages of a given project can ensure that it stays on
an appropriate construction schedule and meets all state and local permits and regulations, and bond or loan financing agreements. This avoids possible delays at future
dates, or incurring costs that may not meet various permits and regulations.
An Audit Committee could assume the role of a Bond Oversight Committee outlined
above, or it could empanel a committee of experts to analyze contracts, establish
spending controls and review the use of tax-exempt funds.
Such a strong internal compliance review in the case of the Renaissance Project may
have revealed questionable spending and cost overruns at an earlier date. These
issues could have been raised directly to the Audit Committee of the Board of Trustees,
and, in turn, State health care regulators and the Agency.

14 Report of the Ad Hoc Committee Concerning Governance and Compliance Issues Relating to the
Renaissance Project, Fletcher Allen Ad Hoc Committee, November 15, 2002, pgs 69-70.
15 Ibid, p. 71.
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Bond Financing Disclosure Terms
It is difficult to determine whether many of the
capital items listed in this report (Observation
3, pages 36-40) were fully paid for with taxexempt bond proceeds. It appears that some,
or all, of the costs did not have the appropriate
CON and the expenses were improperly, and
knowingly paid for by FAHC with tax-exempt
bond funds. If this is the case, FAHC has an
obligation under its financing agreements to
notify the Agency and the Chittenden Bank of
these violations.
When it signed its bond financing agreements,
FAHC agreed to the following:

Public and private institutions
benefit from a strong internal audit
or compliance division that reports
directly to an active Audit
Committee of the entity’s governing
board, rather than reporting to the
managers of the projects they
review.

“The Agency and Hospital severally covenant that they will, at the expense of the
Hospital, promptly give to the Bond Trustee written notice of any Event of Default
under this agreement of which they shall have actual knowledge or written notice, but
the Agency shall not be liable for failing to give such notice.”16
An “Event of Default” is a broad term that includes:
“default in the due and punctual performance of any other of the covenants, conditions, agreements and provisions contained in this Trust Agreement or any
agreement supplemental hereto and thereto and such default shall continue for
thirty (30) days or such further time as may be granted in writing by the Bond
Trustee after receipt by the Agency of a written notice from the Bond Trustee
specifying such default and requiring the same to be remedied …”17

16 Article VI, Section 6.06, Loan Agreement between FAHC and the Agency, February 1, 2000.
17 Article VIII, Section 801(c), Trust Agreement between the Agency and Chittenden Trust Company,
dated February 1, 2000.
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In its financing agreements, FAHC agrees to file a certificate of no default with the
Agency, Ambac Assurance and the Chittenden Bank (or any bondholder who holds at
least 25 percent of the bonds) upon their request.19
To date, no such request has been made. However, according to an August 23, 2002 letter from the Agency to the State Auditor:
“ … the Agency’s financing documents require the borrowers to certify annually
as to the absence of covenant defaults (or, if such defaults exist, what remedial
action is being taken). Compliance with covenants, however, always remains the
responsibility of the borrower.”19
The Agency’s Bond Counsel, in a letter to the Agency’s Executive Director, concurs with
the Auditor’s observation that FAHC has failed to file these officer’s certificates on an
annual basis. Bond Counsel states:
“We have, at your request, discussed Section 3.10(b) with Fletcher Allen and its
counsel and have been informed that the annual officer’s certificates required to
be filed have not in fact been filed, either with the Master Trustee or, pursuant to
Sections 5.04 of each of the Loan Agreements related to the Bonds, with the
Agency, Ambac Assurance or the Bond Trustee (which is the same entity as the
Master Trustee).”20
The Agency’s Bond Counsel then adds:
“Failure to file the required certifications raises two issues – the first procedural
and the second substantive. The procedural issue relates to the failure to file the
certificate itself which, once such failure occurs, constitutes a covenant default.
The substantive issue relates to what the certification would have said about
covenant defaults had it been timely filed.”21

18 Section 5.04 of the Loan Agreement between FAHC and the Agency dated March 1, 2000, and
Section 3.10(b) of the Master Trust Indenture dated March 1, 2000.
19 Letter from Malcolm Rode, the Agency’s Executive Director, to State Auditor Elizabeth M. Ready,
August 23, 2002, p. 5.
20 Letter from Max Von Hollweg, Agency Bond Counsel, to Agency Executive Director Malcolm S.
Rode, February 27, 2003, p. 2.
21 Ibid, pgs 2-3.

- 18 -

FAHC told the Agency and Bond Counsel that it did file, on February 24, 2003, the
required officer’s certificate pursuant to the bond financing agreements. FAHC also filed
a supplemental officer’s certificate for Fiscal Year 2001. These documents certify that
FAHC is “not in default in the performance of its covenants under the bond documents
and that there are no defaults from earlier years that remain uncured, with the exception
of the timely filing of the officer’s certificates, which of course cannot be corrected.”22
Bond Counsel believes the February 24, 2003 certificate is responsive to the formal
requirements of the Master Trust Indenture, only that it was filed later than the required
date of January 31.23
In lieu of the self-reporting function of the bond financing documents as it relates to officer’s certificates and notification of covenant defaults, the Agency can bill for services
associated with the independent verification of FAHC claims. FAHC agreed, for example, in its bond financing documents, to pay:
“reasonable fees and other costs that the Hospital are obligated to pay, not otherwise paid under this Agreement or the Trust Agreement, incurred by the Agency
in connection with its administration and enforcement of, and compliance with,
this Agreement or the Trust Agreement …”24
Eligible Costs: Legal, but were they prudent?
Bond financing agreements routinely provide general guidance on what comprises an
eligible cost of tax-exempt proceeds as it relates to the approved project.
The Agency notes that federal income tax regulations permit it to reallocate bond proceeds away from the garage for federal tax purposes, if necessary, within 18 months
after a project is place in service. This could still happen, as long as such an allocations
is made within five years after the issue date.25

22 Letter from Spencer R. Knapp, FAHC’s Acting General Counsel, to Agency Executive Director
Malcolm S. Rode, February 27, 2003, p. 2.
23 Ibid, p. 3.
24 Article III, Section 3.04(b)(iv) of the Loan Agreement between FAHC and the Agency, February 1,
2000.
25 Letter from Agency Executive Director Malcolm S. Rode to State Auditor Elizabeth M. Ready,
February 27, 2003, p. 3.
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The Trust Agreement between the Agency and the Chittenden Trust Company, under the
heading “Costs of Project,” sets out in broad terms what items are eligible for reimbursement with tax-exempt bond proceeds. It states:
“For the purpose of this Trust Agreement the Cost of the Project shall embrace
such costs as are eligible within the purview of the Act and, without intending
thereby to limit or restrict any proper definition of such Cost, shall include the following:
(a) obligations incurred by the Hospital for labor, materials and services provided
by contractors, builders and others in connection with the acquisition,
construction or equipping of the Project, machinery and equipment, necessary
water and sewer lines and connections, utilities and landscaping, the restoration
or relocation of any property damaged or destroyed in connection with such
construction, the removal or relocation of any structures, and the clearing
of lands;”26
This section further states that eligible costs include:
“… fees and expenses of engineers and architects for preparing plans and specifications and supervising construction as well as for the performance of all other
duties of engineers and architects set forth herein in relation to the acquisition,
construction and equipping of the Project …”27
In-town and out-of-town travel, meals reimbursements, entertainment charges, automobile rentals and housing expenses for employees of Macomber/Barton Malow have been
paid for with tax-exempt bond proceeds throughout the life of the construction project,
according to supporting documents reviewed by our Office. This is in addition to construction costs and hourly reimbursement rates for managers that would be expected to
be included in such costs.

26 “Costs of Project,” Article IV Section 403 of the Trust Agreement between the Agency and the
Chittenden Trust Company, March 29, 2000.
27 Ibid.
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Some of these expenses are likely to qualify for reimbursement as legitimate management costs related to the Renaissance Project. However, the monthly high dollar amount
raises questions about the contract management policies and procedures in place at
FAHC.
For example, in the supporting documents provided by Macomber/Barton Malow for
Invoice 72400 (dated February 26, 2002), the “Construction Phase Expenses” for
January 16, 2002 to February 15, 2002 include the following charges totaling
$15,333.79:
• Internet Connection: $1,353.38
• Cell Phones: $515.15
• In Town Travel: $1,849.11
• Out of Town Travel: $8,356.45
• Relocation Expense: $1,500.00
• Auto: $1,187.72
• Business Meals/Entertainment: $571.98
Similar expenses were charged in following months. In the supporting documents provided by Macomber/Barton Malow for Invoice 73566 (dated April 30, 2002), the
“Construction Phase Expenses” for March 16, 2002 to April 15, 2002 include the following charges totaling $58,537.64:
•
•
•
•
•
•

Internet Connection/Phones: $1,674.22
Cell Phones/Temp Telephones: $11,558.30
Out of Town Travel: $9,147.15
Relocation Expense: $33,377.11
Auto: $2,221.46
Business Meals/Entertainment: $559.40

Our Office also observed a $2,500 donation to a Fletcher Allen-sponsored golf tournament and more than $7,000 in mugs, vests and fleece jackets billed by construction
managers to the hospital which, in turn, apparently paid for these charges with taxexempt bond proceeds.
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Our Office also noted that construction managers rented rooms at the nearby Sheraton
Hotel and Conference Center for a wide range of nightly rates – from around $75 to
$155, which were reimbursed by FAHC using bond proceeds. It would appear that negotiating for one, flat rate would save on contract management costs during the life of the
project.
Certain fees and expenses are allowable under IRS rules, as well as the Trust
Agreement stated above, but in the supporting documentation reviewed by our Office
there is little correspondence between FAHC and Macomber/Barton Malow that details
how expenses should be charged – either as they relate to the construction contract or
the tax-exempt bond proceeds.
At District Twenty in Colorado Springs, Colorado, meals and other various “overhead
expenses” are not allowable expenses. The District Twenty Office pays for any beverages or food out of office funds and not from tax-exempt bond proceeds.28
Vermont’s Legislature biennally approves a Capital Budget to fund a variety of projects
throughout Vermont, both to improve and upgrade State-owned facilities and to help pay
for local public projects such as highway garages or libraries. Items included in the
State’s capital budget are governed, in part by Statute, which do place some restrictions
on the use of this capital debt, as follows:
“Activities proposed for funding by general obligation debt financing shall be
restricted to tangible capital investments, but may include the planning, design
and engineering directly associated with a tangible capital investment.”29
FAHC’s Audit Committee retained PricewaterhouseCoopers (PwC) in September 2002
to investigate certain issues related to the Renaissance Project, including the accounting for expenditures. Two of their observations are relevant here:
“• Project-related responsibilities have been compartmentalized within
separate functional areas resulting in a lack of coordinated decision making;”
and,
28 Will Hatcher, District Twenty’s Financial Officer, in an interview with SAO staff, December 11, 2002.
29 32 VSA § 309(a)(1).
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“• The capital budgeting and monitoring process is not linked to a regulatory
compliance function to ensure that budgeting decisions are compatible
with required rules and regulations.”30
If the Agency had required stronger construction management practices and audit and
compliance functions to be in place before agreeing to issue the bonds on behalf of
Fletcher Allen, perhaps questionable spending and cost overruns could have been prevented.
Recommendation 1
The Agency should use its statutory authority to require that borrowers have in
place sound budget controls, construction management practices, and audit and
compliance functions before the Agency agrees to issue tax-exempt bonds.
To assure these controls are in place, the Agency could require that the
borrower’s governing board:
• Review and report on how an institution is spending tax-exempt
bond funds;
• Review annual independent financial and performance audits to assure
that bond proceeds are spent according to the terms of the
financing agreements;
• Submit details of proposed changes in scope of a project;
• Report on periodic on-site inspections; and,
• Provide appropriate construction updates to the Agency, BISHCA and
the public.
The Agency should assume its responsibility to ensure that borrowers promptly
file all certifications and annual notices as agreed to in the bond financing
agreements.

30 Report to The Audit Committee of The Board of Trustees of Fletcher Allen Health Care, Inc.
Regarding The Renaissance Project, PricewaterhouseCoopers LLP, February 10, 2003, pgs 48-49.
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Observation 2
FAHC did not properly file requisitions to the Agency, and the Bond Trustee, for
reimbursements from the Construction Fund, as required by bond financing
agreements. The Agency approved these requests without proper documentation
and disbursed at least $50 million in bond proceeds, allowing improper spending
of tax-exempt funds.
Discussion
FAHC agreed to comply with a number of provisions to ensure that the tax-exempt bond
proceeds would be used according to state and federal laws.
In the Tax Certificate and Agreement signed by FAHC on March 29, 2000, the hospital
agreed to the following:
“The Borrower expects that all of the property financed with the proceeds of the
Bonds will be owned by a State or local governmental unit or an organization
described in Section 5109(c)(3) of the Code throughout the entire stated term of
the Bonds. No portion of the Project is or will be owned by Fanny Allen Hospital,
Hotel Dieu. The Borrower reasonably expects that at least ninety-five percent
(95%) of the proceeds derived from the sale of the bonds, including investment
earnings thereon, will be used for activities directly related to the exempt purposes of the Borrower and are not associated with any ‘unrelated trade or business’ (Emphasis in original.) within the meaning of Section 513(a) of the Code
and not in a Private Use …”31
As of December 2, 2002 FAHC had reimbursed the Construction Fund more than $1 million because it had used tax-exempt bond proceeds to fund the design and construction
of a private $55 million parking garage. Invoices detailing these costs had not been provided to either the Bond Trustee or the Agency until the State Auditor raised questions
about the veracity of the items listed on various requisition forms on file with the Agency.

31 Tax Certificate and Agreement, Part D, Section 2, signed by FAHC, dated March 29, 2000.
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As of August 14, 2002 when our Office met with the Agency’s Executive Director,
Malcolm S. Rode, there were 19 Requisition Forms on file detailing reimbursements
made to FAHC with tax-exempt bond proceeds. Our Office’s review of these 19
Requisition Forms found that nine were missing key required information, according to
the Trust Agreement between the Agency and the Chittenden Bank. 32
According to this agreement, each Requisition Form is required to contain at least the
following information:
• The item number of each such payment;
• The name of the person, firm or corporation to whom each such payment is due;
• The respective amounts to be paid excluding any applicable sales tax;
• The purpose by general classification for which each obligation to be paid
was incurred; and,
• The obligations in the stated amounts have been incurred by the Hospital
and are presently due and payable and that each item thereof is a proper charge
against the Construction Fund and has not been paid.33
Of the 19 forms, eight were missing “the purpose by general classification of the work
completed” to support FAHC’s request to be reimbursed for nearly $30 million in construction payments to various vendors, including Macomber/Barton Malow (MBM), who
is the general contractor for both the privately-financed parking garage and the stateapproved Renaissance Project. (See page 30 for a complete list of requisition requests
made by FAHC to the Agency)
Requisition 15, dated March 25, 2002 and accounting for $3,314,392 in reimbursements,
was missing all backup detail. Requisition 9, dated September 26, 2001 and accounting
for $576,801.41 was missing the name of two companies who were paid $4,900 and
$12,250 apiece.

32 Article IV Sec. 404, Trust Agreement between the Agency and the Chittenden Trust Company,
March 29, 2000.
33 Ibid.
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As well, some of the forms reviewed by this
Office explicitly included money paid to design
and construct the private parking garage.
Our Office found that at least $694,341.70 of
tax-exempt bond proceeds was used to pay
for permits that included, or solely identified,
the parking garage, as well as the construction
of temporary buildings and related excavation.
These items were listed as individual line
items on the supporting documents that
accompanied the requisitions. At the time the
bond proceeds were used to pay for these
permits – between August 2001 and April
2002 – the Agency’s bond counsel had notified
FAHC verbally that it could not spend bond
proceeds on anything related to the garage.34

From August 2001 to April 2002,
FAHC used at least $694,341.70 of
tax-exempt bond proceeds to pay
for permits that included, or solely
identified, the private parking
garage. FAHC was told in June
2000 by the Agency that it could
not spend bond proceeds on this
garage.

In discussions with our Office, the Agency’s Executive Director notes that since its inception in 1966 the Agency has no knowledge of a borrower misusing tax-exempt bond
funds. Good faith compliance is the general rule of thumb when it comes to tax-exempt
bond financing. However, the U.S. Internal Revenue Service has attempted to address
the issue of non-compliance with bond financing agreements.
A report issued June 21, 2002 by the Advisory Committee on Tax Exempt and
Government Entities (ACT), which has spent nearly 10 years reviewing the rules associated with tax-exempt borrowing, recommended a carrot and stick approach to create a
“voluntary corrections program (ACT report Section IV)” to detect and prevent non-compliance with federal tax rule that regulate tax-exempt borrowing activities.

34 Letter from Malcolm Rode, the Agency’s Executive Director, to State Auditor Elizabeth M. Ready,
August 23, 2002, p. 4.
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This approach is described as follows:
“The Carrot - Customers should be encouraged to correct any problems they discover on their own by a regime of no or substantially reduced penalties provided
that some sort of correction can be obtained … customers should be encouraged
to establish programs involving good faith compliance efforts or reviews or similar non-Service related audits of their programs to make sure they are in compliance.
The Stick - The need for an active audit enforcement program, separate from the
voluntary corrections program, cannot be overemphasized. TE/GE should have
an active enforcement program, focusing on material issues and reckless noncompliers. Reckless or intentional non-compliers should be made to pay the cost
of their noncompliance, both to encourage voluntary compliance and corrections
and so that voluntary compliers do not end up paying a higher cost than non-compliers.”35
The report further adds that non-compliers should be separated into three categories:
Intentional Non-Compliers: Persons who are purposefully misusing the
system to accomplish goals that are not consistent with the reasons for
the tax-exempt status;
Malfeasing Non-Compliers: Persons who are not meeting the
requirements because they simply don’t make an effort to develop what
needs to be done to comply; and,
Unintentional Non-Compliers: Persons who act in good faith, but don’t
comply in full either because they do not understand the requirements or due
to inadvertence.36

35 Report of the Advisory Committee on Tax Exempt and Government Entities (ACT), Voluntary
Corrections Project Group, Section IV, page 4, June 21, 2002.
36 Ibid, page 5.
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The report notes that one challenge for issuers to create a successful audit program is
that “experts are only involved with the bonds at the time the bonds are issued and ongoing review of programs is rare. Bond programs rarely are established with any kind of ongoing compliance or overview, apart from calculation or rebate.”
Some states have developed in-house procedures and policies to help borrowers ensure
they are paying attention to invoices that comprise the requisitions they submit for repayment from tax-exempt bond funds.
For example, the Massachusetts Health and Educational Financing Agency
(MassHEFA) requires that any requisition item valued at more than $25,000 must include
a detailed invoice in order to be approved for reimbursement.37
Recommendation 2
The Agency should require borrowers to properly file requisitions according to
bond financing agreements before disbursing any reimbursements.
The Agency should use its statutory authority to exercise due diligence and oversight over tax-exempt bond proceeds, especially in those cases where self-reporting by borrowers is inadequate.
The Agency should strengthen its system of internal controls by monitoring and
reviewing disbursement requests to ensure compliance with all bond financing
agreements. The Agency should:
• Ensure that it has access to adequate staff, consultants or other
means to independently verify the assertions made by borrowers; and,
• Require detailed invoices to accompany requisitions for
expenditures above a certain threshold, such as $25,000.

37 Discussion with MassHEFA staff with SAO, October 2002.
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Observation 3
FAHC admits it misused tax-exempt bond proceeds issued by the Agency to pay
for:
• Costs of more than $1 million associated with a privately-financed parking
garage; and,
• Items that did not have a CON issued by BISHCA.
This appears to violate the terms of FAHC’s bond financing agreements.
The Agency, and Bond Trustee, released at least $50 million in tax-exempt bond
proceeds to FAHC without proof required on its forms that a CON had been issued
by BISHCA in compliance with state laws, and without documentation of how the
bond proceeds were spent in compliance with bond financing agreements.
Discussion
FAHC used bond proceeds for items that lacked a CON
FAHC has admitted that some state and local permit fees, part of the project’s so-called
“soft costs,” were not provided to State health care regulators and this was not part of
the hospital’s CON-related spending cap of $173 million.38
On August 19, 2002 this Office requested supporting documentation from the Agency to
demonstrate how FAHC had used tax-exempt bond proceeds. FAHC provided this documentation on December 2, 2002. From our review of invoices and other documents, it
appears that bond proceeds were used to pay for numerous items that lacked a required
CON.
In a letter from FAHC to BISHCA Commissioner Elizabeth Costle,39 FAHC noted that
under its CON for the Renaissance Project and the parking garage it was “approved to
spend a total of $228 million. However, there are additional planned, but unapproved,
expenditures related to the Renaissance Project that require BISHCA’s review. We estimate that these expenditures total approximately $81.3 million, but this figure is subject

38 Letter from FAHC Interim CEO Edwin Colodny to BISHCA Commissioner Elizabeth Costle,
November 8, 2002, p. 2.
39 Ibid.
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The Tale of the Construction Funds
Series 2000A ($100 million series)
Requisition 1, March 29, 2000 (Reimbursement): $2,500,000
Requisition 2, April 21, 2000 (Issuance Costs): $207,930
Requisition 3, April 21, 2000 (Issuance Costs): $29,822
Requisition 4, April 21, 2000 (Issuance Costs): $29,720
Requisition 5, April 21, 2000 (Issuance Costs): $20,475
Requisition 6, May 30, 2000 (Issuance Costs): $34,200
Requisition 7, May 31, 2000 (Issuance Costs): $157,569.67
Requisition 8, April 21, 2000 (Issuance Costs): $1,500
Requisition 9, April 21, 2000 (Issuance Costs): $13,240.78
Requisition
Requisition
Requisition
Requisition
Requisition
Requisition
Requisition
Requisition
Requisition
Requisition
Requisition
Requisition
Requisition
Requisition
Requisition
Requisition
Requisition
Requisition
Requisition
Requisition
Requisition

1, August 17, 2000 (Construction): $5,752,297.52
2, August 23, 2000 (Construction): $1,873,063.11
3, February 21, 2001 (Project costs): $4,669,528
4, June 25, 2001 (Project costs): $1,286,046
5, June 25, 2001 (Project costs): $2,007,936
6, June 25, 2001 (Project costs): $1,147,558
7, August 27, 2001 (Project costs): $1,029,405
8, September 12, 2001 (Project costs): $1,037,455
9, September 26, 2001 (Project costs): $576,801.41
10, December 10, 2001 (Project costs): $1,496,297
11, December 20, 2001 (Project costs): $1,840,417.96
12, January 22, 2002 (Project costs): $3,478,391
13, February 6, 2002 (Project costs): $2,224,251.84
14, March 26, 2002 (Project costs): $2,398,957.51
15, March 26, 2002 (Project costs): $3,148,564
16, April 16, 2002 (Project costs): $4,601,157
17, June 5, 2002 (Project costs): $3,707,321.65
18, July 17, 2002 (Project costs): $3,314,392
19, July 25, 2002 (Project costs): $2,977,771.46
20, September 18, 2002 (Project costs): $5,342,499.67
21, November 25, 2002 (Project costs): $467,771.96

Series 2000B ($50 million series)
Requisition 1, March 29, 2000 (Reimbursement): $27,500,000
Requisition 2, April 21, 2000 (Issuance costs): $111,961.43
Requisition 3, April 21, 2000 (Issuance costs): $26,112.49
Requisition 4, April 21, 2000 (Issuance costs): $15,845
Requisition 5, April 21, 2000 (Issuance costs): $16,002.70
Requisition 6, April 21, 2000 (Issuance costs): $11,025
Requisition 7, April 21, 2000 (Issuance costs): $30,800
Requisition 8, April 21, 2000 (Issuance costs): $18,500
Requisition 9, April 21, 2000 (Issuance costs): $84,845.20
Requisition 10, April 21, 2000 (Issuance costs): $6,521.58
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to continuing evaluation by us and close scrutiny by your staff. The unapproved expenditures include:
• The cost of construction and renovations projects in our existing facilities that
are being done concurrently with the Renaissance Project ($8.1 million).
• Additions to elements of the Project approved in the amended CON ($900,000).
• Owner’s construction expenses not included in the amended CON ($2 million).
• Demolition, site work, landscaping costs and expenditures for utility and
infrastructure upgrades associated with the Project ($8.4 million).
• The costs of temporary facilities that were built to facilitate Project construction
($3.7 million).
• Fit-up costs to accommodate programs that were displaced as a result of
the demolition of our existing buildings ($4.3 million).
• Historic preservation costs for the Mary Fletcher building required by our
local zoning permits ($1 million).
• Planning, permitting and design fees for the Project that were not included in
the amended CON ($12.9 million).
• Capital expenditures and operating expenses that Fletcher Allen incurred in
connection with the land swap with the University of Vermont ($12.9 million).
• The costs of equipment and furnishings that will be installed in the
Ambulatory Care Center and represent “new” capital investments ($27.1 million),
as opposed to the replacement of existing equipment and furnishings.”
In this letter, FAHC said it would ask state regulators to approve an amended CON to
include these additional costs. FAHC, in its November 8, 2002 letter, said it will also ask
BISHCA to add $5.4 million to the amended CON of $173.4 million for the Renaissance
Project due to “various scope and cost changes.” It will also ask BISHCA to approve the
deposit of $11.3 million in a contingency fund. On February 7, 2003 FAHC submitted an
application to amend its CON in order to spend an additional $129.3 million, for a total
of $356 million.
The misuse of tax-exempt bond proceeds falls into two categories: Money used to pay
for the privately-financed garage, and money used to pay for construction items or
changes to the project that had not been reviewed and approved by BISHCA.
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Parking Garage
On May 17, 2000, Dave Demers, FAHC’s Vice President of Planning and Business
Development, informed BISCHA that a third party was going to construct, own and operate its proposed parking garage, and as a result the hospital was removing the parking
garage from its Renaissance Project CON.
FAHC sent a copy of this letter to the Agency, which then forwarded the letter to its Bond
Counsel on May 30, 2000.
According to an August 23, 2002 letter from the Agency’s Executive Director to the State
Auditor:
“Bond Counsel advised the Agency and Fletcher Allen that removing the garage
from the CON would mean that no moneys [sic] in the Construction Funds could
be used for the garage.”
In this same letter, the Agency said that its Bond Counsel also determined that the construction project was large enough to absorb the tax-exempt bond proceeds without the
garage.
In a July 12, 200040 update to health care regulators, hospital officials said they were
removing the garage from the CON because the garage was:
• An attractive investment for a third party;
• Eliminates the need for spending patient care dollars on a non-patient care
item; and,
• Helps keep the overall CON within bounds of the original amount.
FAHC now admits that it spent more than $1 million in tax-exempt bond proceeds from
May of 2000 through April of 2002 on aspects of the project it told regulators and financiers were being pulled out of the CON and paid for by a third party.41

40 Report of the Ad Hoc Committee Concerning Governance and Compliance Issues Relating to the
Renaissance Project, Fletcher Allen Ad Hoc Committee, November 15, 2002, p. 23.
41 Letter from Roderick Whitney, FAHC Treasury Director, to Malcolm Rode, the Agency’s Executive
Director, December 2, 2002.
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FAHC had agreed to a synthetic lease approach to financing the parking garage by early
2001.42 The Ad Hoc Committee report states that on January 15, 2001:
“David Sylvester circulated to David Cox, Kim Reidinger and Allen Martin a proposed letter to David Cox, confirming the decision to pursue a synthetic lease. In
the letter, Mr. Sylvester stated that on January 11, the working group had identified the synthetic lease form of ownership, and that the synthetic lease would be
treated as an operating lease for accounting purposes … and a loan for tax purposes (with Fletcher Allen treated as the asset owner).” This letter further stated
that on January 16, 2001, “Allen Martin e-mailed David Cox, Bill Boettcher, Thad
Krupka and Kim Reidinger that the ‘[synthetic lease] does not require a CON
because it will appear as an operating lease on [Fletcher Allen’s] books.’”43
In July 2001, FAHC completed the documentation for financing the construction of the
garage, which meant that CSL would nominally construct, own and operate the garage.
The final go-ahead was given on July 16, 2001 when the Executive Committee of the
FAHC’s Board of Directors approved the financing.44
In August 2001 Fletcher Allen Health Care received a permit from the Burlington
Planning & Zoning Department for Phase “O” of their project, which consisted of “site
excavation and foundations for all proposed buildings, including the Central Plant,
Ambulatory Care Center, Education Center and parking garage.” The Development
Review Fee for this phase of the project was $52,532.00, which Fletcher Allen paid on
August 31, 2001. Fletcher Allen was reimbursed with tax-exempt bond proceeds from
the Construction Fund established by the 2000A Series on September 26, 2001, according to Requisition 9 approved by the Agency.

42 Report of the Ad Hoc Committee Concerning Governance and Compliance Issues Relating to the
Renaissance Project, Fletcher Allen Ad Hoc Committee, November 15, 2002, p. 34.
43 Ibid.
44 Ibid, page 41.
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On April 10, 2002 FAHC paid the City of Burlington’s nearly $470,000 for a permit issued
by the Department of Public Works that reads under “Description of Work:”
“HOSPITAL CONSTRUCTION: ACC, EDUCATIONAL CENTER, PARKING
GARAGE, AND CENTRAL PLANT SUPER STRUCTURE STRUCTURE, SHELL
AND CORE”.
FAHC was reimbursed in full for this permit with tax-exempt bond proceeds on April 16,
2002, according to Requisition 16 approved by the Agency.
On August 19, 2002 our Office first requested the Agency to provide supporting documentation related to the 19 requisitions to ensure the tax-exempt proceeds were being
used appropriately.
According to a letter from the Agency to our Office on September 6, 2002 an unnamed
FAHC representative told the Agency that the hospital would fully document its repayment of garage-related funds by “netting them out of future invoices” submitted to the
Agency. In conversations with our Office, Agency officials indicated that FAHC official
was Roderick Whitney, FAHC’s Treasury Director.
On December 2, 2002 – nearly four months after our initial request via the Agency –
FAHC submitted 27 binders of supporting documents for the 21 requisitions that it had
filed.
In Requisition 21, dated November 25, 2002, FAHC repaid $731,168.50 to the
Construction Fund. This is in addition to $357,309.12 that was “credited back” in
Requisition 20 dated September 2002, according to Roderick Whitney in a letter to the
Agency on December 2, 2002.
To date, FAHC has repaid the Construction Fund $1,088,477.60. Most of these funds $820,082.00 - were spent after May 17, 2000 when FAHC informed state regulators it
was pulling the garage from its CON-approved project.
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Upon review, however, it appears as if further problems exist with these supporting documents and not all garage-related costs may be properly identified. For example:
• There are no supporting invoices for any of the Series 2000B requisitions. As
of August 19, 2002 there was one project-related requisition (Requisition 1,
dated March 29, 2000) with a list of items totaling $27.5 million in capital
costs FAHC paid to itself with bond proceeds;
• There is no supporting invoice for Requisition 1, dated March 29, 2000 for a
$2.5 million request for “Network/PC Rollout (computers)” for project-related
costs;
• Seven separate fees, totaling $440,527.79, paid to the City of Burlington
appear to be related to the private parking garage, according to documents
on file with the city’s Burlington Planning & Zoning and Public Works
departments. As of December 2, 2002 no money was re-allocated from these
invoices to the Construction Fund;
• There are two Requisition 1s for the Series 2000A Bonds. The first is dated
March 29, 2000 (noted above) and the second is dated August 17, 2000 for
more than $5.7 million in project-related construction costs. The supporting
documentation provided by FAHC does not rectify this duplication, nor explain
it; and,
• In calculating garage-related spending from a number of early invoices, FAHC
used a pro-rated percentage rather than exact, detailed invoices to determine
the re-allocation amount. The formula used to determine these amounts
should be verified and examined.
FAHC explained, in a February 14, 2003 letter to the Agency, the various formulas it used
to reallocate, to date, more than $1 million that was originally paid in error from the
Construction Fund. Of this amount, $357,309.12 was directly related to the parking
garage and did not need an allocation formula. The remaining $674,793.61 reallocated
to the Construction Fund paid for “soft costs.” FAHC noted in its letter:
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“[M]any of the ‘soft costs’ for the Renaissance Project and the Parking Garage are
billed to Fletcher Allen on a single, combined invoice that does not allocate the
costs between the Renaissance Project and the Parking Garage. Fletcher Allen
must then make an allocation between the projects for each combined invoice.
Fletcher Allen developed allocation methodologies for these types of combined
invoices in June 2001 when Fletcher Allen was preparing the budget for the
Parking Garage in connection with the CSL transaction.”45
FAHC also noted in this letter that some of its reallocations were made in error, and
future adjustments would be made in a requisition presented to the Agency. FAHC also
noted that it would review other state and local permits to re-assess the allocations it has
made to date.46
The Agency’s Bond Counsel believes these corrective procedures are “sufficient to remedy any issues that might have adversely affected the tax exemption of interest on the
Bonds as a result of any garage-related requisitions. Federal tax regulations also permit
reallocations of tax-exempt bond proceeds up to 18 months after a bond-finance project
has been placed in service.”47
Other Non-CON related spending
The use of tax-exempt bond funds to undertake construction activity that is not yet fully
approved works against the purpose of CON regulations, which are in place to help keep
the costs of health care in check.
Institutions can, and occasionally do, according to Agency officials, go out to bond for the
future purchase of capital equipment. This allows the institution to put money aside for
future anticipated debt, usually spent during a three-year period. Institutions may also
pay off outstanding debt from certain past-approved projects as allowed by federal
income tax laws.

45 Letter from Roderick Whitney, FAHC’s Treasury Director, to the Agency, February 14, 2003, p. 2.
46 Ibid, p. 4.
47 Letter from Max Von Hollweg, Agency Bond Counsel, to Agency Executive Director Malcolm S.
Rode, February 27, 2003, p. 1.
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For example, FAHC was reimbursed $27.5 million for various capital expenditures,
according to Requisition 1 of the Series 2000B bond proceeds dated March 29, 2000.
According to this Requisition, the items under “Building and Leasehold Improvement”
include:
• $1,816,650 – 35 Joy Drive (building);
• $180,000 – 35 Joy Drive (land);
• $2,074,057 - MRI Building expansion; and,
• $6,863,247 – Fanny Allen Hospital rehabilitation building project.
The items under “All Other Assets” include:

`

• $2,126,300 – Telecommunications System (paid to date);
• $1,826,900 – Horizon MRI system; and,
• $653,309 – Network/PC Rollout (computers). This item description
also appears on the Series 2000A Requisition 1 as a $2.5 million
reimbursement.

FAHC did not provide copies of the CONs to the Agency, and it is unclear whether a CON
was needed, for any of the above projects. The Agency’s Executive Director told our
Office in an interview:
“Often hospitals bond for equipment that is not yet purchased. But, they certify
that they will get a CON if they need one in order to get money from the
Construction Fund.”
According to CON regulations48 health care facilities are subject to CON review when
they propose to offer a “new institutional health service.” According to the Statute, such
a service includes:
“The construction, development, or other establishment of a new health care
facility except for the purchase or lease of an existing health care facility other
than the purchase of a hospital;

48 18 VSA § 9434.
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Any expenditure by or on behalf of a hospital in excess of $1,500,000 or any
expenditure by or on behalf of any other health care facility in excess of $750,000,
which, under generally accepted accounting principles, consistently applied, is a
capital expenditure;
Acquisition by purchase, or by lease or other comparable arrangement, by or on
behalf of a health care provider of a single piece of diagnostic or therapeutic
equipment for which the cost, or in the case of a donation the value, is in excess
of $500,000. For purposes of this subdivision, the purchase or lease of one or
more articles of diagnostic or therapeutic equipment which are necessarily
interdependent in the performance of their ordinary functions or which would
constitute any health care facility included under section 9432(10)(B) of this title,
as determined by the commissioner, shall be considered together in calculating
the amount of an expenditure. The commissioner’s determination of functional
interdependence of items of equipment under this subdivision shall have the
effect of a final decision and is subject to appeal under this subchapter;
A change from one licensing period to the next in the number of licensed beds of
a health care facility through the addition or conversion, or through the relocation
from one physical facility or site to another;
The offering of health services in or through a health care facility which were not
offered on a regular basis in or through such health care facility within the
twelve-month period prior to the time such services would be offered if such
services have an annual operating expense in excess of $300,000 or the offering
of any home health services;
The purchase of an existing hospital;
The offering of any cardiac catheterization laboratory service.”
Aside from the items listed above in Requisition 1 of the Series 2000B totaling $27.5 million, this Office reviewed additional supporting documents FAHC submitted to the
Agency.
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Our review found that FAHC used tax-exempt bond proceeds to pay for items that it has
revealed it hid from regulators.49 In addition, FAHC knowingly spent above its amended
CON-approved cap of $173.4 million. In his November 8, 2002 letter to Commissioner
Costle, FAHC’s Interim CEO Edwin I. Colodny disclosed that FAHC intended to ask regulators to approve $8.4 million for “Demolition, site work, landscaping costs and expenditures for utility and infrastructure upgrades associated with the Project.”50 Of the $88.3
million that FAHC has now identified as being related to the Renaissance Project, and
not previously disclosed to State regulators, the hospital has already spent $34.6 million.51
Supporting documents provided by FAHC and reviewed by this Office reveal that the
hospital has already paid for much, if not all, of this work out of tax-exempt bond proceeds. Specifically:
• In Requisition #15 (Exhibit 21, Invoice 72401 dated February 25, 2002),
Macomber/Barton Malow billed $799,333.60 to FAHC, which then paid these
costs with tax-exempt bond proceeds, to pay fees associated with site excavation,
backfill, metal structures and foundation work in the “Construction Phase of
C.O.N.” It is not clear if the work being done by these firms is related to the
parking garage, the Renaissance Project or both. The firms identified with
assisting with the mass excavation, backfill and foundation work include:
J.A. McDonald ($58,691.61); PGI (Pizzagalli, Griswold, Ireland), A Joint Venture
($559,698.20); Schnabel Foundation Co. ($38,262.60);
Supermetal Superstructures ($120,418.92).
• In Requisition #15 (Exhibit 22, Invoice 72400 dated February 26, 2002),
Macomber/Barton Malow billed $1,214,665.40 to FAHC, which then paid the costs
with tax-exempt bond proceeds, to pay fees associated with site excavation,
backfill, metal structures and foundation work in the “Construction Phase of
R.A.P.” It is not clear if the work being done by these firms is related to the
parking garage, the Renaissance Project or both.

49 Letter from FAHC Interim CEO Edwin Colodny to BISHCA Commissioner Elizabeth Costle,
November 8, 2002, pgs 1-2.
50 Ibid, p. 3.
51 Application for an Amended Certificate of Need for the Renaissance Project, FAHC submission to
BISHCA on February 7, 2003, p. 39.
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• In Requisition #16 (Exhibit 5, Invoice 72797 dated March 28, 2002)
Macomber/Batton Malow billed $3,489,154.43 to FAHC, which then paid the costs
with tax-exempt bond proceeds, to pay for site excavation, backfill, metal
structures and foundation work in the “Construction Phase of C.O.N.” It is not
clear if the work being done by these firms is related to the parking garage, the
Renaissance Project or both. The firms identified with assisting with the mass
excavation, backfill and foundation work include: J.A. McDonald ($57,960.00);
PGI (Pizzagalli, Griswold, Ireland), A Joint Venture ($2,152,173.80); S.D. Ireland
($78,790.68); Schnabel Foundation Co. ($54,000.00); Supermetal
Superstructures ($487,271.18).
• In Requisition #16 (Exhibit 6, Invoice 72795 dated March 28, 2002)
Macomber/Batton Malow billed $595,433.46 to FAHC, which then paid the costs
with tax-exempt bond proceeds, to pay for “Construction Phase of R.A.P.” It is not
clear if the work being done by these firms is related to the parking garage, the
Renaissance Project or both.
The amounts of these four invoices total $6,098,586.89.
Our Office’s review of supporting documents for Requisitions 17, 18, 19, and 20 found
similar lack of detailed information for invoices related to “Construction Phase of C.O.N.”
and “Construction Phase of R.A.P.”
The Contractor’s Application for Payment that accompanies all bills for the “Construction
Phase of C.O.N.” invoices includes a line item “Original Contract Value.” This value is
stated as $142,166,599.00 for this batch of invoices.
The Contractor’s Application for Payment that accompanies all bills for the “Construction
Phase of R.A.P.” invoices also includes a line item “Original Contract Value.” This value
is stated as $26,185,856.00 for this batch of invoices.
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Recommendation 3
Before disbursing any payments the Agency should require borrowers to provide
proof that a CON has been issued by BISHCA (when necessary), and documentation that bond proceeds are properly spent in compliance with all financing agreements.
The Agency should hire an independent audit firm to conduct a forensic audit of
the requisitions and invoices submitted by FAHC in order to independently verify
compliance with applicable State and Federal laws, and the bond financing agreements.
A forensic audit could reveal any further questionable costs paid with tax-exempt
bond proceeds. The cost of this audit would be paid for with bond proceeds,
which is an allowable use of tax-exempt bond proceeds.52

52 Article III, Section 3.04(b)(iv) of the Loan Agreement between FAHC and the Agency,
February 1, 2000.

- 41 -

Observation 4
There is no communication between the Agency and BISHCA.
If BISHCA had received copies of construction requisitions and invoices produced
by the hospital, spending irregularities could have been caught earlier, potentially saving millions of dollars.
Discussion
The use of tax-exempt bond funds for construction activity that is not yet fully approved
by health care regulators works against the goal of reining in the costs of construction
projects and the impact they have upon health care costs.
If BISHCA had received copies of construction requisitions and invoices produced by the
hospital, spending irregularities could have been caught at an earlier date – as early as
July of 2000 - potentially saving millions of dollars.
These costs included excavation, permit fees to demolish buildings and construct temporary buildings that were not included in the original CON or project description. These
costs also include items (listed in Observation 1) that are not related to the construction
of the Renaissance Project or the parking garage.
A potentially overarching issue is that the Agency approves bond issuances that include
spending for “routine capital improvements and equipment for various health care facilities operated by the Borrower,” according to various bond financing documents on file
with the Agency.
These improvements, which typically are not related directly to the construction project,
may or may not need a CON depends on whether or not they meet the various standards
in the State’s CON regulations. And, the Agency operates under the principle that if the
hospital is required to get a CON for any project they either have one or will get one.
(See Observation 3, pages 36-40). However, as FAHC’s Ad Hoc Committee report
noted, the hospital has been operating under a self-described “culture of withholding
information.”
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On each Requisition form submitted by FAHC for reimbursement from the Construction
Fund is the following statement:
“If such obligation payable has received a certificate of need, a copy of such certificate of need is attached, or if such obligation payable has not received a certificate of need, attached is an Opinion of Counsel, in form and substance satisfactory to the Bond Trustee and the Agency, that no certificate of need is required
with respect to such obligation payable.”
State regulators at BISHCA told FAHC on December 14, 2001 and again on January 29,
2002 that moving ahead with the construction of the Birthing Center on the seventh floor
of the McClure wing was done so “at their own risk.” And, these changes needed to be
reviewed by BISHCA before Fletcher Allen would receive official state approval.
In her December 14, 2001 letter, BISHCA Commissioner Betsy Costle said:
“ … please note that the outcome of such a review may be approval, approval in
part or denial. While this review is pending, therefore, Fletcher Allen Health Care
proceeds with the changes outlined in its implementation report and addenda at
its own risk.”53
This letter was not shared with the Agency, and on July 25, 2002 the Agency approved
a Requisition that included a $9,600 permit payment to Burlington’s Department of Public
Works that allowed Fletcher Allen to:
“ENLARGE SWVENTH (sic) FLOOR ON MCCLURE BUILDING FOR A NEW
BIRTHING CENTER.”(capitalization from original permit document)
During its review of FAHC’s construction project BISHCA – on several occasions – said
it would not use it statutory authority to slow down, or halt, certain aspects of the project
that were being built without a proper CON because it could cause FAHC to default on
it bonds.

53 Letter from Elizabeth Costle, BISHCA Commissioner, to David M. Demers, Senior Vice President,
Planning and Business Development, December 14, 2001.
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As early as July 7, 2000, FAHC representatives informed BISHCA that Hedge Bond
Rules, if strictly applied, meant that there was little room to spare in terms of allowing for
additional review of the project. In its letter, FAHC said:
“In particular, there are only three months of cushion before the date on which the
30% test must be met at the end of year two. If our construction schedule is
delayed, these three months of cushion can evaporate very quickly. Although the
Hedge Bond Rules are applied at the time that a particular financing closes rather
than retrospectively, with 20/20 hindsight, it is still critically important to keep the
Project on schedule.”54
BISCHA appeared to adopt FAHC’s conservative view of the rules governing the timeframe during which bonds must be expended. The Agency’s Bond Counsel is now also
stating it shares this conservative view.55
The Hedge Bond Rules outlined in the Tax Certificate and Agreement signed on March
29, 2000 by FAHC, as part of its financing agreement with the Agency, includes the following language governing the timeframe by which tax-exempt bonds funds need to be
expended:
“The Borrower expects that at least eighty-five percent (85%) of the net sale proceeds (as such term is defined in Treasury Regulation Section 1.148-1(b)) of the
Bonds will be allocated to expenditures for the Project, including Capitalized
Interest, within five (5) years from the date hereof.”56
It is important to note that FAHC’s original CON for the construction project was $118 million. That was increased to $173 million (without the $55 million private parking garage)
in an amended CON issued in 2000. Now, FAHC has submitted a total project cost of
$326 million.

54 Letter Priscilla Reidinger, FAHC General Counsel, to Stan Lane, BISHCA Health Policy Analyst,
July 7, 2000.
55 Letter from Agency Executive Director Malcolm S. Rode to State Auditor Elizabeth M. Ready,
February 27, 2003, p. 3.
56 Tax Certificate and Agreement, Part B, Section 2, signed by FAHC on March 29, 2000.
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Despite the increasing costs associated with the project, this conservative view of the
Hedge Bond Rules affected a number of BISCHA policy decisions.
On December 12, 2000 BISHCA denied party status to Business Review Services. This
denial came prior to the review of FAHC’s application to amend its CON to increase the
overall cost of the Renaissance Project to $173 million and remove the parking garage.
Business Review Services, which negotiates insurance plans on behalf of groups of
small employers, was concerned about the project’s rising cost and its impact on insurance rates.
In her denial letter, BISHCA Commissioner Elizabeth Costle said:
“ … allowing BRS party status at this late date would substantially and irreparably harm Fletcher Allen’s interests in the unappealed CON that I issued eighteen
months ago. The bonds that were issued to Fletcher Allen to finance the approved
project have requirements surrounding construction spending that, if delayed,
would harm FAHC’s ability to finance the project under the approved terms of the
original CON.”
In a July 15, 2002 press release issued by BISHCA announcing that it had issued a CON
for the parking garage, BISHCA Commissioner Elizabeth Costle said:
“After careful review of all of the facts, I concluded that the hospital’s application
for the parking garage should be approved because stopping the project could
have had very serious consequences for Vermont.”
In this press release, BISCHA also stated:
“Not issuing the CON could have resulted in default on $55 million of construction
financing, default on $150 million of Fletcher Allen’s tax-exempt bonds, and the
shutdown of the entire Renaissance Project.”
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The Agency’s Executive Director, Malcolm Rode, said it was his opinion that the spending targets included in the bond agreement are flexible, and the failure to adhere to the
exact dollar and date would not cause a default of the bonds. However, “BISCHA never
called this Office to ask for our opinion, they just said what the hospital told them.”57
Rode further added: “I don’t hear from them and they (BISCHA) don’t seem to be interested in us. In the past, I have invited BISCHA to [the Agency’s] board meetings, and
their attendance was irregular. After a while, I guess I just stopped making invitations to
them. So, I guess I’m as much at fault as they are.”58
Recommendation 4
The Agency should require borrowers to supply BISHCA with copies of all requisitions and supporting documents related to requests for reimbursements with
tax-exempt bond proceeds.
The Agency should also notify BISHCA of public hearings when a bond issuance
is approved and provide copies of all relevant information pertaining to the project’s description and financing arrangement(s).

57 Telephone interview with SAO staff on August 21, 2002.
58 Interviews with SAO staff on August 8, 2002 and February 18, 2003.
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Appendix A
Vermont Educational & Health Buildings Financing Agency’s
Response to Draft Assessment

Appendix B
Bond Counsel’s Review of Covenant Violations
(& Fletcher Allen Health Care’s Response)

Appendix C
State Auditor’s Correspondence

Follow-Up Questions Sent VIA E-mail from State Auditor’s Office to
the Agency on August 14, 2003

Did Fletcher Allen provide proof of a Certificate of Need for the various capital expenditures they paid for with proceeds from the Series 2000A and 2000B bonds?
The Bond Counsel for the Agency has reviewed the requisition forms and determined
that nothing looked as if it is related to the garage. When was this analysis completed
and how was it delivered to the Agency - verbally or in writing? Does the Agency have
a policy and procedures manual related to the review of requisition forms?
Did Fletcher Allen notify the Agency about changes in the project’s design, or to the
CON for the project? If so, how and when? Did the Agency, or its counsel, ask any
questions about changes to the overall project?
Did the Agency’s bond counsel, at the time of closing or since the bonds were issued,
give any guidance to Fletcher Allen or to the Agency in writing regarding the financing
of the underground parking garage? Verbally? What documentation of this advice
exists?
Did the Agency’s Board of Trustees discuss changes to the project? Does the Board
track changes to any project it issues bonds for? Does the Agency have a conflict of
interest policy for its board members?
How are the covenants in the Tax Certificate and Trust Agreements enforced? Has one
ever been enforced? What steps would the Agency take if it knew an entity’s billings
were in violation of the agreement? Would the Agency deny the request, and if it did
what are the steps taken and who is notified of the violation? Has the Agency ever
denied a request?
Whose responsibility is it to enforce the agreements?
Does any signatory to the bond agreements - such as the Agency, the Master Trustee
or the Bond Insurer - track construction spending against the agreed-to bond expenditure timeline?

Appendix D
Timeline of Key Events Related to the Renaissance Project

Key Events Related to the Use of Tax-Exempt Bond Proceeds
to finance the Renaissance Project
Prepared by the Office of the State Auditor, February 2003

1999
March 17: Fletcher Allen Health Care (FAHC) officials meet with representatives of the
Vermont Educational and Health Buildings Financing Agency (Agency) to establish a working group to finance pending construction project that is expected to receive a Certificate of
Need (CON) from the State.
April 12: Original CON approved by the Department of Banking, Insurance, Securities and
Health Care Administration (BISHCA), including $16.4 million for a parking garage, after
hearings held before the Public Oversight Commission (POC).
August 27: The Agency agrees to issue bonds to fund construction of FAHC’s project.
September 21: The Agency holds public hearing on the issuance of bonds related to Fletcher
Allen’s construction project. No one from the public attends.

2000
February 28: $150 million in bonds, two series, officially priced by Salomon Smith Barney.
March 5: Act 250 permit issued.
March 28: Bond issues close.
March 9: FAHC presents overview of design review changes to the POC; the parking garage
is still part of the CON.
May 17: FAHC sends a “white paper” to BISHCA to announce changes to its CON. FAHC
says it is removing the garage and changing the project’s overall design and scope.
June: FAHC counsel has discussions with the Agency and its bond counsel about removing
the parking garage. FAHC is told verbally that it cannot use bond proceeds to finance the construction of the private parking garage.
July 12: FAHC presentation regarding design review changes to POC, including the removal
of the parking garage from the CON because a third party is being sought to finance, build
and own it.

December 12: BISHCA denies party status to Business Review Services, citing any delay
could place the tax-exempt status of the bonds used to finance the Renaissance Project.
December 15: POC recommends approval of amended CON.

2001
March 2: BISHCA Commissioner approves amended CON for $173.4 million.
April: Groundbreaking of Renaissance Project.
June – December: FAHC is reimbursed with $11.8 million in tax-exempt bond proceeds for
work that is related to site excavation, foundation construction and building demolition that,
in part, supports the private parking garage. This money is also being used to pay for items
that FAHC now admits it hid from regulators – including building demolition and some site
excavation.
July 16: FAHC Board of Trustees’ Executive Committee meets to approve garage financing.
July 19: FAHC enters into financing agreement with JP Morgan Chase to build the underground parking garage.
August 30: FAHC pays (with tax-exempt bond proceeds) more than $52,000 to the City of
Burlington for a zoning permit. This permit is for the site excavation and construction of
foundations of all proposed buildings – including the private parking garage.
September 7: Fletcher Allen enters into a Garage Parcel Ground Lease with CSL Leasing (a
subsidiary of JP Morgan Chase).
October: Excavation for Ambulatory Care Center and private parking garage begins.
October 31: FAHC files design development report with BISHCA.
December 3: FAHC pays (with tax-exempt bond proceeds) more than $129,000 for a City of
Burlington zoning permit related to increased costs of the total construction project; this addition includes the costs associated with the private parking garage.
December 10: FAHC files status report regarding the conditions of the amended CON with
BISHCA.
December 14: FAHC pays (with tax-exempt bond proceeds) $42,000 for a City of Burlington
building permit to put in place a below-grade foundation that will support, in part, the private
parking garage.

December 14: BISHCA requests documents related to the parking garage transaction.
December 18: FAHC responds to BISHCA request.
December 20: BISHCA issues subpoena to FAHC in order to receive documents.

2002
January: FAHC responds to BISHCA’s subpoena.
March – April: FAHC spends more than $15.8 million on excavation and foundation work
related to the Renaissance Project. It is unclear if any of the tax-exempt bonds were used during this time to complete work on the parking garage.
April: Excavation of the Ambulatory Care Center is completed.
April 3: Former FAHC CFO David Cox testifies, under oath, before BISHCA counsel in
response to earlier subpoena.
June 21: FAHC agrees to pay a BISHCA fine of $320,000 for not applying for CON for the
private parking garage.
July 15: BISHCA Commissioner issues CON for private parking garage, after determining
that it is being built on behalf of FAHC and should have been included in the total price associated with the CON.
August 19: State Auditor’s Office requests supporting documentation from the Agency to
demonstrate how Fletcher Allen had used tax-exempt bond proceeds.
December 2: FAHC provides 27, three-ring binders of documentation to the Agency and the
State Auditor’s Office.
(Sources: Fletcher Allen Health Care, the Department of Banking, Insurance, Securities and
Health Care Administration, the Vermont Educational and Health Buildings Financing
Agency and staff research)
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