JO NT FI SCAL COW TTEE

Legislative O fice Building, Roonms 210-211
Concord, NH

Friday, April 13, 2012

VEMVBERS PRESENT:

Rep. Ken Wyl er (Chairman)
Rep. Beverly Rodeschin

Rep. Dan McQuire

Rep. Stephen Stepanek

Rep. Randy Foose

Sen. Chuck Morse

Sen. Bob (del |

Sen. President Peter Bragdon
Sen. Lou D All esandrdo

Sen. Raynond Wite

(Convened at 10:08 a.m)

(1) Acceptance of Mnutes of the March 9, 2012 neeting

CHAI RVAN WEYLER: Good norning. 1'd like to open the
hearing for April 13'" for the Fiscal Conmittee. |'d |ike us
all torise for a nonent. Please have a nonent of silence
for the brave officers from G eenl and who were shot | ast
night in pursuing their duties. Thank you.

(Morent of silence.)

CHAI RVAN WEYLER: W'l | open the neeting on Tab No. 1,
the minutes of the last meeting, March 9'". Is there a
not i on?

*x SEN. PRESI DENT BRAGDON: Move approval .

CHAIl RVAN WEYLER (Okay. Senator Bragdon noves
approval .

REP. MCGUI RE: Second.




REP. FOOSE: Second.

CHAI RVAN WEYLER: And Representative MQCuire seconds.
Any om ssions or corrections? Seeing none; are you ready
for the question?

Al in favor say aye? Opposed no? The notion is
adopt ed.

***  {MOTI ON ADOPTED}

(2) 4 d Business:

CHAI RVAN WEYLER: We'll nobve on to Tab 2. Does anyone
wi sh to take anything from A d Busi ness?

CONSENT CALENDAR

(3) RSA 9:16-a, Transfers Authorized:

CHAI RVAN WEYLER:  Seei ng no requests, we'll nove to
Tab 3 which is a Consent Calendar. | have request to
renove ltens 96 and 98. Is there any further request to
renove any itemfromthat |list on the Consent Cal endar on
Tab 3?7 Seeing none, are you ready for the question? |Is
there a notion to accept the remaining itens?

*x REP. STEPANEK: So noved.

SEN. PRESI DENT BRAGDON: Second.

CHAI RVAN WEYLER: Mbtion by Representative Stepanek
second by Senator Bragdon. Further discussion? Seeing
none; all in favor of the remaining itens say aye? Qpposed
no? The itens are adopted.

***  {MOTI ON ADOPTED}

CHAI RVAN VEYLER: We'Il nobve on to Item FIS 12-096,
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Departnment of Education. |Is there someone here fromthe
Departnent of Education to answer sonme questions? Thank
you.

SUSAN FOLSOV] Acting Busi ness Adm ni strator
Departnent of Education: Good norning. Susan Fol som
Acting Business Adm nistrator for the Departnent.

CHAI RMAN WEYLER: Susan Fol som

M5. FOLSOM  Yes.

CHAI RVAN WEYLER: Thank you. Representative McQuire is
recogni zed for a question

REP. MCGUI RE: Thank you, M. Chairman. Thank you,
M ss Folsom for comng. What pronpted nmy question is this
phrase on Page 2 where it says we are designing on-line
courses specifically tied to the needs of New Hanpshire
school s and educators. This is for professional
devel opnment. And ny question is we're a really tiny state,
maybe half a percent of the size of the U S And |'m
wondering in the case of on-line professional devel opnent
of teachers, isn't that sonething that we're pretty the
same, common, all over the U S. and that maybe we coul d
just use sonebody else's on-line programrather than
desi gni ng our own?

M5. FOLSOM | really can't speak to the specifics of
that question. Hum-- the grant was initiated through
Al abama Public Television, and this is the ongoi ng out cone
of that programthat they started up with us. So | don't
know if there's a national systemin place that we could
tag into versus having one unique for New Hanpshire's
teacher certification and ongoi ng professional devel opnent
accreditation.

REP. MCGUI RE: So foll ow up?

CHAI RVAN VEYLER: Fol | ow up.
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REP. MCGUI RE: So you're saying the State of Al abama is
al so sonehow using this for their teachers or you don't
know?

M5. FOLSOM The grant originally that was where the
grant funding for the programcane from And it -- | don't
know t he specifics of what -- how Al abama Public Tel evision
was involved to get it rolling, but they had the seed noney
to establish this program And, unfortunately, | don't have
nore specifics on how they used it or how they cane into
that role.

REP. MCGUI RE: Coul d maybe we get a letter or sonething
just for interest?

M5. FOLSOM W definitely can do that, yes.

REP. MCGUI RE: Thank you very nuch.

CHAI RVAN WEYLER: Thank you. Any further questions for
Ms. Fol son? Seei ng none; thank you very nuch. Mwving on to

REP. STEPANEK: Do we want a notion?

CHAI RVAN WEYLER: Ch, yes. W need a notion on --

*x SEN. D ALLESANDRO Mve the item

REP. STEPANEK: Second.

CHAI RVAN WEYLER: Senator D Al l esandro noves the item
seconded by Representative Stepanek. Any further
di scussi on? Seeing none; all in favor say aye? All
opposed no? The notion is adopted.

**x  {MOTI ON ADOPTED}

CHAI RVAN WEYLER: Al'l right. Mwving on to Item 12-098,
Departnment of Safety. | see M. Ws Col by here.
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VWESLEY COLBY, Director of Administration, Departnent
of Safety: Good norning.

CHAI RVAN WEYLER: Good norning, M. Colby. W see that
the anmmunition fund is being cut in half. Are people stil
going to be able to qualify?

MR. COLBY: Yes. The issue is that the deliveries of
ammunition were held up significantly due to the Iran-Ilraq
War. And so we had several years' worth that were
encunbered ahead and a delay in getting them And so it's
felt that this year we don't need to spend all of this
appropriation because we are receiving sone of the backl og
of amunition. So the Col onel assures me there will be
adequat e ammuni ti on and these funds are needed and the
other likely funded org which is 4003 to fund sone
shortages we have there.

CHAI RVAN WEYLER: Thank you for the explanation. Any
further questions?

REP. MCGUI RE: Yeah.

CHAI RVAN WEYLER Representative MCQuire.

REP. MCGUI RE: Thank you. Thank you, M. Colby. So this
noney i s being added to holiday pay. Isn't that sonething
that's very predictabl e beginning of the budget and you're
addi ng 20% or so to that account?

MR. COLBY: This line itemwas cut significantly, very
significantly in the budget we produced. It was cut by the
Agency. And apparently they didn't | ook at the cal endar
when they nmade the cut and noticed that two of the
hol i days, Christmas and New Year's, fell on Sundays.
There's a contractual obligation requires people would not
ot herwi se be schedul ed when the holiday falls on a weekend
and that accounts for sone of it. And it's -- it's not as
predi ctabl e as you woul d t hink.
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REP. MCGQUIRE: Al right. Thank you.

CHAI RVAN WEYLER: Any further questions? Are you ready
to approve?

*x REP. FOOSE: Mve approval
SEN. MORSE: Second.

CHAIl RVAN WEYLER:  Representative Foose noves approval,
Senat or Morse seconds. |s there any further discussion?
Seei ng none; you ready for the vote? Al those in favor
say aye? Qpposed no? Approval is adopted.

Foxx { MOTI ON ADOPTED}

(4) RSA 14:30-a, VI Fiscal Commttee Approval Required for
Accept ance and Expendi ture of Funds Over $50,000 from
Any Non- St ate Source:

CHAI RVAN WEYLER: We'Il nove on to Tab No. 4. Again, a
Consent Calendar. | have a note to renove Itens 113 and
114.

REP. MCGUI RE: And 130.

CHAl RVAN VEYLER: And 130 to be renoved. The rest of
the itens renmain on unless soneone wants to renove anot her
item Seeing no request, | would entertain a notion to
adopt the remaining itemns.

*x SEN. PRESI DENT BRAGDON: So noved.

REP. STEPANEK: Second.

CHAI RVAN VWEYLER: Mbtion by Senat or Bragdon, second by
Representati ve Stepanek. Any further discussion? Seeing
none, all those in favor say aye? Qpposed no? The rest of
the itens are adopt ed.
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***x  {MOTI ON ADOPTED}

CHAI RVAN WEYLER: We'Il nove on to Item 113 for the
Departnment of Environnental Services.

REP. MCGQUIRE: | renoved this, but | don't particularly
have a question. | just want to vote against it.

CHAI RVAN WEYLER: Ch, all right. If someone woul d nove.

*x REP. STEPANEK: So noved.

SEN. PRESI DENT BRAGDON: Second.

CHAI RVAN WEYLER: Representative Stepanek nmoves to
adopt. Senator Bragdon seconds. Al in favor say aye?
Opposed no?

REP. MCGUI RE: No.

CHAI RVAN VWEYLER: And the notion is adopted with one
negative vote.

***  {MOTI ON ADOPTED}

CHAI RVAN WEYLER: All right. Myving on to Tab 114,
Departnment of Justice. See who's here fromthere. Good
nor ni ng.

ROSEMARY FARETRA, Director of Administration,
Departnment of Justice: Good norning. For the record, ny
nane i s Rosemary Faretra, and |'mthe Director of
Admi ni stration.

CHAI RVAN WEYLER: Ckay. Item No. 114, student | oans.
Who requested that?

REP. MCGUI RE: | did.

CHAI RMVAN WEYLER Representative McQuire is recognized
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for a question.

REP. MCGUI RE: Thank you, M. Chairman.

M5. FARETRA: (Ckay.

REP. MCGUI RE: Thank you for com ng. How many attorneys
are with this -- are sharing this amount of noney, this
$110, 000?

M5. FARETRA: Approximately 20 to 22 woul d be sharing
it. There would be some public defenders as well as county
attorneys and would all be based on their applications that
are submtted to us, and we eval uate the applications. Last
year we had ten public offenders and we had el even county
att or neys.

REP. MCGUI RE: Fol | ow up?

CHAI RVAN WEYLER: Fol | ow- up question

REP. MCGUI RE: And are these all new hires this year or
the past 12 nonths or is it over a |onger period of tine?

M5. FARETRA: |1'mnot sure of that, but | believe that
t hey have been -- that they have been for a |ong period of
time for the public defenders and county attorneys. In
terns of the nanes of the people, | don't know how | ong

that they have been enployed with the counties or public
def ender s.

REP. MCGUI RE: One nore follow up?

CHAl RVAN WEYLER:  Fol | ow up.

REP. MCGUI RE: Do you have any data that shows that
this programis effective? That the fact that we have it,
we have nore retention of attorneys than we would
ot herw se?
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M5. FARETRA: This is only the second year of this
programthat we've had. Wen they apply for the |oans, they
have to agree to stay with us for three years or wherever
they are for three years. So it's hard to say where this
whole thing will fit within the prograns.

REP. MCGUI RE: One nore foll ow up?

CHAI RVAN VWEYLER: One nore question.

REP. MCGUI RE: Do you have fromnore than two years ago
data of how many attorneys |leave their jobs within the
first three years voluntarily?

MS. FARETRA: | do not.

REP. MCGUI RE: Al right. Maybe we could get --

CHAI RMVAN WEYLER: |s it possible to send that to the
Comm ttee?

M5. FARETRA: Sure.

REP. MCGUI RE: Thank you.

CHAI RVAN WEYLER: Thank you very nuch. ['ll entertain a
notion to adopt Item 12-114.

** SEN. D ALLESANDRO Mbve approval .

CHAl RVAN WEYLER: Senat or D Al |l esandro noves approval .

REP. STEPANEK: Second.

CHAl RVAN VWEYLER: Second by Representative Stepanek.
Furt her discussion? Seeing none, are you ready for the
guestion? Al in favor say aye? pposed no?

REP. MCGUI RE: No.
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CHAI RVAN WEYLER: The notion is adopted with one
negative vote.

***  {MOTI ON ADOPTED}

CHAI RVAN WEYLER: Moving on to tab -- to Item 12-130,
the Public Utilities Conmm ssion

JEFFRY PATTI SON, Legi sl ative Budget Assistant, Ofice
of Legislative Budget Assistant: M. Chairman, there is no
representation here fromthe PUC at this time, but the
Director of the Ofice of Energy and Pl anni ng, Joanne
Morin, indicated she could probably respond to your
guesti ons.

CHAI RVAN WEYLER: Al'l right. Thank you for vol unteering
to answer.

JOANNE MORIN, Director, Ofice of Energy and Pl anning:
Good norning. And we al so have staff from PUC here.

DEBRA HOANLAND, Executive Director, Public Utilities
Comm ssion: Hi, how are you today?

CHAI RVAN WEYLER: Identify yoursel ves, please.

M5. MORIN: Joanne Morin, the Director of Ofice of
Ener gy and Pl anni ng.

M5. HOANLAND: Debra Howl and, Executive Director
Public Utilities Comm ssion.

CHAI RVAN WEYLER: Thank you. Representative MCQuire
had a question on this.

REP. MCGUI RE: Yes. Thank you, |adies, for com ng.
Maybe this isn't appropriate, but | have one of these
central pellet heating systens in ny house. Am | eligible
for this?

Joint Fiscal Committee

April 13, 2012



11

M5. MORIN. Well, these are for installations. Wen
was it installed? You have to go through the application

system 1'Il have to talk to PUC and whet her they handl ed
retroactive ones, but it was to try to get people to
install them Wen did you install it?

REP. MCGUI RE: When the house was built roughly three
years ago.

M5. MORIN. Okay. And it's for the furnace, it's not
just a stove.

REP. MCGQUI RE: No. You're right. |It's central heated.

M5. MORIN. Well, | nean, give ne a call. W'll cal
you and we'll see if it falls under. | nean, there's -- you
know, tines of -- usually we -- you can't do these things

retroactive. It has to be incent new ones, but we can
certainly see what we've done and ook into it.

REP. MCGQUI RE: How many -- follow up?

CHAI RVAN VWEYLER: Fol | ow up.

REP. MCGUI RE: How many such people get this incentive?

M5. MORIN:. And I wish | had ny slides for G & C which

I shoul d have brought for you. I think we've had sonewhere
in the order of 30 or 40 stoves across the state. W have
statewi de coverage. There was -- it was a little bit of a

slow start, but then there were sone nmarketing that was
done i ndependent of the program by forestry advocates and
so forth and we've had a | arger uptake. So it's been a very
successful program The idea behind it was to get enough
furnaces installed so that it was economcal to do both
delivery of pellets to kind of transformthat market and
that seens to be working. So I will followup with an
e-mail to you with the slide show with a PowerPoi nt that
give all the nunbers and show you where the -- where they
have been installed and so forth. That's very informative.
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And | apol ogize for not having that here this norning. |
didn't realize this itemwould be on as well.

REP. MCGUI RE: Thank you.

CHAI RVAN WEYLER: Thank you. Further questions from
anyone? Entertain a notion to adopt the item

*x SEN. D ALLESANDRO: Move the item

REP. STEPANEK: Second.

CHAIl RVAN WEYLER: Senator D Al l esandro noves to adopt.
Represent ati ve Stepanek seconds.

REP. MCGUI RE: Di scussi on?

CHAI RVAN VWEYLER: Further discussion. Representative
McQuire.

REP. MCQU RE: So |I'mgoing to vote against this sinply
because in ny own personal experience | installed one of
t hese systens just because it saved ne a | ot of noney.
Pellets are a | ot cheaper than oil or propane or the other
choices, and it's working great. So I don't see why we need
to spend public funds to, you know, when people are already
savi ng noney as is.

CHAI RVAN WEYLER: Very good. Further discussion?
Seei ng none; are you ready for the vote? Al in favor say
aye? (Qpposed no?

REP. MCGUI RE: No.

CHAI RVAN WEYLER: One negative vote. The itemis
adopt ed. Thank you, | adies.

***  {MOTI ON ADOPTED}

(5) RSA 124:15 Positions Restricted:
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CHAI RVAN WEYLER: Moving on to Tab No. 5. One item

*x SEN. PRESI DENT BRAGDON: Move the item

CHAl RVAN WEYLER 12-138, noved by Senat or Bragdon.

REP. FOOSE: Second.

CHAI RVAN WEYLER: Second by Representative Foose. Any
di scussi on? Seeing none; are you ready for the question?
Al in favor say aye? Opposed no. It's unaninous. The
notion is adopted.

***x  {MOTI ON ADOPTED}

(6) RSA 9:17-d Transfer of Appropriations, Suprene Court:

CHAI RVAN WEYLER: Mbving on to Tab No. 6, transfer of
appropriations for the Suprene Court.

*x SEN. PRESI DENT BRAGDON: Move the item

REP. MCQUI RE: Second.

CHAI RVAN WEYLER: Senat or Bragdon noves the item
Representati ve McQ@uire seconds. Any further discussion?

Seei ng none; are you ready for the question? All in favor

say aye? Qpposed no? Adopted unani nously.
* ok ok { MOTI ON ADOPTED}

(7) RSA 216-A:3-g Fees for Park System

CHAI RVAN WEYLER: Mbving on to Tab No. 7.

*x SEN. PRESI DENT BRAGDON: Move the item

CHAI RVAN WEYLER: Senat or Bragdon noves the item
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REP. STEPANEK: Second.

CHAI RVAN WEYLER: Representative Stepanek seconds Item
12-139. Is there any further discussion? Are you ready for
t he question? Seeing none; you ready for the question?
Al in favor say aye? Opposed no?. 139 is adopted.

*HE { MOTI ON ADOPTED}

(8) RSA 228:12 Transfers From H ghway Surpl us Account:

CHAI RVAN WEYLER: Mbving on to Tab 8, Item 12-131.

*x SEN. PRESI DENT BRAGDON: Move the item

CHAI RVAN WEYLER: From Hi ghway Surpl us. Senat or Bragdon
noves, Senator Mdrse seconds.

SEN. MORSE: No, | didn't second.

CHAI RVAN WEYLER: You have a question?

SEN. MORSE: |s the Departnent com ng up?

CHAI RVAN WEYLER: Al'l right. [Is there anybody here
from Departnent of Transportation? Al right, see
Comm ssi oner Col by -- Conm ssioner Cenent. Going to call
Wes a Conmi ssi oner.

MR. COLBY: That's all right.

CHAI RVAN WEYLER And Patrick MKenna. Al right. Did |
get a second on that notion?

REP. FOOSE: Second.

REP. RODESCHI N: Yes, Foose.

CHAIl RVAN WEYLER Representative Foose. And Senat or
Morse is recogni zed for a question.
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SEN. MORSE: Commi ssioner, | just want to get a little
clarity because |'ve had nore people stop in nmy office
about this one. The $7 mllion that we saved in the w nter
mai nt enance, do we have a plan conming forward on that that
it's going to be used for projects in the conmunity?

CHRI STOPHER CLEMENT, Conmi ssi oner, Departnent of
Transportation: Yes. There will be a plan forthcom ng.
Basi cal |y, what our thought process was with the savings,
roughly $7 million in savings, we put those back out across
the state for betternment type prograns. So pavi ng and
shimm ng and that type of stuff that betternent prograns
are.

SEN. MORSE: So Senator Rausch and Representative
Chandl er will be very happy when you conme forward with a
pl an.

MR. CLEMENT: | woul d expect that they would be, sir.
Yes, sir.

SEN MORSE: Okay. | support this item And it -- they
have been working with the Conm ssioner nuch nore than we
have, so.

CHAI RVAN WEYLER: | agree. Representative Stepanek for
a question.

REP. STEPANEK: Thank you, M. Chairman. My question is
we've got sone prelimnary data fromyou as far as what
you're going to be doing as far as betternment which was
approximately $2.3 or four mllion?

MR. CLEMENT: That's right.

REP. STEPANEK: And there's approximately 4.6 mllion
that you're still working on. At what point can we
anticipate getting that report or that schedule fromyou?
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MR. CLEMENT: | suspect, Representative, that we could
probably get it to you the next two to three weeks once we
have time to look at it and rescrub it and then nmake sure
that it's, you know, that we've |ooked at it and we feel
confortable we can get it to you. Next two to three weeks.

REP. STEPANEK: Fol | ow up?

CHAI RVAN VEYLER: Fol | ow up.

REP. STEPANEK: Could | suggest that that report be to
us no |ater than our next Fiscal Conmittee neeting?

MR. CLEMENT: It would have to be because you'd have to
approve it anyway. But 1'd like to get it to you before
then so you can |l ook at it, see what our thought process is
and why we are doing what we're doing. So if you have any
guestions prior to the next Fiscal we'd have those answers
for you.

REP. STEPANEK: Ckay. Thank you

CHAI RVAN WEYLER: W' Il be | ooking forward to it.
Senat or Bragdon.

SEN. PRESI DENT BRAGDON: Thank you, M. Chairman. |
noticed, and I haven't really gotten an answer that makes
sense so | want to ask about the $40,000 for a maintenance
contract for a single copier. | suspect it's a highly
technical one for large scale printing or blueprints, but
according to the wording it's $40,000 for a mai ntenance
contract on one copier. So | need a little nore information
on that.

PATRI CK MCKENNA, Director of Finance, Departnent of
Transportation: Yes, Senator. That is our engineering
printer and copier. W do the |arge-scaled design prints
for all of the construction projects that we have. It's a
fairly sophisticated machi ne. W have been worki ng and
Konica is essentially the parent conpany of that machine.
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We have been working with that conpany over the past
probably 18 nonths to cone up with a plan to replace that,
either through a long-termlease or through a purchase
back. They had -- the machine that we're using is over ten
years old now. So the maintenance costs are actually
exorbitant on that nachine at that point. And when we do,
we expect probably by July that we will have a repl acenent
pl an. That wll bring the annual maintenance down to about
14,000 on that machine. W'll get a full credit for
anything that we've paid in nmaintenance toward the future
mai nt enance on that.

SEN. PRESI DENT BRAGDON: Ckay. Thank you.

CHAI RVAN WEYLER: Any further questions? Okay. W did
have a notion and a second. |s there further discussion?
Seeing none; all in favor say aye? Opposed no? The item
i s adopted. Thank you, gentl enen.

*HE { MOTI ON ADOPTED}

CHAI RVAN WEYLER: Mbving on to Tab No. 9.

REP. MCGQU RE: | believe there were two itens.

SEN. PRESI DENT BRAGDON: There's two, yeah

CHAI RMAN WEYLER: Second item-- did | skip one?

REP. RODESCHI N: Yes, you did.

** REP. MCGQU RE: |'Ill nove approval

CHAI RVAN WEYLER: Departnent of Transportation second
itemwas 130 -- that was 131. Next we nove to ltem 12-137.

*x REP. MCGQU RE: 1'Ill nove approval

CHAI RVAN WEYLER Represent M Quire noves approval .
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SEN. MORSE: Second.

CHAl RVAN WEYLER: Senat or Mrse seconds. Further
di scussi on? Seeing none; are you ready for the question?
Al in favor say aye? Opposed no? The itemis adopted
unani nously. Thank you.

*** [ MOTI ON ADOPTED}

(9) Chapter 223, Laws of 2011, Footnote C, and RSA
124:15, Positions Restricted:

CHAI RVAN WEYLER: Bringing ne back to reality. Al
right. Itemnunber -- Tab No. 9, first itemis 12-141. Is
there a notion?

*x SEN. PRESI DENT BRAGDON: Move the item

REP. STEPANEK: Second.

CHAI RVAN WEYLER: Senat or Bragdon noves, Representative
St epanek seconds to approve Item 12-141. Any further
di scussi on? Seei ng none; you ready for the question? Al
in favor say aye? Opposed no? The itemis adopted
unani nousl y.

***x  {MOTI ON ADOPTED}

(10) Chapter 223:11, |11, Laws of 2011, Judicial Branch;
Ceneral Fund Appropriation Reductions:

CHAI RVAN WEYLER: Moving on to Tab 10, recognize
Represent ati ve Mrse

* * SEN. MORSE: Senat or . Mbtion to table.

CHAI RVAN WEYLER: Senator Mrse. | renmenber when you
were a Representative. Senator Mrse is recognized.

SEN. MORSE: Move to table.
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REP. MCGUI RE: Second.

CHAl RVAN VWEYLER: Senat or Morse noves to table, second
by Representative MQuire. Non-debatable question. Are you
ready for the question? All in favor say aye? QOpposed no?
The itemis tabled.

***  {MOTI ON ADOPTED}

(11) Chapter 224:14, 11 and II1l, Laws of 2011, Depart nent
O Health and Human Services; Program Eligibility;
Addi ti onal Revenues; Transfer Anbng Accounts and RSA
124:15 Positions Restricted:

CHAI RVAN WEYLER: Mbving on to Tab 11.

SEN. PRESI DENT BRAGDON: M. Chairman, | think the

Senate Menbers will need to caucus on this particular item
whet her we want to table it and take it up later or give us
tinme to caucus now. | |leave that to your discretion.

CHAI RVAN WEYLER: You have ny office avail abl e and how
much time do you think you'll need?

SEN. PRESI DENT BRAGDON: Fi ve m nutes.

CHAI RVAN WEYLER So granted. W will be in recess for
five mnutes.

(Recess at 10:30 a.m)
(Reconvened at 11:44 a.m)
CHAI RVAN WEYLER: Mbvi ng back in session for next item

is Item 12-135. There anyone here from Departnent of Health
and Human Services that can answer questions?
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SHANTHI VENKATESAN, Departnent of Heal th and Hunman
Services: For the record, |I'm Shanthi Venkatesan, Ofice
of the Comm ssioner, Departnent of Health and Human
Servi ces.

VELODY BRALEY, Division of Famly Assistance,
Departnment of Health and Human Services: |'m Mel ody Bral ey
fromthe Division of Fam |y Assistance. Good norning.

CHAI RMVAN WEYLER Question, Representative --
Question, Senator Nbrse.

SEN. MORSE: |'mnot sure you can answer this question
or Lisa has to answer it. It was the Senate's intent that
there be a transition fromHealthy Kids to the MCO W
real i zed the MCO is probably not going up on July 1%, but
if they're going up on January 1% it seened |like you're
putting a programin the mddle. That wasn't our intent.
And what we want to knowis if we hold up this itemthis
nmont h how that affects what you're trying to do.

M5. BRALEY: These two positions that --

CHAI RMVAN WEYLER: | guess we have soneone el se here to
j oin you.

LI SABRI TT SOLSKY, Deputy Medicaid Director, Departnent
of Health and Human Services: For the record, I'm
Li sabritt Solsky. 1'mthe Deputy Medicaid Director. Thank
you so much. Just to respond to the differential in the
time line. One of the issues that we have faced with the
inability to have managed care ready on July 1%, as was our
intention and al ways our goal, is that our contract, our
current contract with New Hanpshire Healthy Kids was only
funded through March 31%'. And the contract itself actually
goes through June 30'". So we've had to prepare to do the
transition of the CHIP Programeffective just July 1,
irrespective of the start date for nmanaged care. So these
two positions will actually support the eligibility
functionality at DHHS and backfill work that was previously
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or | should say currently being perforned by Heal thy Kids
Cor por ati on.

CHAI RMAN WEYLER: Furt her.

SEN. MORSE: Lisa, if we don't fill these positions
this nonth, these positions are needed in July or are they
needed t onorrow?

M5. SOLSKY: These positions are needed for July. O
course, we'll need to post and recruit and do all of that
activity. They're needed in July when Heal thy Kids
Corporation stops to perform-- stops performng these
functi ons and when Heal th and Human Services staff wll
need to performthese functions. These are functions on the
eligibility side of the dynamic. They're unrelated to the
service side of the house and service delivery.

SEN. MORSE: | guess ny question is, is there any way
that -- | nmean, the Senate's intent is that you deal with
Heal thy Kids until January. |Is there a way to get to that?

M5. SOLSKY: Not absent additional appropriation. W're
al ready meking up the shortfall for April, My, and June. |
don't expect that there's any way that we could continue to
do that into State Fiscal '13 facing the shortfalls that
t he Commi ssioner has estimated to be at 30 to $33 nmillion.

SEN. MORSE: $33 million for six nonths?

MS. SCOLSKY: $33 million for State Fiscal '13 is the
estimated shortfall.

SEN. MORSE: It's $70, 000 though a nonth tines six.
Isn't that the shortfall?

MS. VENKATESAN: | think --

SEN. MORSE: What is the short -- | guess we don't
need to debate that. The fact is we have net with Lisa and
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we understand that part of it. But the -- if this doesn't
need to happen this nonth, then | think the Senate woul d
like to table.

M5. SOLSKY: If | could just repeat for your
consi deration that these positions support the eligibility
function and are conpletely unrelated to the service
delivery platform Qur eligibility staff need the support
of those front-end folks to hel p answer the phone, open the
mai |, and get the applications processed on tinme and
accurately. It has nothing whatever to do with service
delivery.

SEN. MORSE: Just to point out, we |learned about this
a week ago. They were served a letter in January which we
| earned fromyour neeting. | nmean, | don't think as far as
the Senate is concerned we thought there should have been
any transition except fromHealthy Kids to the MCO The
first time we learned about it is at our neeting with you
on Tuesday of this week. So I don't think we've been given
any kind of explanation before this Tuesday and now | have
fell ow Senators that are extrenely concerned about the
Departnent's reaction. If this financial transaction
doesn't need to happen before next Fiscal Commttee, then |
think we want to table it. W are very concerned about the
actions of the Departnent.

M5. SOLSKY: | appreciate that. | will relate that to
the Conmmi ssioner and | will be happy to neet with other
menbers of the Senate again to explain the very chall enging
ci rcunstances that we're in. It wasn't until only a couple
of weeks ago that it was clear that managed care woul d not
go forward on July 1%, and so we had to pivot our plan so
that we could neet our expected savings for State Fiscal
"13 that were resulting fromthe requirenent to do a
transition. So, again, these positions are in anticipation
of all of the eligibility functionality being owed by DHHS
effective July 1. And these days it is a very |long process
to post and recruit and fill a position. | would expect
al rost wi thout action today we would fall short of the goa
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of having those positions filled on July 1°.

CHAI RVAN WEYLER: Further questions? Representative
St epanek. |'m sorry.

SEN. MORSE: That's all right.

REP. STEPANEK: Thank you, M. Chairman. My question
woul d be were you anticipating that these positions for
eligibility, which have nothing to do with the service side
of it, in fact, were going to be handl ed by the managed
care conpany?

M5. SOLSKY: No. The nmnaged care conpani es cannot do
eligibility. The -- only State staff can nanage
eligibility. The managed care conpani es don't even do
enrol Il ment. They just do service delivery and care
coordi nati on

REP. STEPANEK: Foll ow up, M. Chairnman?

CHAI RVAN VEYLER: Fol | ow up.

REP. STEPANEK: Well, then |'m confused because if this
was not going to be part of managed care, they weren't
going to take over these functions, why are we just
| earni ng now about these two positions when they were going
to be filled by HHS all al ong?

M5. SOLSKY: The work is presently being performed by
staff at Healthy Kids Corporation. W have a co-I|ocated
office right now with Healthy Kids Corp. staff and DHHS
staff. And the front-end staff and Heal thy Ki ds have been
supporting with answering the phones, opening the mail, and
maki ng sure that the applications get to the workers on the
DHHS side. Wth the termnation of the contract on
June 30'", we need to bring those staff back on to State
grounds into a new site and we wll no | onger have the
support of the Healthy Kids Corporation staff to do that
front-end work with the phones and the mail and so on.
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CHAI RVAN VEYLER: Fol | ow up.

REP. STEPANEK: Thank you, M. Chairnman. Again, | cone
back to the fact that whether or not the nanaged care
systemwent on-line July 1% or not, you still would have
had to take over these functions; is that not correct?

MB. SOLSKY: That is correct.

REP. STEPANEK: Then why are we just hearing about it

now?

MS. SCLSKY: It's not clear to ne what -- when we woul d
have conme before.

REP. STEPANEK: Fol | ow up.

CHAI RVAN VWEYLER: Fol | ow up.

REP. STEPANEK: During the budget season. | nean, if
you were always anticipating taking over these functions
t hroughout this whol e negotiating period, why wasn't this
brought up during the budgetary process when we were
negoti ati ng managed care, because you al ways anti ci pat ed
having to take on these positions?

M5. SOLSKY: | think the answer to your question is
within the body of your question. The eligibility function
is unrelated to managed care. W woul dn't have had a
conversation about the needs on the eligibility side of the
house in the context of the managed care procurenent.

REP. STEPANEK: But --

CHAI RVAN VEYLER: Fol | ow up.

REP. STEPANEK: Followup. But -- and | don't want to
get into a debate on this, but at the end of the day you
knew that the contract with Healthy Kids was going to
term nate.
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MB. SOLSKY: Correct.

REP. STEPANEK: You knew that nanaged care was going to
go into effect July 1. Since you' ve already said that
managed care has no inpact on these people, that you would
have needed these peopl e whet her nanaged care went on or
not, why are we just finding out about this now? Wy
didn't we find out about this nmuch earlier because you knew
about this nmuch earlier because you never anticipated that
managed care woul d take over this. The State was going to
have to take over this; correct?

MS. SCOLSKY: That is correct.

REP. STEPANEK: |'m confused.

M5. SCOLSKY: | am too.

CHAI RVAN WEYLER: Senat or Mbrse.

** SEN. MORSE: | npve to table.

CHAl RMAN WEYLER: Mbtion to table. Non-debatable. Is
there a second?

SEN. ODELL: Second.

CHAI RVAN WEYLER: Second by Senator Qdell. Are you
ready for the question? Al in favor say aye? Opposed no?
The notion is tabl ed.

M5. SOLSKY: Thank you.

CHAI RVAN WEYLER: Thank you.

***  {MOTI ON ADOPTED}

(12) Chapter 224:203, Laws of 2011, Departnent Budgets;
Transfer of Federal Funds:
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CHAIl RVAN WEYLER Okay. Moving on to Tab 12, Item
12-102. Is there a notion?

*x SEN. PRESI DENT BRAGDON: Move the item

CHAI RVAN WEYLER: Senat or Bragdon noves. |Is there a
second?

SEN. D ALLESANDRO Second.

CHAl RVAN VWEYLER: Second. Representative -- Senator
D Al |l esandro seconds Item 12-102. |Is there any further
di scussi on? Seeing none; are you ready for the question?
Al in favor say aye? Opposed no? The itemis adopted.

***  {MOTI ON ADOPTED}

CHAI RVAN WEYLER: Moving on to Item 12-103. |Is there a
not i on?

*x REP. FOOSE: Mve approval

SEN. PRESI DENT BRAGDON: Second.

CHAI RVAN WEYLER Representative Foose noves approval
Senat or Bragdon seconds. |Is there further discussion?
Seeing none; all in favor say aye? Opposed no? The item
i s adopt ed.

***x  {MOTI ON ADOPTED}

(13) Chapter 224:203, Laws of 2011, Departnent Budgets,
Transfer of Federal Funds and RSA 14:30-a, VI Fiscal
Comm ttee Approval Required for Acceptance and
Expendi ture of Fund Over $50,000 from any Non-State
Sour ce:

CHAI RVAN WEYLER: Moving on to Tab 13, Item 12-104.

*x SEN. PRESI DENT BRAGDON: Move the item
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CHAI RVAN WEYLER: Senat or Bragdon noves approval of the
item

REP. STEPANEK: Second.

CHAl RVAN WEYLER Seconded by Representative Stepanek.

REP. MCGUI RE: | had a question.

CHAI RVAN WEYLER Representative McQuire has a question
on Item 12-104, the Departnent of Safety. And M. Col by is
comng forward to answer your question. Thank you, M.

Col by.

MR. COLBY: Good norning.

REP. MCGUI RE: Thank you, M. Chairman. Thank you, M.
Col by. Can you explain in the FEMA letter what is the
meani ng of the phrase "12-nonth | ock-in"?

MR. COLBY: Lance. | have Lance Harbour here with ne
who runs this programand | et himanswer that question for
you. Lance, he's asking what a "12-nonth | ock-in" nmeans?

LANCE HARBOUR, Energency Managenent Protection
Pl anner, Departnent of Safety: Sure.

CHAl RVAN WEYLER: Under Federal ese. Sonetines that's a
di fferent | anguage.

MR. HARBOUR: You're exactly right. After we had a
decl ared disaster, this 12 nonths represents the 12 nonths
fromthe date of the disaster declaration. And after we
have had a decl arati on where public assistance has been
aut hori zed, our programreceives 15% of that total anpunt
to do mtigation projects, do the hazard mtigation grant
program t hroughout the state. So at that 12 nonths that
pretty nmuch tells us exactly what we're going to have in
total to be able to adm nister that program
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CHAI RVAN WEYLER: Tells you but you don't get all the
noney i medi ately.

MR. HARBOUR No, we actually -- we actually will be
subm tting projects right about that time that we get that
total anount.

MR. COLBY: It could go up if the public assistance for
t hat di saster continues to have paynents nmade against it.
There could be an increase in that |ock-in because we are
entitled to get 15% back of whatever that disaster ends up
bei ng out for public assistance.

CHAI RVAN WEYLER: Further questions?

REP. STEPANEK: Thank you, M. Chairman. So just to
clarify. Fromthe nonent the declaration is declared --
di saster is declared, you have 12 nonths in which to
determ ne the total anount of the clainf

MR. HARBOUR: No. Wat happens is, is the disaster is
decl ared and then FEMA cones to town and they adm nister
their public assistance programin coordination with the
state. And as they go out and they wite-up these different
projects throughout the state, that whatever they payout in
public assistance starts -- they start obligating those
projects and so that anpbunt starts to increase. So we
receive a 30-day |l ock-in or a 30-day notice, a six-nonth
notice, and then a 12-nonth notice. And that kind of gives
us an idea of how nmuch of that -- what that 15%is
refl ecting based on what's been obligated so far through
t hat public assistance program And the public assistance
program just to clarify, that is the FEMA programlike in
tropical stormlrene after all of those roads and things,
public infrastructure were danaged, that program pays to
bring those public-owned facilities backup to pre-disaster
condi ti on.

MR. COLBY: At 75%
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VR. HARBOUR: At 75% correct.

MR. COLBY: But of that, every tinme there's a
presidentially declared disaster, there's a hazard
mtigation programestablished to followit. So you can go
out in these comunities and try to repair sone areas that
reoccurring every tine we have a disaster tend to recreate
damage. W increase cul vert sizes, whatever. And the FEMVA
establ i shes that hazard mitigation programat a val ue of
15% of what they paid for public assistance for that
disaster. So it follows it to try to prevent reoccurring
di sasters down the road.

CHAI RVAN WEYLER: Furt her di scussion? Seeing none; are
you ready for the question? All those in favor approving
Item 12-104 say aye? Opposed no? The itemis adopted.
Thank you, gentl enen.

*HE { MOTI ON ADOPTED}

(14) Chapter 224:213, Laws of 2011, Departnent of Justice;
Qut si de Counsel

CHAI RVAN WEYLER: Al'l right. Mywving on to Tab 14. |
recogni ze Senator Morse.

* % SEN. MORSE: | nove to table.

CHAl RVAN WEYLER: Senat or Morse noves to table --

SEN. PRESI DENT BRAGDON: Second.

CHAl RVAN VEYLER: -- Item 12-125, second by Senator
Bragdon. This is a non-debatable item W'Il wait till
Senator Morse returns to his seat.

(Senator Mdrse and M. Pattison have a di scussion.)

CHAI RVAN WEYLER: Senator, are you ready for the
guestion?
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SEN. MORSE:  Yes.

CHAI RVAN WEYLER Are you ready for the question? Al
in favor tabling 12-125 say aye? Opposed no? The itemis
t abl ed.

***  {MOTI ON ADOPTED}

(15) Chapter 224:371, Laws of 2011, Departnent of
Adnmi ni strative Services, Transfer Anong Accounts:

CHAI RVAN WEYLER: Moving on to Tab 15, which is Item
12-140. |Is there a notion?

*x SEN. PRESI DENT BRAGDON: Move the item

CHAI RVAN WEYLER: Senat or Bragdon noves to approve.

REP. FOOSE: Second.

CHAI RVAN WEYLER Representative Foose seconds. Further
di scussi on? Seei ng none; you ready for the question? Al
in favor say aye? Qpposed no? The Item 12-140 i s adopted.

***x  {MOTI ON ADOPTED}

(16) M scel |l aneous:

(17) Informational Mterials:

Audi ts:

CHAI RVAN WEYLER: The remaining itens are informtional
mat eri al . Does anybody have any questions of any of the
informati onal material s? Seei ng none.

The next thing on the agenda are the Audits which the
Audi t Division has been busy. W will recognize its Chief,
M. Mahoney, who will decide what order he's going to
present themin and who is going to join him
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RI CHARD MAHONEY, Director of Audit Division, Ofice of
Legi sl ati ve Budget Assistant: Thank you, M. Chairmn.
Good norning. Good norning, Commttee Menbers. For the
record --

CHAI RVAN WEYLER: Good norning. Look forward to your
wor k.

MR. MAHONEY: For the record, |I'm Richard Mahoney,
Director of Audits for the Ofice of Legislative Budget
Assistant. As you know, our office is responsible to
conduct the single audit of Federal Financial Assistance
Prograns on a yearly basis, and we do so under contract
with KPM5G Joining us this norning to present the report
for KPMGis Geg Driscoll. Geg is a partner with KPM5 and
Karen Farrell, Senior Audit Manager.

CHAI RVAN WEYLER: Thank you. And which one will we
begin wth?

GREG DRI SCOLL, KPMa  The single audit. The big thick
one with the nice sal nbn cover. I think that's sal npon.

CHAI RVAN WEYLER: Looks like a year's work.

MR. DRISCOL: It was pretty close to that. Yes, it
was. As Dick said, this is -- we refer to this as the
Federal Single Audit. What the thrust of this audit is is
for the Federal award prograns for which the State has
expenditures, we're required to test the State's conpliance
with the requirenents that are associated with those
Federal prograns.

We'll wal k you through sone of the basics as we go.
But just to take you through the book, not to steal Ed's
t hunder, to take you through the book to nmake sure
ever ybody understands what you have in front of you because
there are several tabs and several conponents to the report
here and we'll speak to a couple and Ed will speak to a
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coupl e.

If you follow the tabs, the first tab is actually the
State's financial statenents. These we presented and Ed
presented at the last nonth's Fiscal Conmittee neeting.
You'll see our audit opinion on those financial statenents
is included in the front and there's a sonewhat abri dged
version of the State's Conprehensi ve Annual Fi nanci al
Report in that section which you received | ast nonth. So
this is just a repeat or repackagi ng of what you al ready
saw | ast nonth in March.

The next tab | abel ed Reports on Conpliance and
Internal Control. These are the two audit reports that we
issue as part of this single audit package and we'll cone
back to those because that's going to be the focus of our
comments in a little bit.

The next tab Schedul e of Expenditures of Federal
Awards. This is the item zed schedul e of expenditures for
each of the State's Federal Award Prograns by what they
refer to as CFDA nunber which is the Federal program
identification nunber and by Federal Agency.

The next tab is what you m ght be npbst interested in.

This is the finding section that we'll tal k about in our
comments. At the beginning there's just a summary of the
auditors' results which we'll wal k you through. But the

lion share fromF-7 back to F-146 are the findings that we
identified through our test work on the State's conpliance
with the requirenents of its Federal award prograns.

Lastly, the State is required to keep a tally of its
progress in renediating findings fromprior years. So that
| ast maj or section in the back is a recount of the State's
progress to resolving the findings that were identified as
part of the prior audits. And then the Appendi x are just
sonme tables and tabs that nmakes this nonstrous report
easier to foll ow
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So with that, 1'mgoing to take you back to the
reports on conpliance and internal control. That is the
thrust of our work here and will be where the lion's share
of our comrents will be. As part of this section you have
two different reports on internal control and conpli ance.
The first, which I'll speak to, actually relates to the
financial statenent audit. And this is our report on
internal control over financial reporting and on conpliance
that we prepared based on the results of our financial
statenent audit. You had the opinion on the financial
statenents at the | ast neeting when the financia
statenents were presented. And this report, even though
it's a byproduct of that financial statenent audit,
typically it gets packaged with this single audit. So |l
wal k you through this.

It is areport. It's got two sections. Again, interna
control or financial reporting and conpliance. So wal ki ng
t hrough paragraph by paragraph, the first two paragraphs
just sets out the scope. Tal ks about that we audited the
State's financial statenments. Mentions the portions of
those financial statements which we were not responsible to
audi t, because they were audited by either other audit
firms or by other teans from KPMG and this outlines that
the itens that we are identifying in this report woul d not
i nclude anything that was identified as part of those
audi ts because they issue separate reports on those
entities.

So, for exanple, the item-- the conponent of the
State's financial statenents that another KPMSG team audits
is the New Hanpshire Retirenment System and they woul d have
a report like this separate solely relating to the New
Hanpshire Retirenment System

The internal control over financial reporting section,
this we do not give an opinion per se on the State's
internal control or financial reporting. But what we are
required to do is to identify controlled deficiencies that
rise to a level of significance such that they are called
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all this report does, it doesn't give an opinion on
internal control, it just identifies those itens. And if
you | ook at the third paragraph in this section, you'll see
we identify two itens which back in that finding section
are identified as findings one and two that identify two
controll ed deficiencies that rose to a | evel of
significance that we determ ned they would be materia
weaknesses.

The first one, itemone, is on |logical access to
NHFi rst. Some password aut hentication policies and
procedures that were deficient that the State over the | ast
two years has worked very hard to correct and renedi ate and
the second relates to a material weakness over internal
controls over reporting for highway capital assets. Those
two findings were also included in last year's report. And
whil e progress has been nmade to renedi ate those control
findings, they still exist. So the good news though is if
you |l ook at this report |last year there were actually ten
itens that were identified as significant deficiencies or
mat eri al weaknesses. A nunber of those were the result of
the inpact of the inplenentation of NHFirst, and kind of
the catch-up for sonme of the policies and procedures and
wor ki ng out the kinks in the first year of financial
reporting under the new system and many of those have been
renmedi ated at this point. So you're going from10 to 2
which is always positive fromthe financial statenent side.

The second part of this report we're required to
identify any instances of non-conpliance with | aws,
regul ations, contracts and grants that we identify as part
of this financial statenment audit. And simlar to |ast
year, we identified no such instances of non-conpliance.
Non- conpl i ance with Federal requirenents for the single
audit we'll get to in the next opinion. But as far as the
financial statenent audit goes, there were no instance of
non- conpl i ance not ed.

So that report, again, relates to the financial
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statenent audit, although packaged with the single audit.

The next report, which Karen is going to speak to,
tal ks about our findings and our opinion related to
conpliance with the requirenments for Federal award
prograns. So I'Il turn it over to Karen for that report.

KAREN FARRELL, KPMz What |'d like to do is walk
through a report on D3 with you. And this report is solely
related to the Federal prograns and it relates to the 26
maj or prograns that we audited this year. Last year we
actually audited 27, and the nunber of major prograns
remai ns hi gh because ARRA spendi ng conti nues.

So the first -- this opinion actually has really three
parts to it. The first part has to do with conpliance. Wat
we do here is actually give our opinion on the State's
conpliance with the Federal |aws and regulations. And this
really answers the question, did the State conply with the
specific conpliance requirenents that are contained in OVB
Crcular A-133. So of the 26 prograns that we audited, 18
actually were unqualified. So you did conply.

The next page, D4, there's a summary of the eight
prograns that actually had qualifications for a specific
conpliance requirenent. So there's a table here that

actually discusses the -- or refers to the finding nunber,
where in the findings in the back, | think it's in the F
section that G eg had nentioned, it will list the actua

criteria that we neasure the conpliance requirenent
agai nst, the condition that occurred, the effect, and then
any corrective action plan that will be taken.

The program nane is al so descri bed and then the
conpliance requirenment. Six of these eight are actually
qualified for non-conpliance with the sane requirenents
that they were qualified for in the prior year. And just to
sum up what the non-conpliance was. Four were related to
sub-reci pient nonitoring which is when the State passes
t hrough funds to a third party who has sonme responsibility
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for the operation of the program and the nonitoring of
third party really just wasn't there.

One was related to Davis Bacon which is when the State
is responsible for obtaining and reviewi ng certified
payrolls fromcontract -- excuse nme -- fromcontractors,
two are related to reporting and one was related to
mat chi ng, when the State either needs to put up its own
funds or fund in this instance froma third party in
support -- show the support for those funds and match
appropri ately agai nst the Feds.

The paragraph bel ow the table al so tal ks about ot her
i nstances of non-conpliance, but these were not significant
enough for us to qualify the opinion. There were 34
findings related to other conpliance issues and there were
36 in the prior year.

The second part of this opinionis related to interna
control over conpliance. And the State is responsible for
establ i shing and mai ntai ning effective internal controls
over conpliance with the Federal program And as G eg
menti oned, although we don't issue an opinion on this,
we're actually required to test the controls over
conpliance and then report on the deficiencies. And the
deficiencies are categorized into two categories. One is a
mat eri al weakness and the other significant deficiency. And
mat eri al weakness actually nore severe and the definition
is really when there's a reasonable possibility that the
mat eri al non-conpliance could exi st and woul dn't be
detected or corrected on a tinely basis. So on the bottom
of Page D5 we highlight the findings that are materi al
weaknesses. And there were 13 in the current year conpared
with 11 in the prior year

The top of the next page, D-6, we disclose the
findings that are significant deficiencies. And these are
| ess severe than a material weakness; but yet, they're
still inportant enough to report. And there's a point of
conpari son. There were 38 in the current year versus 33 in
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the prior year

The next section of the report is really our in
relation to opinion on the Schedul e of Expenditures of
Federal Awards which is in the next section at E-1 which
actually | eaves out the Federal expenditures that were nade
during the year. And what that nmeans is our in relation to
opinion is that the CDFA, which is subject to the audit of
the financial statenents in relation to that audit is
fairly stated in all material respects.

MR. DRI SCOLL: Thanks, Karen. Before we turn it over to
Ed for some analysis fromthe State's point of view, |'ll
wal k you through one | ast section that is our
responsibility and that's the F section behind the Current
Year Findings and Questioned Costs tab. If -- you know,
what we tal ked about in the opinionis alittle bit tough
to grasp with all the words and those item zed nunbers.
These next coupl e of pages give you a nice snapshot of the
overall results of the audit, both the financial statenent
audit and the audit of the Federal award. So you'll see
nice little sinple check boxes as to where the nmateri al
weaknesses and significant deficiencies were found in each
of the audits. You have a nice short listing of the
prograns that received a qualified opinion over conpliance.
Because for one of the conpliance requirenents we believe
based on our test work the State did not conply with the
requirenment. And then if you switch to F-2, F-3 and F-4,
you'll see the list of prograns that were audited as part
of this audit. Again, | believe Karen said there were 26 in
total as conpared to 27 fromlast year.

And then, lastly, behind F-5 you will see the item zed
findings, generally presented criteria, what the
requi rement was, condition, what we found, a cause and
effect section, along with a recomrendati on. And then each
of the findings had a response fromthe appropriate
Agency's managenent. And we'll, hopefully to your benefit,
we won't go through all 55 findings. W'll leave it to you
to have questions if there are particular ones you' d like
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to discuss. So that's the extent of our prepared remarKks.
We're certainly nore than happy to take questions once Ed
waps up with his discussion.

ED CARTER, State Conptroller, Departnent of
Adm ni strative Services: Good norning. For the record, ny

nane is Ed Carter. |'m State Conptroller. Good to be here
again. | just wanted to nake a couple of coments regardi ng
the report and then we'll certainly take questions. |

t hought there may be sone, perhaps, that | would be best to
answer. But | would just like to start by thanking KPMG for
t hei r outstandi ng performance on auditing this. This is a
very grueling audit to go through these single audits and
they do it admrably, organized, and in constant

communi cation with ny office.

These are very volum nous. You're tal king about
hundreds of prograns and thousands of Federal regulations.
If we had a perfect audit, | wager | would say to you we
are spending too nmuch on conpliance. W don't have a
perfect audit. And | would say at this tinme we probably
are noderately in conpliance with our prograns, fair to
noderately in conpliance. | would |ike that to be in good
conpl i ance. Again, not excellent because |I don't think --
it's very difficult to get to that point and it woul d take
guite an investnent. But as |long as we are receiving the
funds we need, we are not having any of those funds
di squalified or significant anmounts disqualified, there are
going to be certain | apses and findings that KPM5 conmes up
with. W will endeavor to correct those and carry on.

As Karen nentioned, sub-recipient nmonitoring is
sonet hing that cane up a few years ago that we really need
to do a better job of. People are very attentive to what
they're seeing and what is perfornmed within the state but
when funds are passed through the state down to a sub-
recipient, there often is a | apse of checking
qual i fications of that sub-recipient and the other
noni toring techni ques.
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The Davis Bacon is very simlar. That also is
checking of a contract. So those are the things we' ve been
trying to strengthen the |last couple of years. It can take
a couple of years to resolve an issue, to actually change
your procedures to such an extent to have an inpact to
resolve that item

COver the last five years, we have had varying --
varying results but overall inproving, | would say. In the
m ddl e of that you have to remenber also that ARRA cane
al ong and i ntroduced a bunch nore prograns with very
stringent requirenments very fast. Made it very difficult to
understand all of those requirenments and respond to them
and be conpliant, entirely conpliant.

Over the past several years, we've had nore and nore
added to the bunch, if you will. You ve got in this year's
comrents you have 55 -- 55 total coments. However, of
those 55, half of them approxinmately had been made in the
prior year. They were repeats. As | said a nonent ago, it
can take a few years to resolve a condition. Wen you
consi der, you take out all the repeats and just | ook at
uni que findi ngs each year, we have actually inproved over
t he past couple. In 2010, we had 54 uni que findings. This
year we had 29 unique findings. My nunbers m ght be a
little bit off because picking the bones out of this can be
-- can be a chall enge.

Anot her point I'd like to just enphasize, and | wll
gi ve nore conprehensive report on this at one of the next
two fiscal neetings when we present the nanagenent letter,
t he managenent report. That is distinct fromthe interna
-- fromthe single audit. The auditors prepare a
managenent report -- a managenent letter resulting fromthe
CAFR audit specifically. Now, it bleeds over into these and
that's why sone of those are repeated here.

Last year, we had a managenent |etter that had, |
bel i eve, 12 total comments of which ten were material or
significant deficiencies. Material weakness or significant
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deficiencies. Ten of them This year we had two. A | ot of
that is attributable to the ERP Systemwe put in. W are
just struggling to get all the controls in and everything
el se and we made great headway in doing that. But | believe
that was significant progress. Those are the extent of the
comments | wanted to nmake specifically.

CHAI RVAN WEYLER: Thank you, Conptroller Carter. Any
guestions? Representative MQiire.

REP. MCGUI RE: Thank you. Thank you for com ng.

MR. CARTER: Sure.

REP. MCGUI RE: This year we had or this budget season
we had a significant problemw th the Medi cai d Enhancenent
Tax. W& were fined for sonething that happened years ago.
Is there anything here that potentially puts us in a shape
like that so that three years down the road they're going
to say, well, you shouldn't have -- you know, we are not
going to approve noney we are getting right now?

MR. CARTER: Yes. You're referring to the Medicaid
Enhancenent Tax and the rei nbursenent to hospitals for
unconpensat ed care?

REP. MCGUI RE: Yes.

MR. CARTER: Which is all kind of a turnkey process,
very involved and the audit of -- the audited general in
the year 2000 -- for the year 2004 which was conducted
subsequently and canme out with findings in 2007, found that
we were in significant non-conpliance. The procedures that
woul d have to be inplenmented to basically prevent that from
happening is scrutiny. We have to be diligent at the
executive levels and at all our |evels of nmanagenent to
make sure that the manner in which we are inplenenting that
programis conplying. And | think that's what was falling
short. There also, | nust add, was a significant anmount of
or lack of clarity within the regul ati ons of Medicare and
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Medi caid. They are very difficult to follow. They wll
contradi ct thenselves. They will say absolutely this is
fine to do and then two years later they'll say no, you
can't do that. Those kinds of things exist. But | can't
point to sonmething specific to say we have inplenented this

so that wll never happen again. But |I know HHS under
Commi ssi oner Tounpas has done a great deal of work to bring
it into a level of conpliance so that we will not have

t hese findi ngs agai n.

MR. DRI SCOLL: Froman audit perspective, the scopes
of the audit are a little different. Were -- what -- those
DSH types of audits or an I G inspection and Federal HHS I G
i nspection of the DSH Program the objectives of that audit
are a little different. The scope is a little deeper dive
than what we have. So a little bit of a different objective
and scope fromthose types of audits.

REP. MCGQUI RE: Ckay. One ot her question?

CHAI RVAN VWEYLER: Fol | ow up.

REP. MCGQUI RE: What's the significance of the word
single? | didn't quite understand that.

MR, DRI SCOLL: Single is you're giving opinions on
single programs. So it's all -- well, it used to be in the
ol d days back before 1984 all of these prograns used to
have separate audits done. So you woul d have 27 audits of
prograns. So now when the Single Audit Act cane in in 1984
t hat brought all those individual audits under the unbrella
of a single one audit here. Rather than 26, however many
prograns, individual audit reports, they are now under the
unbrella of one single audit.

MR, CARTER If | could clarify further? Again, prior
to 1984, each Federal Departnent had their own obligation
to pursue conpliance with their own prograns and they did
so in a variety of ways, usually by commandi ng audits. As
Greg indicates, there was an Act that brought all of that
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t oget her under the IG and nowthe -- this report will go to
our cogni zant agency which is HHS. HHS is a cogni zant
agency for every state. Fromthere, they extract all of
their related program findings. Then they pass it on to the
ot her Federal -- Federal departments. And | end up getting
letters down the road for the next year from each of those
asking current status, et cetera, et cetera, and | work
with the Agencies to give those responses.

CHAl RVAN WEYLER: Senat or (del |

SEN. ODELL: Thank you, M. Chairnman. Coul d soneone
just direct ne to the summary page where | would find --

MR. DRISCOL: Sure, it's F-1. It's behind the Current
Year Fi ndings and Questioned Costs tab. It's the very
first page behind that tab.

SEN. ODELL: F-17?

MR. DRISCOL: F-1, yes. It's the sunmary of auditors.

SEN. ODELL: I'm |l ooking for the financials, summary of
the nunbers. In a single audit is there a sunmary of al
the progranms for the year in terns of the grants to the
State of New Hanpshire?

MR. DRI SCOLL: Meani ng what the expenditures were for
the year?

SEN. CDELL: Yeah, or the receipts.

MR. DRISCOL: Ed, is there a sunmary in the front?

MR CARTER Yes, the CDFA has it.

MR. DRI SCO.L: The CDFA -- well, the detail by program
is in the E section --

SEN. ODELL: Right.
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bel i eve, Ed, you know, the book a little better than I do.
| believe that sunmarized --

MR. CARTER Greg. E-1.

MR. PATTI SON:  B-4.

MR. CARTER Try B-4.

MR. DRISCO.L: B-4. B-2 through B-4 has it summari zed
by State Agency.

SEN. ODELL: M. Chairnman, so that neans that total
expendi tures, total receipts for State of New Hanpshire in
Fi scal Year 2011 was $2, 270, 000, 0007

MR. DRI SCOLL: Total expenditures. Not receipt.

MR. CARTER: There m ght have been a timng difference
in the receipt.

MR, DRI SCOLL: W are testing expenditures, not
necessarily the receipts.

SEN. ODELL: The noney cones in, this is the count of
how nuch we spent.

MR DRI SCOLL: Correct.

SEN. ODELL: Thank you

MR DRI SCOLL: You're wel cone.

CHAI RVAN WEYLER: 30% of our spendi ng.

SEN. ODELL: More like half. It's -- it |ooks |ike
hal f.
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CHAI RVAN WEYLER: Yeah, close to half. Further
guestions? Representative MQiire.

REP. MCGQUI RE: Thank you. On F-1 it says that there
were problens with -- found with the Cean Water State
Revol ving Fund and the Drinking Water State Revol ving Fund.
Can you give nore detail about what those probl ens were?

MR, DRI SCOLL: Sure. And | think that the best spot to
do is to go back to the qualification just to jog ny nenory
as well. So if we go back to D-4, the significant issues
were in the reporting area. Okay. There were, | believe,
eight findings related to the two revol ving | oan funds; but
the nost significant were the three there in that table on
D-4, 49, 50 and 54, and those related to reporting and in
two main things. There is an annual financial status report
that is required to be filed for each of the grants, and
particularly for drinking water for, | believe, virtually
all of the grants. They just flat weren't filed. And so
that seened to rise to a |level of material non-conpliance.

The other itemwas related to Section 1512 reporting,
which is the ARRA reporting requirenent where quarterly
required to report the expenditures under the ARRA program
W saw errors in the report as conpared to the accounting
records. So again, that rose to the level of qualifying for
the reporting requirenent. There are probably four or five
other I ess material instances of non-conpliance as you go
to the back. | think there is one on |oan forgi veness and
anortization schedules that didn't match and the deposit of
fees in separate accounts, but the reporting was where the
nost material findings. The C ean Water/Drinking \Water
findings, so you don't have to |leaf through it, are towards
the back. | believe they are 49 through the end. Take it
back. They start a little earlier than that. 47 through the
end. So from F-126 through F-146 are the specific findings
related to Cl ean Water and Drinking Water.

REP. MCGUI RE: Fol | ow up?
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CHAI RVAN WEYLER: Fol | ow up question

REP. MCGUI RE: So you're saying that DES just sinply
didn't file the report on this progranf

MR. DRI SCOLL: That was what we found, yes.

REP. MCGQUI RE: |Is there any response fromthemas to
why or were they |ate the previous year?

MR. DRISCOLL: | think it's just resources. But there
will be a response in the finding. So if we go to 50. It's
1512. | apol ogi ze. Yeah, it's 54 and 55. So it's just they
acknow edge that they were supposed to be filed, and they
just did not nmonitor the filing requirenents appropriately
due to staffing vacancies. There are no questioned costs
associ ated with the reporting.

CHAI RVAN WEYLER: Further questions fromthe Commttee?

*x REP. RODESCHIN: | nove to accept the report, place it
on file, and release in the usual manner. | think | got
back in tine to nake the notion.

CHAl RVAN WEYLER: |s there a second?

SEN. D ALLESANDRO Second.

CHAl RVAN WEYLER: Senator D Al |l esandro seconds. Further
di scussi on? Looks like a year's work.

MR. DRISCOLL: It was. Thank you

CHAI RVAN WEYLER: Going to be a week's reading.

MR. DRISCOL: W'll be ready to start the next one in
anot her six weeks. Thank you very nuch.

M5. FARRELL: Thank you.
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CHAI RMAN WEYLER: Seeing no further discussion, are you
ready for the question? Al in favor say aye? Opposed no?
The report is adopted as specified in the notion.

***x  {MOTI ON ADOPTED}

CHAl RVAN WEYLER: M. Mahoney will introduce the next
audit. Senator Mrse for a question.

SEN. MORSE: M. Chairnman, can we set sone dates for
Fi scal while we are all here?

CHAI RVAN WEYLER: Good idea. All right.

SEN. MORSE: What | woul d suggest is -- | know we want
to neet in five weeks, but | would suggest that we set an
interimdate that only for tabled itens. And if any work
can be done on those itens, great. If not, we cone, open up
and | eave. So | woul d suggest just because Finance neets on
Thursday in the Senate, if we would neet on the 26th at
three o' clock, I"mhoping it's a short neeting. But | would
think we could neet for tabled itens only. So everybody
understands that. And then if we could set the other date
for the next Fiscal neeting, we can vote on it all now

CHAI RVAN WEYLER: Ckay. Mbtion by Senator Mirse to set
the Thursday, April 26'" at 3 o'clock for Fiscal Conmittee
to discuss tabled itens and take any reports and only
restricted to those itens. Is there a second?

SEN. PRESI DENT BRAGDON: Second.

CHAI RVAN WEYLER: Second by Senat or Bragdon. Any
further discussion? Any conflicts anybody knows of at this
time? Al right then. We will set that date. Want to set a
date now for the next neeting of the Fiscal Commttee for
all other itens?

SEN. MORSE: M ght as wel .
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MR. PATTI SON: Five weeks woul d be the 18'" of May.

CHAI RVAN WEYLER: May 18'" woul d be the next meeting at
10 o' cl ock. Anybody have any problemw th that? W don't
know Committees of Conference, but we'll just avoid those
dates, if possible, or that time. The 18'" of My at
10 o' clock for the next Fiscal neeting for the any other
items. Anybody have a conflict at this tinme? Seeing none,
we'll set those dates. 18'", Friday, at 10 o'clock and 26'"
of April at 3 o'clock. Just restricted to the tabled itemns.
Thank you, Senator Morse.

kay. Back to M. Mahoney.

MR. MAHONEY: Thank you, M. Chairnman. The next audit
on our agenda is the Turnpi ke System Managenent Letter.
Joining me this nmorning to present the report to the
Commttee is Senior Audit Manager, Jean Mtchell, wth our
office. And we're also joined at the table by Patrick
McKenna and Len Russell fromthe Departnent of
Transportati on.

CHAI RVAN VEYLER: Wl cone.

JEAN M TCHELL, Senior Audit Manager, Audit Division
O fice of Legislative Budget Assistant: Good norning,
Chai rman Wyl er, Menbers of the Commttee. My nane is Jean
Mtchell. 1'mhere to present to you the Fiscal Year 2011
Managenent Letter of the Turnpi ke System This Managenent
Letter is a byproduct of the Fiscal Year 2011 audit of the
system The Turnpi ke System Conprehensi ve Annual Fi nanci al
Report was presented to the Cormittee at the January 2012
neeting. I'd like to start on the Table of Contents.

This report contains 11 comments. One is a materi al
weakness, eight are significant deficiencies, and two are
State Conpliance Comments. It should be noted that the
Turnpi ke System agrees with all 11 comments and no conments
suggest | egislative action.
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Going to Page 2 is Cbservation No. 1. This
oservation is a material weakness. Wile inprovenents were
evident in the Turnpi ke System s financial accounting and
reporting processes during Fiscal Year 2011, instances were
not ed where Turnpi ke needs to continue its efforts to
addr ess weaknesses in its processing and reporting of
financial transactions. Itemnunbers 1 through 5 in the
report outline the weaknesses noted and incl ude expenses
bei ng pai d based on budgeted anmounts rather than actual
amounts. The inability to provide systemgenerated reports
and properly account for and record Federal capital
contribution, challenges related to the accounting and
reporting of capital assets, and the need to record
mat eri al and significant year-end adjustnents.

We recommend that Turnpi ke continue in its efforts to
inprove its financial accounting and reporting processes
and strengthen that effort through inproved policies and
pr ocedures.

Qoservation No. 2 begins on Page nunber 7. This begins
our significant deficiencies. This coment addresses
weaknesses in the Open Road Tolling System known as ORT.
That was put into operation at the Hanpton Tolls in June of
2010. Turnpikes relies on a nunber of information systens
to determ ne, accunul ate, and report operational and
financial activity of the ORT. The ORT concerns are
outlined in items nunbered 1 through 4 of the comrent. They
i nclude the ORT system having not fully nmet operational
acceptance criteria as of Decenber 29'" 2011; inconplete
docunentation and data to support the testing that has been
perforned; and certain contract deliverables not being net,
as well as ORT lane audits not being perforned.

(bservation No. 3 begins on Page 10. It speaks to the
need to inprove controls over quarterly |lane audits that
Tur npi kes conducts to conpare, observe transactions to
those captured in the tolling system W reviewed the
June 30, 2011, lane audits and noted errors outlined in
detail on Page 10. W also noted that 13% of the
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transactions tested by Turnpi kes relate to m snatched
transacti ons, where the vehicle class detected by the tol
sensor does not match the class indicated on the
transponder. Turnpi kes reported that it is its policy to
charge the transponder account the higher vehicle class
toll rate when a msmatch is determ ned. W reconmend t hat
Turnpi kes reviewits |lane audit protocols to ensure that
policies and procedures are being fol |l owed.

observation No. 4 begins in the mddl e of Page 12.
Thi s Cbservation recommends that Turnpi kes works with its
ORT system vendor to inplenent an automated error alert
nmessage to notify managenent if the data transfer between
information systens fail.

On Page 13 you will find Cbservation No. 5. W
reconmend Tur npi kes devel op an appropriate di saster
recovery and business continuity plan and performa fornal
ri sk assessnent of the ORT system The disaster recovery
pl an was one of the outstanding contract deliverables as of
Decenber 29, 2011, referred to in Qbservation No. 2.

oservation No. 6 is |located at the bottom of Page 14.
This notes the need for Turnpikes to establish policies and
procedures for accounting and reporting of capital assets
that are replaced, sold, or renpoved from service.

At the top of Page 16 is Observation No. 7. This
oservati on reconmends Turnpi kes establish a review and
approval control over its nonthly revenue reconciliation
pr ocess.

In Qbservation No. 8 on Page 7, we note that Turnpikes
and the State Treasury have made inprovenents during the
year in their cash reconciliation process. However, during
testing we did note a $560, 000 overstatenment in Turnpikes'
cash that first appeared on a Decenber 2009 bank
reconciliation. It was not corrected until Novenber of 2011
subsequent to auditor inquiry.
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The last internal control comrent is Observation No. 9
on Page 18. W recomend Turnpi kes establish policies and
procedures for paynents of services received from ot her
government al organi zati ons based on actual services
received i nstead of budgeted anounts.

Qur State Conpliance Comments begi ns on Page 20. The
first one notes two instances where Turnpi kes was not in
full conpliance with certain requirenments in the general
bond resolution related to the revenue bonds. These issues
were included in a debt covenant letter that was presented
to the Conmttee during the January 2012 neeti ng.

Qur final comment, Observation No. 11, states that
Tur npi kes' transponder inventory fund at June 30, 2011,
exceeded the $1 mllion bal ance in the statute.

Behind the tab is the current status of the Fiscal
Year 2010 Managenent Letter of the Turnpi ke System O the
six Qobservations, three are fully resolved, two are
partially resolved, and one is fully resol ved.

I'"d like to thank the Committee for its time this
norning. |I'd also like to thank the Turnpi kes System
managenent and staff for all their hel p and cooperation
during the audit process. And we can certainly address any
guestions you m ght have right now.

CHAI RVAN WEYLER Representative MCQuire.

REP. MCGQUI RE: Thank you, M. Chairman. Thank you. |
think this was nunber three regarding the differences
between -- a m smatch between the transponder and the
nunber of axles on the vehicle is what | thought | heard.
Does this nean that sonebody is driving through with a
truck when they have a transponder froma car or sonething
i ke that?

MR. MCKENNA: Yes. Representative, that's -- that's
partially correct. It's essentially a class of the vehicle
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itself. In our response you'll note that -- that Turnpikes
System has found and detected the software issue there and
has approved this software fix. It was fully inplenmented on
February 13'" of this year. So we don't anticipate that this
will be a problemin the future.

REP. MCGUI RE: Fol | ow up?

CHAI RVAN VEYLER: Fol | ow up.

REP. MCGUI RE: So the system has a way of detecting
that the vehicle is a bigger vehicle than a car? |Is that

MR. MCKENNA: That's correct.

REP. MCGUI RE: Ch, that's interesting.

MR. MCKENNA: There are different rates on the tolls
for different vehicles.

LEN RUSSELL, Departnent of Transportation: Axles.

MR. MCKENNA: Based on axl es.

CHAI RVAN WEYLER: Comments? M. MKenna or M. Russel
goi ng to speak for Turnpike?

MR. MCKENNA: Certainly. Menbers of the Conmttee, M.
Chai rman, thank you. We appreciate the work that both
internally our staff in Turnpi kes and Fi nance and Contracts
did to work with LBA over the audit period. W appreciate
the work that the Legislative Budget Assistant and their
staff did and their diligence in the review Mst of the
itens that are in here were part of the letter that cane
forward to the Fiscal Commttee in January. W responded

specifically on all of the financial areas. | would note
that we have al so secured and i npl enented sone fi xed assets
software on a -- what we woul d consider to be an interim

step between the spreadsheet collection of infrastructure
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assets and ultimately what the State systemw || be
i npl emrented statewi de. So we believe we're al so dedicating

staff tinme for that as well, and we're working through
that. It's inplenmented. And we see that as being very
beneficial to the Departnent and the State. | don't have

ot her comments specific to the findings. W have submtted
inwiting and it's recorded in here all of the
Departnent's responses and we'd be happy to answer any
guesti ons.

CHAI RVAN WEYLER: Any further questions?
Representati ve McQuire.

REP. MCGUI RE: Thank you. Patrick, what |evel of assets
are in this database? Does it go down to, | don't know,
furniture and that kind of thing?

MR. MCKENNA: Yes. Yes, it does. \Wat we are
inplenmenting is actually a software package that have
i npl emrented in other places that work. It's one that many
audit firnms use when they're comng in to test fixed
assets. It is not a systemthat will automatically record
them W still have to, through analysis, through sonme 35
systens that store and maintain this data, be it bridges,
hi ghways, office equipnent, and others, but it gives us a
better way to retain that information to nake sure that the
depreciation is cal cul ated properly, and to put in place
t he procedures as several of themreconmended by LBA for
the renoval of assets. We retain the assets at historic
val ue and there hadn't been in place, really, throughout
the history of the Turnpikes that process of renova
because we al so show the full accunul ated depreci ati on. So
the net asset val ue on the books has been accurate. And we
do need to inprove that process to renove those assets so
they're not recorded either in accunul ated appreciation or
t he asset |isting.

REP. MCGUI RE: Can | assune you're using the sane thing
at DOT for the highway systenf
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MR. MCKENNA: Yes, absolutely. And the -- just for the
Committee's information, that software was -- we received
five licenses for $4, 000.

REP. MCGUI RE: Thank you.

MR. MCKENNA: You're wel cone.

CHAI RVAN WEYLER: Anything further? M. Russell, any
further coments?

MR. RUSSELL: ['Il just add nmy two cents. | just want
to thank the LBA staff, too. And, of course, our staff that
I thought this year was an exceptional year. W do have a
conpl ement of staff that are eager to address these issues.
A lot of these issues that are brought up are year, after
year, after year, sone going as far back as ten years. And
| feel confident that this year we are on a track to get
t hose strai ghtened out.

CHAI RMAN WEYLER: Excel | ent.

MR, RUSSELL: | want to thank you.

CHAI RVAN WEYLER Representative Rodeschin is
recogni zed for a notion.

** REP. RODESCHI N: To accept the report, place it on
file, and release in the usual manner

CHAl RMAN WEYLER: |Is there a second?

SEN. D ALLESANDRO Second.

CHAI RMAN WEYLER: Second from Senator D Al l esandro. Any
further discussion? Seeing none; all in favor of the notion
say aye? Qpposed no? Adopted unani nmously. Thank you very
much.

***  {MOTI ON ADOPTED}
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CHAI RVAN WEYLER: M. Mahoney wil | introduce the next
audi t.

MR. MAHONEY: Thank you, M. Chairman. The next audit
on our agenda is our performance audit of the Public
Utilities Comm ssion and its adm nistratively attached
agencies. Joining ne this norning to present the report is
Vilay DiCcco. Vilay is a Senior Audit Manager with our
of fice.

We'l|l also be joined at the table by Conm ssioner --
Chai rman of the Conm ssion, Any Ignatius.

AMY | GNATIUS, Chairman, Public Utilities Conm ssion:
Good norni ng.

MR. MAHONEY: And the --

RORI E PATTERSON HOLLENBERG, Acting Consuner Advocate,

O fice of Consuner Advocate: Rorie Patterson Holl enberg,
Acting Consuner Advocate.

CHAI RVAN VEYLER: Acti ng what ?

SEN. MORSE: Consuner Advocate.

CHAI RVAN WEYLER: Consuner Advocate. Thank you.

VI LAY DI Cl CCO, Seni or Audit Manager, Audit Division,
Ofice of Legislative Budget Assistant: Good norning, M.
Chai rman, and Menbers of the Commttee. My nane is Vil ay
DiGcco and this norning I will be presenting the
performance audit of the Public Utilities Conm ssion and
its adm nistratively attached agencies, the Ofice of
Consuner Advocate and the Energy Efficiency and Sustainabl e
Ener gy Board.

The purpose of our audit was to determ ne whether the
Public Wilities Conmm ssion, the Ofice of Consuner
Advocate and the Ofice of the Energy Efficiency and
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Sust ai nabl e Energy Board were efficient and effective
during Fiscal Years 2010 and 2011. Qur Executive Sunmary of
the report is found on Page 1.

We found the PUC was effective and efficient in acting
as the arbiter between the interests of consunmers and
regulated utilities. Both utilities and consuners were
generally satisfied with the PUC s processes for handling
filings and consuner conplaints. We did find several areas
in which the PUC could inprove its internal procedures to
increase its efficiency and effectiveness.

The O fice of Consuner Advocate or OCA was generally
efficient and effective, although we found its
ef fecti veness was hindered by the |ack of direct access to
consuner conplaint information which is maintained by the
PUC. As a result, it could not analyze information to
identify trends in consuner conplaints. The all-volunteer
Energy Efficiency and Sustai nabl e Energy Board or EESE
Board was established to pronote and coordi nate energy
efficiency, sustainable energy, and demand response.
However, we found it could not fulfill its statutory
obligations due to insufficient statutory authority and
budget ary resources.

Qur Recommendation Sunmmary starts on Page 3. CQur
report contains 16 Qobservations and Recommendati ons, five
of which may require sone | egislative action. The PUC
concurred with four of the fifteen Qobservations affecting
its operation. It concurred, in part, with nine and did not
concur with two. The OCA concurred, in part, with the one
observation affecting its operation and the EESE Board
concurred with the observation affecting its operation

Starting on Page 7, we present some background
information on the PUC, the OCA, and the EESE Board. The
PUC has jurisdiction over rates, service, safety and
financing for regul ated electric, natural gas,

t el ecommuni cations, water and steamutilities in the state.
To fulfill its responsibilities the Conm ssion investigates
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and rul es on issues ranging from proposed rates and
charges, rules and regul ati ons, debt financing, ownership
and other utility related matters. The Conm ssi on does not
regul ate cable TV, cellular, out-of-state |ong distance or
Internet service providers.

The OCA is adm nistratively attached to the Conm ssion
and consists of the Consunmer Advocate and four personnel.
The Consuner Advocate position is currently vacant. The
office is responsible for advocating for reasonably priced,
safe, and reliable service. It has the power to petition,

i ntervene, or appear in any proceeding concerning utility
rates, tariffs, charges, and custoner service. The 25
menber vol unteer EESE Board is statutorily established to
review energy efficiency, conservation, demand response,
and sustainable energy. It's also charged with conpiling a
report of these resources, developing a plan to achieve
energy efficiency, and devel oping a plan for econom c and
environnmental sustainability of the State's energy system
The EESE Board has not been appropriated any funds since
its creation in 2008.

Qur Qoservations start on Page 11 with the PUC. The
first four Observations address areas where the PUC shoul d
i nprove conpliance with |aws and adm ni strative rules or
clarify its rules and policies. In this section we
reconmend the PUC and the Legislature reviewits
contracting practices, clarify when secretarial letters
shoul d be used rather than issuing formal orders,
clarifying its rules regarding safety inspections, and
establ i shing rules regarding when costs can be passed down
to consuners for rate case expenses.

Qur next two Qbservations discuss staffing, and we
start with Qbservation 5 on Page 17, which discusses the
need to review utility analyst positions in the Consuners
Affairs Division and hearings exam ners in the Legal
Division. W found the current classifications do not
accurately reflect actual job responsibilities. And we
found reclassifying utility analyst positions could save
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the PUC as nmuch as 150 -- $115, 000 during the two-year
audit period. Hearings exam ners also did not conduct
hearings as they are classification specified. So we
recommend updating job descriptions for these two
positions, utilizing hearings exam ners consistent with
their job description, and recl assifying positions as
appropri ate.

Qbservation 6 starting on Page 21 di scusses personnel
practices and staffing. The Comm ssion has not conducted a
conpr ehensi ve agency-w de staffing analysis in 11 years.

We al so found the Commi ssion hired sone personnel neeting
only m nimum qualifications at higher than the m ni num
step. W recomend the PUC conduct a staffing analysis and
ensure personnel are hired at the | owest step possible. W
al so recomend the Departnent of Adm nistrative Services
consi der anmending its rules to require docunentation to
justify hiring personnel at above the m ni mum step.

Qur next three Cbservations starting with Cbservation
7 on Page 25 discusses the need to devel op division
specific policies and procedures, supplenenting the PUC s
ethics policy with additional procedures and devel opi ng
policies and procedures for using audio equi pnent in the
hearings room W also recommend the Legislature update RSA
363:12-b which places prohibitions on sone positions from
accepting enploynent with regulated utilities after |eaving
PUC.

observation 10 on Page 30 di scusses ways in which the
PUC can inprove adjudicatory tineliness. Uilities reported
t he adj udicatory process was not efficient and heari ngs
were not held tinely and orders were not issued tinely in
non-rate rel ated cases. So we recomend the PUC use tele
and vi deo conferencing, determ ne whether hearings can be
presi ded over by one or two commi ssioners instead of al
three, utilizing hearings exam ners, and actively reducing
t he nunber of postponenents or extensions, and including
only needed staff in deliberations. W also recommend the
Legi sl ature consider establishing tinme frames for non-rate
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rel ated cases.

Qur next observation, Observation 11 on Page 32,
addresses the energy efficiency progranms, such as Energy
Star and the conpact fluorescent |ight bulb rebates which
are managed by the utilities. W found the program could
benefit from active nmanagenent between filings which going
forward will occur every two years. W recomend that PUC
del egate sone of its authority to a manager independent of
the utilities to nonitor the programand transfer the
responsibilities for the prograns fromthe Electric
Division to the Sustainable Energy Division whose n ssion
and expertise nore closely align with the program goals.
W al so recommend that PUC utilize a nmethod other than the
adj udi catory process to review and approve these prograns
as it has been thought to be the | east effective way to
desi gn them

(bservation 12 on Page 35 di scusses the need to
strengthen controls over information technol ogy, such as
better controls over portable assets and encrypting
devi ces, defining when portable assets can be taken hone,
reduci ng the nunber of unneeded portable assets and
ensuring better accountability.

We al so recommend i npl enenting transaction | oggi ng and
edit controls as well as testing or advising the continuity
of operations plan.

Qur last two Cbservations in this section discuss the
Consuner Affairs Division. Consuners we surveyed reported
better communi cati on was needed during the conpl aint
process, and we found Consuner Affairs D vision did not
al ways ensure all fields in their database were conplete
and did not track sone outcones. We recomend the PUC
docunent the conplaint outconmes to ensure results are
appropriate and ensure all fields in their database are
conpl et e.

Qur next section in the report start on Page 30 --
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sorry -- 43 and it discusses the Ofice of Consuner
Advocate. W found the OCA's ability to fulfill it's
statutory function was limted as it had no direct access
to consunmer conplaint information which is reported
directly to the PUC. Wthout adequate information -- input
fromresidential rate payers or direct access to consuner
conpl aints, the OCA cannot effectively identify trends.
Direct interaction with consuners can enhance the
effectiveness and efficiency of the OCA's advocacy. W
reconmend the Legislature consider noving the Consuner
Affairs Division functions and its staff to the OCA

Qur | ast Cbservation, which is on Page 51, discusses
the Energy Efficiency and Sustai nable Energy Board, the
EESE Board. Statute tasks the Board with numerous
responsibilities. However, we found it did not have sole
authority in many areas and acted nore as a cl earinghouse
for energy issues. The Board al so was not appropriated
funds to fulfill its obligations; and, therefore, many of
its duties were not fulfilled. We recommend the Legislature
consi der the purpose, the objective, and function of the
Board and whet her they can be acconplished with the limted
resources and authority assigned.

On Page 55, we discuss three issues we consider
not ewort hy but were not devel oped into formal observation
and the PUC may wi sh consider these. The remai nder of our
report contains our scope, objectives and net hodol ogy, a
letter fromthe PUC, the results of our five surveys, and
the current status of the prior audit findings.

W would Iike to thank the PUC, the OCA, and EESE
Board staff for their cooperation during the audit process,
and this concludes ny presentation. W'd be happy to answer
any questions you may have.

CHAl RVAN VEYLER: Questions fromthe Conmttee?
Representative McQuire.

REP. MCGUI RE: Thank you, M. Chair. Thank you for

Joint Fiscal Committee

April 13, 2012



60

com ng.

bservation No. 1 seens to be a little bit of a
di sagreement between the PUC and the LBA. Wuld this be a
good subject for legislation to clear up whether Governor
and Council shoul d approve these contracts?

M5. DICICCO. | believe it is. One of our
recomrendati ons i s recommendi ng that the Legislature
consi der whet her the PUC should be required to submt al
of its contracts above the State policy threshold to the G
& C, and whether it should be using conpetitive bidding for
servi ces over $2, 000.

REP. MCGQU RE: Al right.

CHAIl RVAN WEYLER After the orange sheet you'll see
five recommendations requiring | egislative action.
Normal ly, | followup on these by filing legislation. 'l
be consulting with Representative Garrity, make sure that
people in Science and Technol ogy are aware of the audit and
if they're wanting to join or even be the prine sponsors of
proposed | egislation which will be before us probably next
year. Any further questions for Mss D G cco?

REP. RODESCHI N: There's anot her one.

REP. MCGQUIRE: |'Ill ask another one. On Page 9 there's
-- it shows the expenses of the Departnent -- of the PUC
And there's a considerable decline from'10 to '11, which I
guess | ooks -- sounds good. Was there a |owering of taxes
or sonething like that or fees charged on electricity that
caused this?

M5. DICICCO The main reason for the decline is if
you |l ook at the line itens which tal k about the G eenhouse
Gas Em ssions Reduction Fund and the Renewabl e Energy Fund,
t hose sources of funds were significantly decreased which
as a result the grants that were awarded for those -- that
year went down, al so.
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CHAI RVAN WEYLER We changed those by law. W were
phasi ng out RG3E.

REP. MCGQUI RE: Terrific. Thank you.

REP. STEPANEK: Actually, if | could weigh in on that?
The primary reason for those funds decreasing i s because
t he anount of noney from auctioning the RGE credits off,
the carbon credits, has dramatically dropped. And
therefore, the amount of noney that's being distributed
t hrough RGA back to the states has dramatically dropped.
And that's the primary reason for that reduction, |
beli eve. W have been unsuccessful in scaling back or
changing RGA at this point in tinme.

REP. MCGQUI RE: So the market is getting its RG3 mark

REP. STEPANEK: Absol utely.

CHAl RVAN WEYLER: That and t he econony.

REP. MCGUI RE: Interesting. Thank you.

CHAI RVAN WEYLER All right. Let's hear from
Comm ssi oner | gnati us.

M5. | GNATI US: Thank you very nuch. Good nor ni ng,
Chai rman Weyler, and all the Menbers of the Committee. M
nane is Any Ignhatius. |I'mthe recently confirmed Chairnan
of the PUC. And with ne also is ny fell ow Comm ssi oner
M chael Harrington, and our Executive Director Deborah
Howl and seat ed back.

We are happy to answer questions and to respond to the
audit itself. | amextrenely proud of the work of the
Comm ssi on, of the people who work there, of the work that
we do, and we wel cone scrutiny. W wel come anybody asking
hard questions because we do the sane thing everyday at the
Comm ssion. And | have actually a handout that -- maybe
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that's what you're receiving right now Mybe I should have
given you a copy as well. That goes through that sane
summary sheet but takes the step further of show ng you
where we are in inplenenting recomendations that we agree
with, steps that we've already taken or will be taking in
response. Because we do take this seriously and we want to
make the Conmi ssion as effective as it can be.

As you heard the finding is that overall we are
effective and we're efficient, but we can obviously al ways
| ooks for ways to continue to be even nore so. And that we
have processes that bal ance the interest of consuners and
regulated utilities, but we always have to be | ooking at
our processes and nake themnore efficient, nore tinely,
and nore responsive.

There was a consistent theme in the conments that you
heard and you'll see when you have a chance to really pour
through the audit and that's wite it down, have witten
policies for the things that you' re already doing. So it's
not that what we're doing is wong, but there are tines
where we do it because that's the way we do it. And we
should find ways to put all of that into witing and we are
going to -- we have already started sonme of that and wll
continue to do so.

W were able to work very cooperatively with the LBA
staff and able to resolve a nunber of differences of
opinion that had to do with how we interpreted either our
operations or the neaning of statutes. W have a
tremendously conpl ex area of things we cover and so we
struggl ed our way through it nonth after nonth. And we
appreciate their willingness to hear us out.

I think one of the things that is really inportant to
t hi nk about when you | ook at the Comm ssion and its
operations is to understand that over the past 20 years the
Legi sl ature has greatly expanded our duties. And there are
things we do now that we never did, never dreant of doing.
We now deal with enmergency response. There's a whole new
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worl d of conpetitive supply issues for tele-conmunications,
gas, and electricity that we now take on. W have the whol e
new Sust ai nabl e Energy Division. And we have a significant
role in regional issues where we act as an advocate for New
Hanpshire's interest in regional electricity and energy
matters. | just want to give you one exanple of what that
means. It's sonething we don't usually think about. W
just think of rate cases and nore traditional retai

rel ationships. This was one that was | ed by Conm ssi oner
Harrington to get the regional energy regulator of the
grid, of the power grid that goes through the New Engl and
region, |1SO New England, to incorporate energy efficiency,
reduction of energy usage into its planning for

transm ssion. So rather than taking a constrained area and
buil ding a whole | ot nore at enornous expense, we have been
pushing the SO to think about ways of reducing energy and
solve the problemw thout all of that construction.

The process has been successful. It nowis cal cul ated
to expect to be to $260 nmillion saved to the regi on over
the next ten years and New Hanpshire's share is $26 mllion
over ten years that New Hanpshire rate payers will not have
to spend on upgraded transm ssion. That's sonethi ng that
Commi ssioner Harrington and ot hers who worked on this
regional effort really brought about. And it's just a
t renendous savi ngs and an exanple of how fighting hard,
even from New Hanpshire, against the vastly greater region
has had sone real success.

Al'l of those new duties have changed what we do and
I"mproud to say that over those 20 years we haven't
changed our staffing |level one bit. W have the sane nunber
of people even as we've increased and taken on new and
fairly conplex matters. So we're working to be as efficient
as we can. W are working to respond and be flexible to
changes. And there will be nore to cone, |I'msure. And we
are working to respect the fact that budgets are tight and
that we have got to do nore with |l ess and we have got to do
it nore effectively.
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On any of the specific issues I'll answer any
guestions you have. | -- |1 -- you'll see fromthe handout
that we're already under way on a nunber of them They'l|
take -- some of them have been finished. The check mark
neans it's done or it's formally underway. And on ones that
will take longer, obviously, we'll work with the
Legislature. We'll work cooperatively with Departnent of

Adm ni strative Services on any sorts of issues. And we are
happy to update you to the extent that's hel pful or to work
with Senator Odell's Conmittee and Representative Garrity's
Comm ttee which are the primary entities that we deal wth
on substantive matters that we undertake. So |I'm happy to
answer any questions now or at any point in the future.

CHAI RVAN WEYLER: Thank you, Conmi ssioner. | see in
your recommendations that you're not in agreenent on al
t he Legi sl ature suggestions and I don't see one on number
16 which tal ks about the Energy Efficiency and Sustai nabl e
Energy Board. The question's whether we should give them
nore authority or whatever.

M5. | GNATIUS: Representative, it's a good question. |
didn't address that because it wasn't addressed to us.
They're adm ni stratively attached, but we don't otherw se
have authority over them The EESE Board has an enornous
task and no support. The auditors are absolutely right. It
was envi sioned to be a soundi ng board. A place where al
i nterested people cone together and if that's -- for that
function | think it does well w thout needing a | ot of
ot her noney. W provide sone administrative help. W do the
m nutes and we get the notices out. W use our offices and
set up the chairs, and that's about it. If they want to
undertake nore work, real research, bring in expertise,
wite reports, things beyond that clearinghouse function,
then I think -- | think you do need sone additional staff
support or budget itemto be able to retain outside
consultants. They really don't have any ability to do that.
So it's all volunteer and people have spent a lot of tine
participating. At some point they nmay -- they nmay get
fatigued. But so far they still do an awful |ot of work
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just because they think it's sonething that is valuable for
everyone to undert ake.

CHAI RVAN WEYLER: Thank you. Questions for the
Comm ssioner? Representative MCQuire.

REP. MCGQUI RE: Thank you, M. Chairman. Thank you,
Comm ssioner, for comng. This is slightly off topic, but I
know t hat New Hanpshire's largely a rural state. I'm
wondering if there's any ongoing projects to increase the
availability of natural gas around the state, and in
particular, if there's things that you or we could do to
hel p that al ong?

M5. IGNATIUS: That's a very interesting question.
know that there had been an effort to bring natural gas
into the North Country within Berlin. And there had been
expansions into the Tilton-Laconia area maybe ten years ago
or so. They're very expensive projects to expand. So |
don't know of any currently taking place. There's been sone
upgrades. There's a conpressor station now in Pel ham t hat
was put in a year or two ago to nmake sure there's adequate
pressure. So that -- so that that's sort of one step
involved in being able to expand. Let ne just -- are there
any ot her projects?

M CHAEL HARRI NGTON, Conm ssioner, Public Utilities
Conmmission: Not that |'maware of at this tine, no.

M5. I GNATIUS: You know, | think we'd be open to
| ooking at it if there are areas that are particularly
interested. It's really a matter of cost.

REP. MCGUI RE: Thank you.

CHAI RVAN VWEYLER: Representati ve Rodeschi n.

REP. RODESCHI N: Isn't sonme of the probl em Vernont?
They don't want you -- people that have |and there, they
don't want the gas to cone through their property? Seeing
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I live on the western side of the state.

M5. IGNATIUS: |'mnot going to answer that question if
| don't have to.

REP. RODESCHI N: Why?

MB. TGNATIUS: | don't know about what Vernont's view

REP. RODESCHI N: That's what | hear back on the western
side of the state. They don't want the gas to cone through
their state.

CHAIl RVAN WEYLER: We have already got it on the eastern
side. Senator Bragdon.

SEN. PRESI DENT BRAGDON: Just point out, M. Chairman,
t he purpose here is to discuss the audit and we coul d have
| ovely policy discussions all day |ong about where they can
find gas.

REP. RODESCHIN: | didn't bring it up.

SEN. PRESI DENT BRAGDON: Wi ch m ght be rel ated
actual ly, but.

CHAI RVAN WEYLER: Thank you. Any comment on the audit
fromOfice of Consunmer Affairs?

M5. HOLLENBERG  Good norning. Again, my nane is Rorie
Hol | enberg. | amthe Acting Consuner Advocate at this tine.
| serve as Assistant Consumer Advocate as well, and |I'm
proud to appear on behalf of the OCA and ny dedi cated hard-
wor ki ng col | eagues, one of which is here with ne today,
Christina Martin, who sone of you may have connected with
on behal f of constituents. She's really the face of the
O fice of Consunmer Advocate.

I"mpleased -- we were pleased, really, with the
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opportunity that we had to work with the audit. W do
attenpt to have processes and procedures in place to do
things well and efficiently. W are a group of five

i ndi vidual s, and we work very hard to do that. So we were
happy to have auditors conme in and | ook at how we were
doing in our performance during the audit period. W found
the audit process to be reasonable, efficient, and
cooperative. And we also found the individuals with whom we
worked with the audit folks to be very professional and
respectful.

There is the one finding in the audit report rel ated
to the Ofice of Consuner Advocate which is consistent,
actually, with the OCA's efforts in recent years to
increase its access to information about residential rate
payers. W typically act in a very reactive way at the OCA
to filings of the utilities and cases initiated on behalf
by the Commi ssion itself and ordinarily are not able to act
proactively on behalf of groups of residential custoners
because we aren't the Agency that receives individual
custonmer conplaints at this tine. And what little -- what
i nformati on we do receive about individual custoner
conplaints tends to be very high |l evel, aggregated, and
general information.

We do, the OCA and the PUC, have worked for several
years on attenpting to cone up with a way that this
informati on can be transferred between the PUC and t he OCA
so that it could be used nore effectively and there has
been attenpts to do that. And the PUC has recogni zed in
those efforts the inportance of the OCA's access to this
type of information. We just believe that there has to be a
nore efficient way of doing it than dealing with it on an
i ndi vi dual basis, and sonetines dealing with it in a
i nconsi stent way. So we're open to having a di scussion
about how we can acconplish that in effecting that goal
And |'m happy to answer any questions that you m ght have.

CHAI RVAN WEYLER: Thank you. Any questions fromthe
Comm ttee? Seeing none, | recognize Representative
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Rodeschin for a notion.

**  REP. RODESCHIN:. | accept -- | npbve to accept the
report, place it on file, and release in the usual manner.

REP. MCQUI RE: Second.

REP. RODESCHIN: | live close to Vernont so give ne a

cal | .

CHAI RVAN WEYLER: Second by Representative MCQuire.
Further discussion? Seeing none; are you ready for the
guestion? Al in favor accepting the report as in the
notion say aye? Qpposed no? The notion is adopted.

***  {MOTI ON ADOPTED}

M5. | GNATI US: Thank you.

CHAI RVAN WEYLER: Thank you very nuch. | think we have
one nore |eft.

MR. MAHONEY: Yes, M. Chairman. The last audit on the
agenda is our Financial Audit of the Banking Departnent.
Joining me to present the report to the conmttee is
Chri stine Young. Christine is a Senior Audit Manager wth
our office who was responsi bl e for supervising the audit on
a daily basis. And we are also joined --

CHAI RVAN WEYLER: Bi g group for one of the small est
audi ts.

CHRI STI NE YOUNG, Senior Audit Manager, Audit D vision,
O fice of Legislative Budget Assistant: Good afternoon,
M. Chairman, and Menbers of the Conmttee. For the record,
nmy nanme is Christine Young, and |'mhere to present the
report on the audit of the Banking Departnent for the
Fi scal Year ended June 30'", 2011.

If you turn to Table of Contents, you'll find this
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report includes two material weaknesses, ten significant
deficiencies, and four State Conpliance Comments, one of
whi ch Cbservation No. 13 is considered to be a reportable
non- conpliant comrent. The three asterisks identify
findings that may require | egislative action.

In the introduction on Page 1 of the report, it's
inportant to note that this audit excludes the financi al
activity of the Public Deposit |nvestnment Pool and the
financial activity of the Noble Trust Conpany. The Bank
Commi ssioner took control of the Noble Trust Conpany assets
in February 2008 after a schedul ed exam nation reveal ed
irregularities in Noble' s operations.

On Page 2 you'll find the Departnent is self-funded.
The $1 nmillion deficiency of revenues over expenditures at
June 30'", 2011, is supported by a deferred revenue accrua
related to the Department's Septenber 2011 billing of the
Fi scal Year 2011 adm nistrative assessnment. | would now
like to turn to discussion of the Cbservations and
Recommendat i ons begi nni ng on Page 6.

(observation No. 1 is a material weakness. Here we note
the |l ack of updated statutes, rules, and policies and
procedures placed the Departnent at significant risk that
it would not accurately record its financial operation and
efficiently and effectively neet its regulatory
responsibilities. W recommended t he Departnent strengthen
its controls through the adoption of policies and
procedures intended to formalize and nake routine its
effort to maintain a current, relevant, and effective
regul atory franmework for efficient enforcenent of the
State's banking | aws.

(bservation 2 on Page 7 is also a nmaterial weakness.
This comment lists several weaknesses in the Departnent's
process for receiving, depositing, and recording checks
received through the mail, the nost significant of which
i ncluded an i nproper segregation of duties. The two
enpl oyees who prepare the initial recording of receipts

Joint Fiscal Committee

April 13, 2012



70

al so record the transactions into the Departnent's revenue
dat abases and regul arly input revenue waivers into these
dat abases. The inconpati ble duties of processing
accunul at ed recei pts and recording transactions in the

dat abases increases the risk that Departnent revenues could
be |l ost or stolen w thout detection.

(bservations 3 through 5 starting on Page 9 di scussed
the need to establish witten policies and procedures
related to significant Departnent operations; such as the
establ i shnent of per diemrates for bank exam nations
perfornmed by Department staff as noted in the first bullet
on Page 9; the allocation of costs between the Departnent's
two divisions, noted in the second bullet on that page; and
the need to establish a formal witten policy prohibiting
Departnment exam ners from perform ng outside work as
required by statute which is discussed in a bullet at the
top of Page 10.

At the bottom of Page 10 we al so recommended t he
establ i shnent of policies and procedures to ensure the
Departnment responds tinely to consunmer conplaints of unfair
or deceptive acts or practices. And on Page 12 we
recomrended the Departnent establish formal fraud risk
mtigation policies.

oservation 6 through 8 starting on Page 13 identify
areas where the Departnent could establish or inprove
controls over its financial activities, the nost
significant of which include the Departnment's purchase of
$150, 000 of software in 2010 that is not expected to be
i npl emented until July of 2013, as noted in the third
bul l et on Page 13. Needed controls related to the transfer
and storage of confidential information are discussed in
t he second group of bullets on Page 13. And the need to
establish controls to support the Departnent's reliance
upon a nortgage |icensing service provider that collected
and renmtted $667,000 of |license fees to the Departnent
during Fiscal Year 2011 is noted in Observation 7 on Page
14.
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observations 9 through 11 starting on Page 16 note
deficiencies in the Departnent's accounting for revenues
and expenditures, including inproper accounts receivable
reporting practices, as discussed in a bullet at the bottom
of Page 16. And in bullet three on Page 17 we note the
need to report control over the assets of the Noble Trust
Conpany to the Departnent of Administrative Services.

The final internal control finding is Observation 12
on Page 19. This finding notes the Department had not
conpleted its strategic plan and we recomended conpl etion
of the plan.

Page 21 is the start of the State Conpliance Comrents.
observation 13 identifies nunerous required and
di scretionary adnmnistrative rules related to the
Departnent's operations that had expired or had not been
adopted |l eaving regulated entities with a |ack of clear
gui dance on the rules that they're required to follow. A
simlar finding was al so noted in our prior audit of the
Depart nent .

Qoservation 14 on Page 23 discusses the Departnent's
annual assessnent to institutions it regulates in order to
recover costs of operating the Departnent. The comrent
notes the Departnent's assessnment practices are not in
strict conpliance with statute. The Departnent cal cul ates
the assessnment to regulated institutions based on actual
expendi tures incurred instead of appropriations. If the
billings were based on appropriations, the Departnent could
bill its assessnment closer to the start of the Fiscal Year
i nproving the State's cash fl ow

We recommended the Departnent base its assessnent on
appropriations as provided for in the statute or seek to
anend the statute if it intends to continue the current
practice. W al so recomended the Departnment establish
adm ni strative rules and policies and procedures for its
assessnents.
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Observations 15 and 16 di scuss additi onal instances of
non-conpliance with State statute.

On Page 26 is the opinion on the financial statenent.
The opinion reports that the financial statenent in the
report is fairly stated. The auditor's opinion is foll owed
by the actual financial statenment note disclosures and a
suppl enment ary budget to actual schedul e.

The Appendi x on Page 39 provides a status as of
June 30'", 2011, of the conments included in the prior audit
report.

That concludes ny summary of the report. 1'd like to
t hank the Department for their help and cooperation during
the audit. And we'd be happy to answer any questions the
Comm ttee nmay have at this tine.

CHAl RVAN VWEYLER Questions fromthe Commttee?

SEN. PRESI DENT BRAGDON: | may have one, but I'd like
to hear the response.

CHAI RVAN WEYLER: You want to hear the response from
t he Division?

RONALD W LBUR, Conmi ssioner, N H Banking Departnent:
Certainly. M nanme is Ron Wlbur. I'mthe Conmm ssioner of
Banks. 1'mjoined today by Dawn Allen, who's our business
manager, and G enn Perlow. d enn has joined the Depart nent
in October as our general counsel, a position that was
absent for sonme six or eight nonths. Since then, Deputy
Fl eury has left the State service and |'ve assigned his
duties to Aenn Perlow. So that's why we have a group
that's sort of in transition.

I think I should begin by thanking the auditors that
came in. The nature of our business, as we understand,
there's always a certain tension between auditing and the
organi zation. And we found that where there were areas of
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di sagreenent or discussion it was handl ed professionally,
and | think we canme to conclusions that were responsible
and reasonable. So we appreciate the way they handl ed the
audi t.

This has been, | would say, a year of firsts for ne.
I"mstill in my first year as Commissioner. | wll say that
in my prior position as a CEO of a bank, this is not an
audit | probably would have enjoyed receiving. But | can
assure you that we are taking all of these recommendations
seriously. There are one or two that we'd like to deal with
the Legislature in ternms of see if they m ght consider and
all ow our current practices to consider and we have
di scussed that with the auditors.

| should nmention a couple of things that you may --
you may or probably are aware of at |east one. During this
past couple of years, it's been an unsettling tinme in the
Departnment. There was a period of time wthout a
Comm ssi oner. There was a period of tinme w thout a general
counsel . But since we really became fully staffed this
past -- in particular this sumer, and again with d enn
comng in, we have been addressing, |I'mpleased to say, a
nunber of these things even prior to the audit
reconmendati ons. For instance, we did adopt, we worked and
started a new strategic plan in the fall that was actually
during the audit on ny desk waiting for a final cover
letter. It has been adopted and inplenmented. Several of
the itens that are required or expected to be dealt with
here. For instance, the rules which have been out of --
i nconsi stent for awhile, we have established a Rules
Committee. | would expect within four to six weeks we'll
begin the first phase of bringing up-to-date a nunber of
the rules. We're also |ooking at the | egislative
recommendati ons that have been inplenented, as you know - -
or as recommended. As you know, the banking industry and
the industries overall that we oversee are in a world of
change. So without offering as an excuse, it is a challenge
to keep up-to-date. But it is our intention to do our best
to find those spots that were pointed out and perhaps nore
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that we shoul d be | ooking at working with the various
banki ng, credit union, nortgage bankers, et cetera, as we
need to do sone things.

So with that, again, | don't want to offer excuses,
but | can assure you that we are taking this seriously. For
me, and | think our staff in general, it provides a good

set of guidelines and test for us, gives us sonme specific
direction, and we wll be proceeding to do our best to neet
the recommendati ons. And with that, | would be happy to try
to answer any questions you may have.

CHAI RVAN WEYLER: Any questions? Senator Bragdon.

SEN. PRESI DENT BRAGDON: Thank you, M. Chairman. Thank
you, Conm ssioner. |I'mparticularly interested in
observation No. 4 about responding to consuner conpl aints.
| think that all of our antennas are up as a result of what
happened wth FRM

MR. WLBUR:  Certainly.

SEN. PRESI DENT BRAGDON: In | ooking at the auditors
report there were 92 conplaints that were still open. They
selected five of them O the five, only one had been
addressed tinely by the Departnent. Two of the conplaints
had significant delays. One nore than nine nonths. The
ot her nore than three nonths, between the tinme the Consuner
Credit Departnment initially determned the entity was
unlicensed and request for information and then two ot her
conpl ai nts had significant del ays between the tinme the CCD
requested the informati on and for which a ten-day response
was required and there was an order to show cause and it
closes with this paragraph. The lack of tinmely response
and followup to a consuner conplaint increases the risk
that consuners may be harned by unfair or deceptive acts or
practices.

That's clearly what we've seen recently, and we won't
get into who's to blanme because that consuned a |lot of tine
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awhi | e ago. There's a lot going on. But, boy, this was a
key conponent of that and | guess I'd like -- | know you're
new, but I'd like your response to that to nake nme feel
nore confortable --

MR. WLBUR Certainly.

SEN. PRESI DENT BRAGDON: -- that we're not going to
have the same thing happen again.

MR WLBUR Certainly. The first thing | would say we
have, in fact, on ny desk a final draft of ny review and
for Aenn in his capacity, really, as general counse
review of a conplaint policy. And it deals with the
di fferent kinds of conplaints and different kinds of
regul ated institutions we use. That will be put in place
within a very short period of time. 1'd be surprised if it
isn't within a nonth. That will set specific guidelines and
measurenment factors for us internally to stay on top of.

I will say to you that one of ny first inpressions
comng into the Departnent is nmuch of the activity in the
Departnent, as you all know, we have banks, credit unions,
and trust conpanies, but the Consuner Credit Division is --
we have sonmewhere over 800 institutions to be |icensed or

registered. And that is -- that is where a significant
amount of the activity, specifically, in the conplaints
area cone. So we are -- we are doing several things. One,

we are doing sone reorganizing in the consuner credit area
to put sone nore specific accountability in certain areas,
one of which will be dealing wth conplaints. Secondly,

@ enn has done -- has done, | think, a very nice job of
reorgani zing and re-coordinating the Legal Departnent which
is also part of one of the steps in conplaints is to send
it to Legal

So to answer to try to be -- try to be hel pful, nunber
one, when | canme in and Bob -- Deputy Bob Fleury and I
tal ked, this was obviously an area we needed to. W had
quite a backlog. Don't hold me to it, but ny nenory is the
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end of 2010 we had sonewhere in the vicinity of 650 open
conpl aints. Now, again, with all due respect to our group,
they were chall enged with nmany, many things. This is a good
group | have found and they work very, very hard to get
this pool of open conplaints down and decide this in 60
days in the Consuner Credit Division Area, and | think we
are down to a nuch nore nanageabl e and reasonable. | think
it's around 200 now.

We receive a lot of conplaints and i ssues so -- and
particularly with the -- with the discussions of the AG
settlement. We have seen a resurgence of interest and we
are working with the AGs Ofice in ternms of filtering
appropriate conplaints to banking versus the AGs. So |
think that 200 is a pretty responsi bl e and nmanageabl e area
for us. But it does involve integration of |egal, consuner
credit division, and sonetinmes outside forces, places like
the AG So with the policy and sone of the reorganization
and with the very strict orders that we don't let this get
backed up again, I'mfeeling nore confident that we won't
see sonme of the issues that have cropped up in the past.

G enn, | don't know, since Genn has really had a
rol e, whether you want to add anything to any of that.

GLENN PERLOW ESQ, Legal Counsel, N. H Banking
Departnent: Well, only agreenent. There are two ki nds of
entities in CCD, broadly speaking. There's licensed and
unlicensed. Very different worlds. Cbviously, we get great
response fromlicensed entities. They have a |lot nore skin
in the gane, and we have shorter statutory tine lines to
deal with those. So I think -- | think the conplaints that
are | ooked at here, as | understand it, were largely
unlicensed. First problemgenerally is you can't find them
W get a hint or atip froma consuner and a | ot of tine
it's been researching who they are and where they are and
very often it's sort of a game of whack the ball. By the
time you reach out, they have noved to another state or
t hey have dropped out of business. That will always be a
chal l enge. But | would echo the Comm ssioner's sentinents.
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Wien | arrived, this was topic one that I was hearing. And
I think there was around 200 to 250 conplaints is an
operative nunber. W wll always be there. That's a sort
of normal nunber. And so nore we | ook at three nonths is a
sort of a max tine line that we want to see. You' re always
going to have outliers, but that's a standard we are
hol di ng oursel ves to.

The conpl aint policies that Conm ssioner was referring
to are in three parts that we are dealing w th banking and
the two kinds of CCD entities separately. And | think
especially given this influx of conplaints related to the
servicing settlenent, we feel on top of it, but we do
recogni ze that the policies will help drive that to
conti nue.

SEN. PRESI DENT BRAGDON: Thank you

CHAI RVAN WEYLER: Representative Foose for a question.

REP. FOOSE: Thank you, M. Chairman. Wl cone. You
touched on it briefly, but are you al so keeping data on the
length of tine conplaints are open and is that shrinking?

MR. WLBUR Yes. Specifically, the answer yes.
REP. FOOSE: Could you talk a little bit about that.

MR. WLBUR: Again, | may ask for Aenn's help on this.
But there's a related elenent which is al so conmented upon
in the audit. Qur current -- our current databases are
separate, and it's created sone of the problenms we have run
into here, even sone internal control issues where an
i ndi vidual m ght not be able to get into nultiple bases. As
was suggested, we had -- we received funding for a new,
what we'll refer to as an enterprise kind of database which
will open up the opportunity for us to really cross
reference what m ght be in Legal, what might be in CCD, et
cetera. That will help us, | think, keep better track. But
| do -- we do look regularly at -- we have dockets that
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wi Il show us the nunber of conplaints and the tinme franes.
So we get a sense -- we have a sense and try to nanage
that. It is not perfect now, but we are |ooking at the new
dat abase systemas being a real help in that. W are very
-- | can't say enough -- we are very cogni zant of the issue
with conplaints and trying to deal with those. | don't know
if | addressed your question.

REP. FOOSE: A little bit. Thank you.
MR. WLBUR Thank you.

CHAI RVAN WEYLER: Further questions? Representative
Rodeschin is recognized for a notion.

** REP. RODESCHIN: W do have a quorum so.

CHAI RVAN VEYLER: W do.

REP. RODESCHIN: | nove to accept the report, place it
on file, and release in the usual nmanner.

CHAl RMAN WEYLER: |Is there a second?

SEN. PRESI DENT BRAGDON: Second.

CHAI RVAN WEYLER: Second by Senator Bragdon. Al those
in favor say aye? Opposed no? The report is adopted.
Thank you all very nuch.

***  {MOTI ON ADOPTED}

(18) Date of Next Meeting and Adj our nnent

CHAI RVAN WEYLER: The next neeting will be on the 26th
at three o' clock for tabled itens only. The regul ar neeting
will be on May 18'" at 10 o' clock. W thank you all for your
attendance and thank all the staff for your help. Any other
items, Legislative Budget Assistant?
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REP. RODESCHI N: | have a question. How nmany itens do
we have on the table? Jeff, how many itens do we have on
t he table?

MR. PATTISON: There will be five, | believe. Two of
which you'll take no action. Three we will hope to have
sonme information on.

CHAI RVAN WEYLER: Thank you very nuch. |Is there a
notion to adjourn?

*x REP. FOOSE: So noved.

REP. RODESCHI N: So nove.

CHAI RVAN WEYLER: Al'l right. Representative Foose and
Represent ati ve Rodeschin seconds. Al in favor say aye? W
are adj our ned.

(Meeting adjourned at 12:36 p.m)
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