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THE LEGISLATIVE POST Audit Committee and
its audit agency, the Legislative Division of Post
Audit, are the audit arm of Kansas government.
The programs and activities of State government
now cost about $10 billion a year. As legislators
and administrators try increasingly to allocate tax
dollars effectively and make government work more
efficiently, they need information to evaluate the
work of governmental agencies. The audit work
performed by Legislative Post Audit helps provide
that information.

We conduct our audit work in accordance
with applicable government auditing standards
set forth by the U.S. Government Accountability
Office. These standards pertain to the auditor’s
professional qualifications, the quality of the audit
work, and the characteristics of professional and
meaningful reports. The standards also have been
endorsed by the American Institute of Certified
Public Accountants and adopted by the Legislative
Post Audit Committee.

The Legislative Post Audit Committee is a
bipartisan committee comprising five senators and
five representatives. Of the Senate members, three
are appointed by the President of the Senate and
two are appointed by the Senate Minority Leader.
Of the Representatives, three are appointed by the
Speaker of the House and two are appointed by the
Minority Leader.

Audits are performed at the direction of
the Legislative Post Audit Committee. Legislators

or committees should make their requests for
performance audits through the Chairman or any
other member of the Committee. Copies of all
completed performance audits are available from
the Division’s office.
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The Legislative Division of Post Audit supports full access to the services of State government for all
citizens. Upon request, Legislative Post Audit can provide its audit reports in large print, audio, or other
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To: Members, Legislative Post Audit Committee
Senator Les Donovan, Chair Representative John Edmonds, Vice-Chair
Senator Anthony Hensley Representative Tom Burroughs
Senator Nick Jordan Representative Peggy Mast
Senator Derek Schmidt Representative Bill McCreary
Senator Chris Steineger Representative Tom Sawyer

This report contains the findings, conclusions, and recommendations from our
completed performance audit, Kansas Technology Enterprise Corporation: Reviewing
Bonuses Paid to Employees of KTEC and Its Subsidiaries.

The report includes several recommendations for the Kansas Technology
Enterprise Corporation to ensure that bonuses it pays to its employees are legal and in
line with legislative intent. We would be happy to discuss these recommendations or any
other items in the report with any legislative committees, individual legislators, or other

State officials.

Barbara J. Hinton
Legislative Post Auditor



Get the Big Picture

Read these Sections and Features:

1. Executive Summary - an overview of the questions we
asked and the answers we found.

2. Conclusion and Recommendations - are referenced in
the Executive Summary and appear in a box after each
question in the report.

3. Agency Response - also referenced in the Executive
Summary and is the last Appendix.

Helpful Tools for Getting to the Detail @~

= In most cases, an “At a Glance” description of the agency or
department appears within the first few pages of the main report.

= Side Headings point out key issues and findings.
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= Charts/Tables may be found throughout the report, and help provide
a picture of what we found.

= Narrative text boxes can highlight interesting information, or
provide detailed examples of problems we found.

= Appendices may include additional supporting documentation, along
with the audit Scope Statement and Agency Response(s).

Legislative Division of Post Audit
800 SW Jackson Street, Suite 1200, Topeka, KS 66612-2212
Phone: 785-296-3792  E-Mail: Ipa@]lpa.state.ks.us
Web: www .kslegislature.org/postaudit




EXECUTIVE SUMMARY

LecisLATIVE DivisioN oF PosTt AubpIT

Overview of the Kansas Technology Enterprise Corporation

The Kansas Technology Enterprise Corporation (KTEC) was created by =~ «=wweeeeeeees page 3
the 1986 Legislature as a public corporation to promote technology-based

economic development in Kansas. KTEC has created a network to help

achieve its goals including the Mid-America Manufacturing Technology

Center (MAMTC), a wholly owned subsidiary with 26 employees currently,

that helps small manufacturing companies modernize their operations so

they can remain competitive.

Question 1: What Bonuses Were Paid to Employees of KTEC and Its
Subsidiaries in Recent Years, and Was Payment of Those Bonuses
Consistent with State Law and Other Requirements?

KTEC will have paid its employees more than $550,000 in additional .. ... ... page 6
compensation from 2004 to 2006. KTEC has paid 21 employees annual

bonuses totaling almost $333,000 over the last three years to make its

employee compensation more competitive. KTEC also plans to give

some employees supplemental payments totaling $224,000 for services it

provided to the Kansas Bioscience Authority—half the amount the Authority

paid to KTEC for management, investment, and reporting services.

Over the last 10 years, the Legislature has attempted to restrict
additional compensation for KTEC employees in two ways. First,

the 1996 Legislature amended K.S.A. 74-8105(b)(1) to prohibit KTEC
employees who receive salaries from State funds from receiving additional
compensation for work done on behalf of subsidiaries, related entities, or
businesses in which KTEC invests. Second, the Legislature has included
a proviso in the appropriations acts since 1997 prohibiting KTEC, its
subsidiaries, agencies, and instrumentalities from using State-appropriated
money for bonuses or other additional compensation.

In general, the additional compensation KTEC provided wasn’t
prohibited by the restrictions in State law. The bonuses KTEC has
given its employees weren’t prohibited by the proviso restrictions because
payments were made out of investment earnings through KTEC Holdings,
and not from State appropriated funds. Generally, bonuses are not
prohibited by the 1996 statutory amendments because they were paid for
work done on behalf of KTEC, and not on behalf of a KTEC subsidiary or
other related entity. However, three employees did receive bonuses based
in part on work done for subsidiaries—15% of one employee’s bonus was
for overseeing changes to the staffing structure at MAMTC, and 10%-20%
of the bonuses for two other employees was for accounting and reporting
work done for KTEC Holdings. The Governor’s moratorium on State
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employee bonuses, which has been in effect since 2004, doesn’t apply to
KTEC because it is not under the Governor’s authority.

The Bioscience Authority’s contract with KTEC doesn’t prohibit
KTEC from using the fees for additional compensation to its
employees. The Authority paid KTEC $448,333 for services it provided.
Of that amount, the KTEC Board of Directors authorized $224,000 to be
distributed as supplemental pay to KTEC employees. The Authority’s
contract with KTEC was very vague regarding the work that would be
performed, but didn’t prohibit using the money for supplemental payments
to KTEC employees.

MAMTC has paid 44 employees almost $437,500 in bonuses over the
last three years, primarily for meeting performance goals. MAMTC
pays bonuses based on performance of the corporation and also on
individual employee’s performance. There are no restrictions in State
law to prevent MAMTC from paying bonuses to its employees because
MAMTC pays bonuses from net revenues, which are based on fees
charged to customers for services.

Question 1 Conclusion

Question 1 Recommendations

Question 2: What Were KTEC Officials’ Purposes in Paying Bonuses to
Their Own Employees or Employees of KTEC Subsidiaries, and
Are They Able To Demonstrate That Those Purposes Were Achieved?

KTEC uses bonuses to make its employee compensation more
competitive. KTEC officials said employee bonuses helps recruit and
retain employees with specialized skills. KTEC pays its employees
bonuses for their performance in their regular job duties. Each year, goals
and objectives are established for each employee. After the year is over,
KTEC conducts reviews to determine how well each employee achieved
the specified goals and objectives and the bonuses are based on those
reviews. KTEC doesn'’t routinely keep the documents that show whether
the employees achieved their goals, but we reviewed the 2006 documents,
which hadn’t been disposed of yet. The documents showed that the
employees who received bonuses achieved 93% to 105% of the goals and
objectives. As evidence of the need for bonuses to make salaries more
competitive, KTEC provided studies comparing its President’s salary to the
compensation of high-level university officials and executives at science
and technology research institutes.

MAMTC uses bonuses as a reward for employee and corporate
performance. MAMTC's formula for calculating bonuses has changed
over the last few years, but in 2006, the bonus pool for MAMTC
employees was based on the corporation’s net revenues and various
performance targets, including some on which MAMTC'’s federal funding is

ii
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based. Because MAMTC didn’t meet its goals for net revenues in 2006, it
didn’t pay any regular bonuses. However, its Board of Directors approved
individual bonuses for the Chief Executive Officer and three field engineers
based on their individual performance, totaling about $22,000.

Question 2 Conclusion ................ page 17
Question 2 Recommendations ................ page 17
APPENDIX A: Scope Statement —................ page 18
APPENDIX B: Agency Response ................ page 19

This audit was conducted by Melissa Doeblin. Leo Hafner was the audit manager. If you need
any additional information about the audit’s findings, please contact Melissa at the Division’s
offices. Our address is: Legislative Division of Post Audit, 800 SW Jackson Street, Suite 1200,
Topeka, Kansas 66612. You also may call us at (785) 296-3792, or contact us via the Internet at
LPA@lpa.state.ks.us.
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Kansas Technology Enterprise Corporation: Reviewing
Bonuses Paid to Employees of KTEC and Its Subsidiaries

Since the mid 1980s, Kansas has had three agencies with a role in
fostering economic development for the State: Kansas Inc., the
Department of Commerce, and the Kansas Technology Enterprise
Corporation (KTEC).

Over the years, Legislative Post Audit has conducted several audits
dealing with various aspects of the operations of these economic
development agencies. A 1996 audit reviewed the compensation
of executives in Kansas’ economic development agencies. A

1998 audit reviewed the State’s investment in venture capital

and the return it has gotten on that investment. In January 2001,
Legislative Post Audit issued an audit reviewing the coordination
and effectiveness of economic development programs in Kansas.

Legislators recently have expressed concern about bonuses
reportedly paid to employees of KTEC and its subsidiaries, whether
those bonuses were appropriate and reasonable, and what benefits
they resulted in.

This limited-scope performance audit addresses the following
questions.

1. What bonuses were paid to employees of KTEC and its
subsidiaries in recent years, and was payment of those
bonuses consistent with State law and other requirements?

2. What were KTEC officials’ purposes in paying bonuses to
their own employees or employees of KTEC subsidiaries,
and are they able to demonstrate that those purposes were
achieved?

To answer these questions we gathered salary and bonus
information, reviewed a legal opinion, talked to legislators who
were on the House Economic Development Committee and the
Committee’s staff, reviewed applicable statutes, and checked to see
if KTEC and its subsidiaries were meeting statutory requirements.
We also interviewed agency staff and examined how the agency
measures program results.

A copy of the scope statement approved by the Legislative Post
Audit Committee for this audit is included in Appendix A.
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In conducting this audit, we followed all applicable government
auditing standards set forth by the U.S. General Accounting
Office. Among other things, those standards require us to
disclose anything that may be viewed as an impairment to our
independence. The boards of KTEC and one of its subsidiaries,
the Mid-America Manufacturing Technology Center MAMTC),
have legislative members, including two current members of the
Legislative Post Audit Committee, Senator Nick Jordan and Chris
Steineger on the KTEC Board of Directors, and Senator Chris
Steineger on the MAMTC Board of Directors.

Once an audit is assigned to us, members of the Legislative Post
Audit Committee have no ability to affect how we do our work
or what we find. Their membership on the KTEC and MAMTC
boards had no impact on the conduct of this audit, or on the
findings, conclusions, or recommendations we reached.

Our findings begin on page 6, following a brief overview of
KTEC.
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Overview of the Kansas Technology Enterprise Corporation

KTEC Was Created by
The 1986 Legislature
To Advance Science
And Technology, and

KTEC is a statutorily established public corporation that supports
the development and commercialization of new technologies by
promoting technology-based economic development in Kansas. It is
governed by a 20-member board of directors made up of individuals

To Build Partnerships from the private sector, government, and academia, including four

Between Government members of the Legislature.

And Private Industry
KTEC’s primary goal is to support entrepreneurs and technology
companies by creating rapid-growth companies, higher paying
jobs, and a sustainable technology-based component to the State’s
economy.

KTEC’s Economic KTEC has created a network of programs, affiliates, and subsidiary

Development companies to help accomplish its economic development objectives.

Network Includes Four That network includes these wholly owned subsidiaries:

Wholly Owned

Subsidiaries ® KTEC Holdings, Inc. — Established in 1988, this subsidiary of KTEC

receives returns from KTEC programs and uses the proceeds to
invest in emerging companies, fund other KTEC programs and
operations, and enhance the compensation of KTEC employees.

® Mid-America Manufacturing Technology Center (MAMTC)
— Established in 1991, MAMTC is a non-profit engineering firm that
helps small manufacturing companies modernize their operations so
they can remain competitive. To do this, MAMTC provides clients with
technical training, engineering expertise, equipment demonstrations,
and consulting services.

® Innovative Technology Enterprise Corporation (ITEC) — This
subsidiary was established as a vehicle to raise funds to work directly
with independent inventors and provide funding for innovation
opportunities. ITEC has modest assets ($25,000) and no staff. No
expenditures have been made for staffing or to KTEC employees.

® Information Research Corporation (IRC) — This entity was
established to provide market research services for Kansas
innovators. IRC has been dormant for the past few years, and has
no assets and has never had any staff. No expenditures have been
made for staffing or to KTEC employees.

KTEC Also Works With
Several Affiliates To
Accomplish Its Economic
Development Objectives

In addition to its subsidiaries, KTEC has developed a Statewide
network of affiliates designed and built to support researchers,
entrepreneurs, and technology companies through each phase of the
technology life cycle. Some of these affiliates include:

® Centers of Excellence - These are university-based research
organizations that develop technology for industry. They conduct
applied industry-relevant research as a base for new products and
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technologies in the State’s economy, which helps to attract federal
and industry funding. Many Kansas companies directly interact with
the centers for their research and applied technology needs. The five
centers are located in four universities:

» Advanced Manufacturing Institute - Kansas State University
» Higuchi Biosciences Center - University of Kansas
» Information and Telecommunications Technology Center
- University of Kansas
» Kansas Polymer Research Center - Pittsburg State University
» National Institute for Avian Research - Wichita State University

Innovation and Commercialization Corporations - These
commercialization corporations are public/private partnerships
designed to form and grow new companies around promising
technology. They provide highly specialized management, marketing,
and business development services to their clients. The seven
commercialization corporations are:

Alliance for Technology Commercialization - Pittsburg
Enterprise Center of Johnson County - Lenexa

Lawrence Regional Technology Center - Lawrence

National Institute for Strategic Technology Acquisition and
Commercialization - Manhattan

Quest Business Center for Entrepreneurs - Hutchinson
University of Kansas Medical Center Research Institute

- Kansas City

» Wichita Technology Corporation - Wichita

vvyyvyy

vy

In addition, the Western Kansas Technology Corporation, which

is located in Great Bend, is very similar to the commercialization
corporations because it is designed to form and grow new companies
around promising technologies.

For the purposes of this audit, we were asked to focus on
bonuses paid to employees of KTEC and its subsidiaries.
Because MAMTC is the only subsidiary that has any
employees, it’s the only one we looked at. We did not review
employee compensation at any of KTEC’s affiliates, such as
the centers for centers of excellence or the commercialization
corporations.
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Kansas Technology Enterprise Corporation

AT A GLANCE
Authority: Created by K.S.A. 74-8101 as part of the State's 1986 economic development initiative.
Staffing: For Fiscal Year 2006, KTEC had 29.8 total positions.
Budget: KTEC's funding comes primarily from the Economic Development Initiatives Fund (EDIF). For
Fiscal Year 2006, KTEC took in and spent more than $14 million, as shown below.
FY 2006 Expenditures Sources for Funding for Expenditures
Other Funds,

Type Amount % of Total $1,976.240,
Salaries and 14%
Wages $1,880,231 13%
Contractual
Services $982,776 7% Economic

. Development
Commodities $8,800 0% Initiatives
Capital Outlay $24,803 0% $12.348 950,
Other Assistance ~ $11,425,580 80% 86%
Total Expenses: $14,322,190 100% Total Funding: $14,322,190

Source: The Governor's Budget Report, Vol. 2, FY 2007.
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Question 1: What Bonuses Were Paid to Employees of KTEC and Its
Subsidiaries in Recent Years, and Was Payment of Those Bonuses

Consistent with State Law and Other Requirements?

ANSWER IN BRIEF:

From 2004 to 2006, KTEC will have paid its employees more
than 8550,000 in additional compensation—almost $333,000
in annual bonuses and $224,000 in supplemental payments for
work done on behalf of the Kansas Bioscience Authority. KTEC
pays all additional compensation through a wholly owned
subsidiary, KTEC Holdings, Inc. Over the last 10 years, the
Legislature has attempted to restrict additional compensation
Jfor KTEC employees through changes to its governing statutes
and annual appropriations provisos. In general, the additional
compensation KTEC provided wasn t prohibited by these
restrictions because KTEC paid additional compensation out
of its investment earnings and not with its appropriated fundls.
KTEC's contract with the Bioscience Authority also didn't
prohibit KTEC from using fees for additional compensation.

The Mid-America Manufacturing Technology Center (MAMTC),
another wholly owned subsidiary of KTEC, paid its employees
almost $437,500 in bonuses from 2004 to 2006. Because
MAMTC paid these bonuses from its net revenues, which don t
include any State appropriations, State law didn t prohibit these
payments. These and related findings are discussed in more
detail in the sections that follow.

KTEC Will Have Paid

Its Employees More
Than $550,000 in
Additional Compensation
From 2004 to 2006

This additional compensation will come in two forms:

® annual bonuses
® supplemental payments for services performed for the Kansas
Bioscience Authority

Figure 1-1 shows the salary and additional compensation for
each KTEC employee from fiscal years 2004 to 2006.

KTEC paid 21 employees almost $333,000 in annual bonuses
to make its employee compensation more competitive. As
Figure 1-1 shows, KTEC has paid between $106,000 and
$120,000 in bonuses each of the last three years under a staff
incentive compensation program that’s been in place since

1998. This program has evolved over the years, but currently
KTEC’s Board of Directors sets a limit on the size of bonus each
employee may receive. In 2004, the President was eligible to
receive up to an additional 40% of his regular salary in bonus
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payments. Vice presidents could receive up to 16% in bonuses,
directors and managers up to 8%, and administrative support staff up
to 4%. We describe the process for awarding bonuses in more detail in
Question 2.

KTEC also plans to give some employees supplemental payments
totaling $224,000 for services it provided to the Kansas Bioscience
Authority. The Authority paid KTEC almost $450,000 over 17
months to provide management, investment, and reporting services.
KTEC provided the services with its existing staff and used half the
proceeds from the contract to compensate its employees for “work
overload.” The supplemental payments KTEC made to its employees
also are shown in Figure I-1.

In 2005, the President of KTEC and three other members of senior
management received supplemental payments totaling $120,000.

For 2006, the KTEC Board of Directors has approved $104,000 in
supplemental payments, including $52,000 for KTEC’s President and
up to $52,000 for other staff. At the time this report was written, the
President hadn’t yet decided how much of the remaining $52,000
would be distributed, and to whom.

Over the Last 10 Years,
The Legislature Has
Attempted To Restrict
Additional Compensation
For KTEC Employees in
Two Ways

First, the 1996 Legislature amended State law to prohibit KTEC
employees from receiving additional compensation for work done on
behalf of related entities. Both KTEC officials and our office recall that
the law was amended in response to KTEC’s proposed approach for
operating a new private venture capital fund. In 1995, the Legislature
had given KTEC $3.3 million from the Economic Development
Initiatives Fund to create the new Sunflower Technology Ventures fund.
That fund was to be matched by $6.7 million in private contributions.

KTEC’s former President indicated he planned to run the new fund and
receive additional compensation for those duties over and above his
salary from KTEC. When legislators became aware of this plan, some
were concerned about the arrangement and the implication that KTEC
could create entities and use them as a means of generating additional
compensation. To address these concerns, the Legislature amended
KTEC’s governing statutes to read as follows:

Any officer or employee of the corporation [KTEC] who receives a salary
allocated from state funds shall receive no other compensation including,
but not limited to, salaries, bonuses, fees or incentives for performance of
any duties on behalf of any entity which is a subsidiary of or is otherwise
related to the corporation or is a business in which the corporation or any
entity related to the corporation has invested state funds.

The second way the Legislature has acted to restrict additional
compensation is through the appropriations process. KTEC receives

PERFORMANCE AUDIT REPORT
Legislative Division of Post Audit
October 2006.



an appropriation each year from the Economic Development
Initiatives Fund, and in the most recent year from the State General
Fund. Beginning in 1997 and every year thereafter, the Legislature
has written a proviso into the appropriations acts prohibiting KTEC,
its subsidiaries, agencies, and instrumentalities, from using State-
appropriated moneys for bonuses or to provide other additional
compensation. Those provisos wouldn’t prevent KTEC from using
the earnings from its investments to provide such payments.

In General, the Additional
Compensation KTEC
Provided Wasn’t
Prohibited by the
Restrictions in State Law

In looking at whether the bonuses and other supplemental payments
KTEC has given its employees are consistent with State law, we
reviewed the 1996 statute and annual provisos, and spoke with staff in
the Division of Budget and the Revisor of Statute’s Office. We also
spoke with several legislators who were members of the economic
development committees when KTEC’s statutes were changed in
1996.

The bonuses and supplemental Bioscience payments KTEC has
given its employees aren’t prohibited by the proviso restrictions,
because those payments were made out of investment earnings
through KTEC Holdings. KTEC Holdings is a separate, wholly
owned subsidiary corporation of KTEC. As noted in a 2001 audit we
conducted, it was created to allow KTEC to make direct investments
in emerging companies. The provisos passed by the Legislature
prohibit KTEC from using any of its appropriated funds for additional
compensation. However, because KTEC Holdings is outside the
appropriations process, Division of Budget officials told us these
provisos don’t apply.

Except in a few cases, the additional compensation KTEC gave
its employees in 2006 wasn’t prohibited by the 1996 changes

to KTEC’s governing statutes. As described earlier, those
changes prohibited KTEC employees from receiving any additional
compensation for work they performed for any entity related to
KTEC.

In general, the bonuses and supplemental payments KTEC employees
received were not for work they performed for entities related to
KTEC. They were for work performed for KTEC itself, or for the
Bioscience Authority, which is not a subsidiary or affiliate of KTEC.

The only exceptions we found related to three employees whose
bonuses in 2006 were based in part on work done for KTEC
subsidiaries:

® One employee helped oversee changes to the staffing structure at
MAMTC, including removing its employees from the State system. This
accounted for 15% of his performance evaluation.
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® Two employees received bonuses for doing the accounting and reporting
for KTEC Holdings. These duties accounted for 10% and 20% of these
employees’ bonuses, respectively.

Altogether, these employees’ bonuses related to such work accounted
for about $3,000 of the approximately $19,000 they received in bonuses
in 2006. Because KTEC doesn’t retain the assessment forms it used for
determining employee bonuses (which would provide detail about how
employees spend their time), we weren’t able to assess whether or to
what extent this situation occurred in previous years.

KTEC officials told us they thought such payments were allowable
because KTEC, KTEC Holdings, and MAMTC essentially are one
and the same; KTEC controls them and provides their funding.
Nonetheless, because KTEC Holdings and MAMTC are legally
separate entities from KTEC, the restrictions in law appear to us to

apply.

The Governor’s moratorium on State employee bonuses, which has
been in effect since fiscal year 2004, also doesn’t apply to KTEC.

In June 2003, the Governor issued an executive order placing a
moratorium on employee bonuses in the Executive Branch. Subsequent
orders have extended the moratorium ever since. Staff from the
Divisions of Budget and Personnel Services told us this moratorium
doesn’t apply to KTEC because it is not under the Governor’s authority.

The Bioscience Authority’s
Contract With KTEC
Doesn’t Prohibit KTEC
From Using the Fees for
Additional Compensation

The Kansas Bioscience Authority was created in April 2004 with the
signing into law of the Kansas Economic Growth Act. The Authority’s
Board of Directors was confirmed by the Senate on September 23,
2004, and held the first board meeting that day. Because the Authority
had no staff, it hired KTEC to provide certain management, investment,

To Its Employees and reporting services. We’ve summarized the services KTEC officials
told us they provided on behalf of the Authority.
4 KTEC Officials Told Us They Provided a Number of Services )

/

on Behalf of the Kansas Bioscience Authority

From October 2004 through February 2006, the Kansas Bioscience Authority paid KTEC almost $450,000 for
general management and administrative services while the Authority was beginning its operations. KTEC officials
said they provided the following services to the Authority:

Designed a review process for the Authority’s investments.

Developed a plan for integrating Angel Investment Tax Credits into the Authority’s strategy.

Managed the logistics and provided technical support for the Authority’s board and executive meetings.
Processed the Authority’s expenses during the period before the Authority obtained funding.

Managed communications with third parties inquiring about funding opportunities from the Authority.
Participated in the strategic planning effort for Kansas BioEnterprise.

Compiled a federal appropriation request to help Kansas secure $1.5 million in federal funding.
Worked with the Department of Revenue to develop a revenue formula for the Authority.

Managed the development of a strategic plan for the Authority.

Helped the Authority’s Chairman pursue opportunities to attract businesses. )

—
S
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During the 17-month period from October 2004 through February
2006, the Authority paid KTEC a total of $448,333 for the services
it provided. As we noted earlier, KTEC’s Board of Directors
allocated $224,000, or approximately half the payments KTEC
received from the Authority to compensate some employees for
work they did on the Authority’s behalf. The amounts of these
supplemental payments are shown in Figure 1-1.

The Bioscience Authority’s contract with KTEC was vague,
but it didn’t prohibit using the money for supplemental
payments to KTEC employees. The one-year contract was very
vague as to the services KTEC was supposed to provide to the
Authority. The relevant provisions in the contract were as follows:

@® “KTEC Services: KTEC will provide general management and
administrative services on behalf and under the direction of the
Board of Directors of the Authority. These services will require a
reasonable commitment of existing staff resources and include 1)
operations and management services; 2) investment management
services (inclusive of investments in business attraction
opportunities); and 3)_performance reporting services.”

® “Compensation: a. The Authority will compensate KTEC for the
services it elects KTEC to provide in the amount of $320,000 [for
one year].” (Because KTEC provided the services for 17 months, it

received a total of $448,333.)

Neither “operations and management services” nor “performance
reporting services” are defined in the contract. “Investment
management services” are described as including “investments
in business attraction opportunities.” Also, while the contract
indicates KTEC would provide a reasonable commitment of
existing staff resources, it provides no indication of what a
reasonable commitment is. Finally, the contract doesn’t place
any restrictions on how KTEC uses the fees it collected under the
contract.

MAMTC Has Paid
Almost $437,500 in
Bonuses Over the
Last Three Years

As we noted in the Overview, KTEC has four wholly owned
subsidiaries. Of those, only the Mid-America Manufacturing
Technology Center (MAMTC) has paid its employees bonuses in
recent years. The others either have no separate staff or are now
defunct.

MAMTC paid 44 employees almost $437,500 in bonuses
from 2004 to 2006, primarily for meeting performance goals.
MAMTC pays out bonuses to employees based on performance
of the corporation as a whole, and also based on an individual
employee’s performance. We will explain this process more
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fully in Question 2. Figure 1-2 shows the positions that received
bonuses, the salary paid in each year and the bonus payments made
from fiscal years 2004 through 2006. Because of the number of
employees involved, certain classifications of employees were
grouped together.

The total amount of bonuses paid to MAMTC employees has
declined in recent years. That’s because of changes to MAMTC’s
bonus program and the corporation’s failure to meet performance
targets. In fact, MAMTC didn’t pay any regular employee bonuses
in fiscal year 2006, because the corporation didn’t meet its goals
for net revenues. However, four employees were given individual
bonuses for meeting their individual goals.

There are no restrictions in State law that could prohibit
MAMTC from paying bonuses to its employees. MAMTC has
used the net revenues from its operations to fund the bonuses it
gives to these employees. Net revenues come solely from fees
charged to customer for services—Iess any expenses—and don’t
include any State funds. Therefore, the restrictions we described
earlier that apply to KTEC wouldn’t apply to MAMTC. Also,
MAMTC employees aren’t State employees, so the Governor’s
moratorium doesn’t apply.

Figure 1-2

Mid-America Manufacturing Technology Center Employee Compensation
Fiscal Years 2004 to 2006

Fiscal Year 2004 Fiscal Year 2005 Fiscal Year 2006
Position
Total Salary | Total Bonus Total Total Salary | Total Bonus Total Total Salary | Total Bonus Total
Field Engineers $ 1,096,147 | $ 152,435|( $ 1,248,582 | $ 843,242 | $ 52281|$ 895523 $ 704,120 | $ 12,042 $ 716,162
Chief Executive Officer 157,460 28,582 $ 186,042 122,692 7,607 $ 130,299 108,150 10,815 $ 118,965
Regional Office Directors 390,337 60,815 $ 451,152 388,644 24,096 || $ 412,739 261,203 -l$ 261,203
|Marketing Director 65,000 11,526 || $ 76,526 76,323 4,732 $ 81,055 - -I1$ -
Administrative Assistants - -8 - 119,049 4,405 $ 123,454 96,212 -1$ 96,212
Seminar and Training Manager 47,700 7,371 $ 55,071 52,013 3,225( $ 55,238 51,300 -If's 51,300
IMarketing 39,700 3,654||$ 43,354 43,412 2,692|$ 46,104 45,000 -{[$ 45,000
Programmer 65,137 -1'$ 65,137 69,003 2553 $ 71,556 - -$ -
Information Systems Manager 76,000 13,339 (| $ 89,339 34,615 2,146 | $ 36,762 76,600 -Il's 76,600
Salesmen - -8 - 25,754 1597 || $ 27,351 132,100 -I$ 132,100
Accountant 32,700 2976 $ 35676 36,173 1,338 $ 37,511 36,500 -{[$ 36,500
Seminar Assistant 27,540 -8 27,540 32,308 1,195 $ 33,504 30,000 -l'$ 30,000
Contract Administrator 28,560 - $ 28,560 31,378 1,161 $ 32,539 30,700 -9 30,700
Chief Financial Officer 94,500 17,3241 $ 111,824 - B (3 - - -[$ -
Network Administrator 54,000 4,348 || $ 58,348 - -1'$ - - -$ -
Graphics Assistant 38,000 3,209 $ 41,209 - -1$ - - -[$ -
TOTAL $ 2,212,781 | $ 305,579 $ 2,518,360 | $ 1,874,607 | $ 109,028 || $ 1,983,634 | $§ 1,571,885 | $ 22,857 || $ 1,594,742
Source: MAMTC employee compensation provided by MAMTC officials.
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CONCLUSION

KTEC has greater freedoms than State agencies have to
provide bonuses or other compensation to its employees.
Although legislators have expressed concerns about KTEC
officials’ compensation many times over the last several
years—this is the third audit we’ve conducted since 1996
looking at this issue—current law for the most part doesn’t

prohibit the types additional compensation that have been paid.

RECOMMENDATIONS

To ensure that its employees’ actions are not contrary to state
law, KTEC should take the following actions:

1. Require KTEC employees who received bonuses in 2006
for performing duties on behalf of MAMTC or KTEC
Holdings to reimburse those entities for those amounts.

2. IfKTEC officials want to continue basing employee
bonuses in part on work they do on behalf of subsidiaries,
they should seek to have the law changed to allow those
payments.
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Question 2: What Were KTEC Officials’ Purposes in Paying Bonuses to
Their Own Employees or Employees of KTEC Subsidiaries, and
Are They Able to Demonstrate That Those Purposes Were Achieved?

ANSWER IN BRIEF:

KTEC pays its employees bonuses for their performance in their
regular job duties to make its compensation more competitive
with private sector employers. The Corporation’s management
doesn t retain the records upon which past bonuses were based,
which prevented us from determining if its employees actually
achieved their goals and objectives. MAMTC, a wholly owned
subsidiary of KTEC, uses bonuses as a reward for employee and
corporate performance. Because MAMTC failed to reach its
overall corporate goals in 2000, it didn t pay any regular bonuses.
MAMTC's Board of Directors did award a total of $22,000 in
bonuses to four individual employees, including the Chief Executive
Officer, for their individual performances and hard work. These
and related findings are discussed in the sections that follow.

KTEC Uses Bonuses
To Make Its Employee
Compensation More
Competitive

KTEC officials told us they pay employee bonuses to help recruit
and retain individuals with specialized skills from the private
sector. They contend that. without these bonuses, it’s very difficult
for them to compete with the better compensation packages offered
by private-sector employers.

Each year, KTEC’s Board of Directors approves the total
amount of money available for employee bonuses and
determines the President’s bonus. The President evaluates
KTEC’s performance and requests an allocation for employee
bonuses through the compensation committee of the Board of
Directors. The Board approves the total bonus pool, and decides
how large the President’s bonus will be. The President decides how
to allocate the remainder of the bonus pool to his staff, although, as
we noted in Question 1, the Board sets a cap on the size of bonus
each employee may receive.

KTEC pays its employees bonuses for their performance of
their regular job duties. Each employee works with his or her
supervisor at the beginning of the fiscal year to establish goals

and objectives for the coming year. Each objective is assigned a
weighting for how much time the employee will spend on it during
the year—the weightings total to 100%. At the end of the fiscal
year, employees complete a self-assessment to determine if they
met their goals and objectives for the year. The supervisors review
the self-assessments before they are passed on to the President. He
uses these self-assessments to decide how much each employee’s
bonus should be.

14
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Figure 2-1

KTEC doesn’t routinely keep the records that show whether
employees achieve their goals, but we were able to review the
2006 documents, which hadn’t been disposed of yet. KTEC
officials told us they discarded assessments for prior years after they
finished awarding the employee bonuses. The 2006 assessments
showed that individual KTEC employees achieved 93% or more of
the goals or objectives established for the year.

KTEC compares its President’s salary to the compensation of

Base Compensation for

Selected University Officials
Fiscal Year 2005

Institutional Affairs

UNIVERSITY AND BASE
POSITION COMPENSATION

UNIVERSITY OF KANSAS
Chancellor $306,153
Business School Dean $266,683
VP, Research $215,538
Director, Information &
Telecommunications $211,974
Technology Center
Engineering Dean $210,462
Director, Center for
Environmentally Beneficial $210,300
Catalysis
Vice Chancellor, $193.946

UNIVERSITY OF KANSAS MEDICAL CENTER

Exec. Vice Chancellor $480,077
Vice Chancellor, Research $297,515
Director, Cancer Center $283,933
KANSAS STATE UNIVERSITY

President $275,899
Provost $211,519
Engineering Dean $211,445
Business School Dean $203,802
Ag School Dean $182,159
VP, Institutional Advancement $179,001
WICHITA STATE UNIVERSITY

s210.02
President $237,984

Comparables document.

Source: Kansas Technology Enterprise Corporation

high-level university officials and executives at
science and technology research institutes. We
reviewed documentation KTEC had compiled for

its Board that shows it needs to provide bonuses to
bring its compensation in line with its peers. Because
one goal of KTEC’s bonus program is to make its
total compensation more competitive, we reviewed
two studies officials presented to their compensation
committee in August 2006. These studies compared
the President’s salary to executive compensation in
peer organizations. According to figures compiled
by a firm that collects information on non-profit
organizations, the average compensation for top
executives at 145 non-profit science and technology
research institutes was almost $279,500 in 2005, as
compared to $146,360 for KTEC’s President.

Additionally, KTEC compared its President’s salary to
the salaries of several high-level officials at the State
universities. KTEC officials contend that because the
President has to work with university officials in the
normal course of business, he should be compensated
as a peer. The university officials KTEC uses for these
comparisons and those officials’ salaries for 2005 are
summarized in Figure 2-1. As the figure shows, these
salaries ranged from $179,000 to more than $480,000.

In the time available for this audit, we weren’t able to
examine whether these were the best comparisons that
could be made. However, we did question whether
the president or chancellor of a large State university
represents a reasonable peer for the President of
KTEC, considering that the size and budget of a
university is vastly larger than KTEC.

We contacted the State Science & Technology Institute
(SSTI), of which KTEC is a sponsor, to ask officials
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whether other states had entities similar to KTEC. An SSTI official
noted five states—Connecticut, Indiana, Virginia, Maryland, and
Massachusetts—which have entities comparable to KTEC. We
contacted officials from these entities, but they either couldn’t or
wouldn’t provide information within the limited time frame for this
audit or for confidentiality reasons.

In previous audits we conducted in 1996 and 2001, we found

the compensation of KTEC’s President (including much smaller
annual bonuses) was in line with other technology-based economic
development agencies, although we don’t know if the compensation
is still in line today. Neither of these audits was designed to address
whether bonuses were legal.

MAMTC Uses

Bonuses as a Reward
For Employee and
Corporate Performance

MAMTC has used a number of bonus plans over the last few years,
although all the plans generally are based on the performance of
the individual employees and the corporation as a whole. In this
section, we’ve looked at MAMTC’s bonus plan for fiscal year 2006.

In 2006, the bonus pool for MAMTC employees was based
on the corporation’s net revenues. MAMTC uses a complex
formula for determining the size of the bonus pool that is based
on various performance targets, including several indicators upon
which MAMTC’s federal funding is based. In 2006, the overall
performance goal was $1 million in net revenues in Kansas. If
that goal was met, almost half the net revenues would go into

a preliminary bonus pool. MAMTC would then reduce the
preliminary pool to a_final bonus pool based on the corporation’s
performance on the federal indicators (better performance results
in less money being removed from the bonus pool). Employees
bonuses are awarded from the final pool based on individual
performance.

Because MAMTC didn’t meet its goals for net revenues in
2006, it didn’t pay any regular bonuses, although the Chief
Executive Officer and three other employees did receive more
than $22,000 in bonuses for their individual performance.
MAMTC earned just more than $765,000 in net revenues in 2006,
falling short of the $1 million target. As a result, it didn’t pay any
regular bonuses to employees that year. The Board of Directors
did approve individual bonuses for three field engineers because
of their individual performance—these three accounted for almost
half the net revenues in the entire corporation—and for the Chief
Executive Officer because of her hard work.

16
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CONCLUSION

Employee bonuses often are thought of as extra payments
intended to provide incentives for employees to perform at a high
level or to reward them for taking on additional work. KTEC
uses its employee bonuses as a means of increasing employee
compensation without having to secure additional funding from
the Legislature. Using bonuses to make employee compensation
more attractive is legitimate, as long as the Board of Directors
determines the bonuses are necessary and approves them.

RECOMMENDATIONS

To ensure that KTEC maintains a more complete record of each
employee’s performance history, it should develop a policy for
retaining a copy of each employee’s annual self-assessment in
their personnel file. A model that could be used is the State’s
records management policies, which say personnel records
should be retained for the length of the employee’s tenure, plus a
minimum of three calendar years.
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APPENDIX A
Scope Statement

This appendix contains the scope statement approved by the Legislative Post Audit
Committee for this audit on July 11, 2006. The audit was requested by Senator Jim Barone.

Kansas Technology Enterprise Corporation:
Reviewing Bonuses Paid To Employees of KTEC and Its Subsidiaries

Since the mid 1980s, Kansas has had three agencies with a role in fostering economic
development for the State: Kansas Inc., the Department of Commerce, and the Kansas
Technology Enterprise Corporation (KTEC).

Over the years, Legislative Post Audit has done several audits dealing with various aspects
of the operations of these economic development agencies. A 1996 audit reviewed the
compensation of executives in Kansas’ economic development agencies. A 1998 audit
reviewed the State’s investment in venture capital and the return it has gotten on that
investment. Most recently, in January 2001, Legislative Post Audit issued an audit reviewing
the coordination and effectiveness of economic development programs in Kansas.

Legislators recently have expressed concern about bonuses reportedly paid to employees of
KTEC and its subsidiaries, whether those bonuses were appropriate and reasonable, and what
benefits they resulted in.

A limited-scope performance audit of this topic would address the following questions.

1. What bonuses were paid to employees of KTEC and its subsidiaries in recent years, and
was payment of those bonuses consistent with State law and other requirements? To
answer this question, we would review information about bonuses paid to staff members
of KTEC and its subsidiaries in the most recent year or two, including timing, amounts,
and justification. We would review State law, regulations, and Division of Personnel
guidance to determine whether any such bonuses were paid properly. We would conduct
other work as needed.

2. What were KTEC officials’ purposes in paying bonuses to their own employees or
employees of KTEC subsidiaries, and are they able to demonstrate that those purposes
were achieved? To answer this question, we would interview executives of KTEC and
its subsidiaries, and review any documentation they can provide, with regard to the
reasons for paying bonuses to employees. We would interview officials and review any
available documentation to determine whether those purposes had been achieved.

Estimated Time to Complete: 200 hours
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APPENDIX B
Agency Response

On October 3, 2006, we provided copies of the draft audit report to the Kansas
Technology Enterprise Corporation (KTEC) and to the Mid-America Manufacturing
Technology Center MAMTC). MAMTC chose not to provide a separate written response to
the audit report. KTEC’s response is included as this Appendix. We made no changes to the
audit report resulting from the KTEC’s response.
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Ms. Barbara Hinton

Legislative Post Auditor
Legislative Division of Post Audit
800 SW Jackson, Suite 1200
Topeka, Kansas 66612—2212

Dear Ms. Hinton:

I take this opportunity to respond to the draft report on “Reviewing Bonuses Paid to
Employees of KTEC and Its Subsidiaries.” In addition to this written response, I look
forward to responding to the committee on October 17.

Background

Although the funds used for bonus compensation are not state funds, we have made every
effort to be transparent to the public on this topic. Compensation issues have been
examined by Legislative Post Audit, Legislative committees, and our Board of Directors
which is appointed by the Governor and Legislative leadership.

As a quasi-public corporation with a mission of critical importance to the state, KTEC is
a results-driven organization charged with changing the landscape for technology-based
economic development. The skills required of staff in order to successfully pursue this
mission are highly unique even within the private sector. Competitive compensation is
required in order to attract capable staff, and overall performance of the organization is at
a highly professional level. To be effective, KTEC must have the ability to conduct
professional investment due diligence, coach and mentor high growth entreépreneurs, and
interface with sophisticated investors and venture cap1tahsts

Our senior management staff includes two mdlmduals who have been CEOs of pubhcly
traded companies, a senior venture investment manager, an officer in a Fortune 100

company, and a nationally-recognized expert in venture capital formation. I would not
hesitate to rank our staff at or near the top of our profession.

As you have correctly pointed out, the corporation has the freedom to utilize non-
appropriated funds for bonus compensation. Our board of directors, composed of
representatives from the Legislature, the cabinet, the universities and the private sector, is
closely involved with the compensation process, and is keenly aware of the unique
demands of the corporation and the need to provide competitive compensation. With its
fiduciary responsibilities, the board takes seriously its governing authority and associated

214 S\W. 6th, First Floor | .Topeka, KS 66603-3719 | Phone (785) 296-5272 | Fax (785) 296-1160 | www.ktec.com
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responsibility on compensation issues. Support for the bonus compensation program has
come from individual board members from each of the sectors of board membership
including Legislators and senior Executive Branch members.

Kansas Bioscience Authority

Since the use of revenues derived from a service contract with the Kansas Bioscience
Authority is a component of the audit, I want to reiterate the fact that our KTEC
management staff provided an excellent and critical work product to the Authority, while
maintaining and advancing other programs and initiatives. The board of directors had the
authority to and did award compensation to KTEC staff for excellent work and an
extraordinary workload which they were asked by KTEC to perform for KTEC during
the period of involvement with the Authority.

MAMTC and KTEC Holdings Performance Indicators

The report indicates that bonuses paid to three KTEC employees were “based in part on
work they performed” for Mid-America Manufacturing Technology Center (MAMTC)
and KTEC Holdings. We believe this is a mischaracterization of the work. The work
was not performed on behalf of these wholly-owned subsidiaries. Rather, the work was
performed in the course and scope of the employees' duties for KTEC and pursuant to the
direction of the President of KTEC. Such duties were owed to KTEC and performed for
the benefit of KTEC. Furthermore, the activities were consistent with the purposes and
powers of KTEC.

The “performance indicators™ highlighted by the report were part of evaluations of the
performance of KTEC employees acting on behalf of KTEC, not KTEC employees
acting on behalf of or otherwise on loan to MAMTC or KTEC Holdings.

The references to MAMTC in the KTEC performance evaluations related to KTEC’s
responsibilities in executing the transition of MAMTC’s employees out of state
employment. Initially, MAMTC’s employees were on KTEC’s payroll and part of
KTEC’s human resource system. The transitioning of these employees off the state
system was the sole responsibility of KTEC and, as such, performed by KTEC employees
in the course and scope of their work for KTEC.

The references to KTEC Holdings in the KTEC performance evaluations related to
KTEC’s own initiatives in updating the financial and performance reporting systems of
companies for which KTEC ultimately is responsible. This updating of financial and

performance reporting systems again was performed by employees of KTEC on behalf of
KTEC.

While we respectfully disagree with the opinion that the activities discussed above were
performed on behalf of MAMTC and KTEC Holdings, we will certainly cooperate in
addressing any confusion regarding this issue.
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MAMTC Compensation Program

Regarding the analysis of the MAMTC compensation program, which is essentially a
revenue generation model, we have no issues and agree with your assessment. KTEC
will continue to oversee MAMTC in a manner which drives performance and
accountability.

Comparable Compensation

On the topic of overall CEO compensation level, I realize it can be difficult to acquire
truly comparable information. KTEC continues to fulfill the legislative purposes it was
created to provide, and must have the necessary tools, including competitive
compensation to attract and retain outstanding individuals to carry out these purposes. I

believe the information provided is valuable, and we may be able to provide additional
data for the committee meeting.

Addressing Recommendations

In addition to our willingness to work cooperatively toward an understanding of staff
performance indicators relative to MAMTC and KTEC Holdings, we are willing to
maintain a long term record of employee assessments as recommended in the report.

Our organization takes very seriously our obligation to the citizens of Kansas to be good
stewards of public resources, and we appreciate the need for transparency. I am
confident that we have demonstrated that appreciation through this audit process.

I also want to thank you and your staff for conducting this audit in a professional and
courteous manner. I look forward to meeting with the committee as well as discussing
any follow-up report recommendations.

Sincerely,

oS

Tracy B. Taylor
President and CEO
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