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Friday, March 10, 2017

MEMBERS PRESENT:

Rep. Neal Kurk, Chair

Rep. Ken Wyl er

Rep. Lynne Qber

Rep. Mary Jane \al | ner
Rep. Dani el Eaton

Rep. Frank Byron (Alt.)
Rep. Karen Unberger (Alt.)
Sen. Gary Daniels

Sen. President Chuck Mrse
Sen. Lou D All esandro

Sen. Andy Sanborn

Sen. Bob G uda

(The neeting convened at 10:03 a.m)

(1) Acceptance of Mnutes of the February 17, 2017 Meeti ng.

NEAL KURK, State Representative, Hillsborough County,
District #02: Good norning, everyone. 1'd like to open the
Friday, March 10, 2017, neeting of the Fiscal Commttee. First
itemon our agenda is the acceptance of the mnutes of the
February 17'" meeting. |s there a notion?

** KAREN UMBERGER, State Representative, Carroll County,
District #02: So nove.

CHAI RMVAN KURK:  Moved by Representative Unberger, seconded
by Senator Sanborn. Discussion, questions? There being none,
are you ready for the question? All those in favor, please
i ndi cate by saying aye? Qpposed? The ayes have it and the
m nutes are accept ed.

*** {MOTI ON ADOPTED}



CONSENT CALENDAR

(3) RSA 14:30-a, VI Fiscal Commttee Approval Required for
Accept ance and Expenditure of Funds Over $100, 000 from
Any Non- St ate Source:

CHAI RMAN KURK: Let's skip to the Consent Cal endar, and
we'll go back later to full business. On the Consent Cal endar,
item nunber three, a request fromthe Departnment of I|Information
Technol ogy. This is Fiscal 17-051 for authorization to accept
and expend $180, 000 in other funds through June 30'", 2017. 1Is
there a notion?

* % LOU D ALLESANDRO, State Senator, Senate District #20: So
nove.

REP. UMBERCGER: So nove.

CHAI RVAN KURK:  Moved by Senator D All esandro, seconded by
Representative Unrberger. Discussion, questions? Does anyone
wi sh to hear fromthe Departnment? There being none, are you
ready for the question? Al those in favor, please indicate by
sayi ng aye? Opposed? The ayes have it. The itemis approved.

**% {MOT| ON ADOPTED}

(2) 4 d Business:

CHAI RMAN KURK: At this point we'll go back to Ad
Busi ness. W have two audits, both of which were previously
distributed. M. Smith. Good norning, good to see you again.

STEPHEN SM TH, Director, Audit Division, Ofice of
Legi sl ati ve Budget Assistant: Good norning, M. Chairnan,
Menbers of the Committee. For the record, |I'm Steve Smth,
Director of Audits for the LBA

CHAI RVAN KURK:  Woul d you m nd noving the m crophone
approxi mately four inches away from your nouth.
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MR, SM TH: Is that better?

CHAI RMAN KURK: It's better, especially with folks in the
back of the room

MR. SMTH: [|'mhere today to present the results of our
audit of the H ghway Fund Financial Statements for the Fiscal
Year ended June 30, 2016.

The H ghway Fund accounts for and reports the financial
bal ances and activities associated with construction,
reconstruction, and mai ntenance of the State's public highways,
i ncl udi ng supervision of traffic and the paynent of bonds issued
for highway purposes. This set of financials, which includes an
i ntroductory section, a Managenent D scussion and Analysis, the
financi al statenents, note disclosures, and suppl enentary
schedul e was prepared by and is the joint responsibility of the
managenents of the Departnment of Transportation, Safety, and
Adm ni strative Services.

Qur responsibility is to express an opinion on the
financi al statenents based on our audit. Qur Auditor's Report
and Opi ni on can be found on pages five through seven. And as
descri bed in the opinion paragraph on Page 6, we issued an
unnodi fied opinion, also referred to as a clean opinion on the
financi al statenents.

The Auditor's Opinion covers the financial statenents and
note disclosures starting on Page 15. Qher sections of the
report are, again, the responsibility of Managenent. Wile
those sections are not audited, the Managenent Di scussion and
Anal ysis and the budget to actual schedule did receive limted
review by our office largely for consistency of information in
relation to the financial statenents and notes.

Auditing standards require that | nmake the foll ow ng

addi ti onal disclosures to you:
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W were satisfied with the qualitative aspects of
Managenent's accounting practices, estimtes, and financi al
statenent di scl osures, including those accounting policies as
described in Note 1 of the report. There were no significant
di sagreenents with Managenent on financial accounting and
reporting matters that woul d have caused a nodification of our
Auditor's Report and Opinion if not resolved to satisfaction.

We received the full cooperation of Managenent and its
staff during the audit. To our know edge, Managenent did not
consult with other external accountants on issues related to
this audit. And we did identify two material m sstatenents in
the financial statements. Those m sstatenments were corrected by
Managenent and are described in the | etter acconpanying the
report.

Lastly, in accordance with Governnent Auditing Standards,
we are in the process of issuing a report on our consideration
of internal control, financial reporting, conpliance, and other
matters as it relates to the H ghway Fund, and that report wl]l
be presented to the Conmittee at a future neeting.

This conpletes ny portion of the presentation. I1'd like to
t hank t he Managenment staff of the Departnent of Transportation,
Safety, and Adm nistrative Services for their help and
cooperation during the course of the audit.

Wth your permssion, M. Chairman, | will turn it over to
Adm nistrative Services for their coments, and |I'I| introduce
Dana Call, Financial Reporting Adm nistrator, and Joe Bouchard,

Assi stant Conm ssioner with Adm ni strative Services.

CHAI RVAN KURK:  Thank you.

DANA CALL, Financial Reporting Administrator |1, Division
of Accounting Services, Departnent of Adm nistrative Services:
Good norning. | just wanted to clarify. So this is alittle

bit unique this H ghway Fund we did jointly between, as M.
Smth stated, between Admi nistrative Services, Transportation,
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and Safety. So we have representatives here for Managenent from
both of those entities because they are an integral part of
what's being reported here, and we're happy to present on

behal f; but if, you know, any detail questions, we certainly
woul d like to include themas well.

CHAI RMAN KURK:  Thank you. Discussion or questions from
Menbers of the Commttee? | do have one. Could you discuss the
H ghway Fund Surplus or |ack thereof?

M5. CALL: The | ast page. Essentially, what's here is
summari zed what is in the audited CAFR, which was just presented
to you folks at the last neeting. So the State CAFR we include

Surplus Statenments for General Fund, H ghway Fund as well. So
this is a sunmary of what's flowing through in terns of the
audited statenents. |Is there a specific question?

CHAI RVAN KURK:  We were given sone information that
suggested currently, and I know this deals with 2016, that
currently there's a negative balance in that. And the question
I have is if that's the case, how did we go from35 mllion to a
negative —I think it's 13 —in such a short period of tine?

JOSEPH BOUCHARD, Assi stant Comm ssioner, Departnent of
Adm nistrative Services: For the record, Joe Bouchard. This
presentation docunent you have, obviously, is '16 audited
financials. The '17 projected and 18-19 Surplus Statenents, |

think, is what you're referencing that were -- are now in
di scussion with the House Finance Commttee. | think
that's -- that's the nexus of your question.

Hum -- the out years that get out to '18 and '19 fromt hat
Surplus Statenment are related to basically requested
appropriations, Representative. They don't represent the nature
of what we are here today to discuss. They're basically in the
budget process. So I can't speak nuch beyond that aspect of
deci si ons that have to be nade.

CHAI RVAN KURK:  Thank you.

JOINT LEGISLATIVE FISCAL COMMITTEE

March 10, 2017



MR. BOUCHARD: You're wel cone.

CHAI RMAN KURK: Representative Unberger, did you have --

REP. UMBERGER:  No.

CHAI RMAN KURK:  Further questions or discussions? There
bei ng none, we thank you very much. M understanding is that we
have previously accepted this audit and need to take no -- the
Comm ttee needs to take no further action; is that correct, M.
Kane? So thank you very nuch. And we now turn to the 2016
Conpr ehensi ve Annual Financial Report with respect to the State
Li quor Comm ssion. Good norning again, M. Smth.

MR. SM TH. Thank you, M. Chairman. Again, for the
record, Steve Smith, Director of Audits for the LBA. Joining nme
this norning fromthe Liquor Commi ssion is the Chairman, Joseph
Mol l'ica, and Tina Deners, the Chief Financial Oficer. Again,
I"'mhere to present the results of our audit of the 2016 Li quor
Conmi ssi on Fi nanci al Statenents.

The Fiscal 2016 Liquor Comm ssion produced a ful
Conmpr ehensi ve Annual Financial Report or CAFR  That includes an
i ntroductory section, a financial section wi th Managenent's
Di scussi on and Anal ysis, financial statenments, notes, and
suppl ementary information, and a statistical section. Qur
responsibility is to conduct an audit in accordance with
general |l y-accepted Governnent Auditing Standards. Qur Auditor's
Report and Opi nion can be found on pages five through seven of
the report.

As noted in the Opinion paragraph on Page 6, we issued an
unnodi fi ed opi ni on known as an unqualified or clean opinion on
the financial statenents. The financial statenents and notes
can be found on Pages 15 through 31
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Again, as | nentioned before in the | ast presentation
auditing standards require that | nake the follow ng additional
di scl osures to you

W were satisfied with the qualitative aspects of the
Managenent's accounting practices, including accounting policies
and estimates and financial disclosures that are sunmarized in
Note 1 of the report. We had no di sagreenents wi th Managenent
on financial accounting and reporting matters that woul d have
caused a nodification to our Auditor's Report and Opinion if not
satisfactorily resolved. W received the full cooperation of
the Commi ssion and its staff throughout the audit, and to our
know edge Managenent did not consult with other independent
accountants during the Fiscal 2016 on issues related to the
Audit. And we did not propose any nmaterial adjustnents to the
Li quor Commi ssion's financial statenents as a result of our
Audi t .

I would like to call your attention to the letter included
with the report. The letter identifies one significant but
imaterial uncorrected msstatenment in the financial statenents.
The Commi ssion recorded a $1.7 million entry to correct for one
or nore otherw se unrecogni zed errors and in order to bal ance
the financial statenents.

Lastly, in accordance with Governnent Auditing Standards we
will be issuing a report on our consideration of the Liquor
Comm ssion's internal control over financial reporting,
conpliance, and other matters based on the audit of the
financial statenents. And that report will be included in our
Managenent Letter which will be presented to the Cormittee at a
future neeting.

This concludes ny part of the presentation. 1'd like to
t hank the Liquor Conm ssion and Managenent staff, as well as the
State Conptroller's Ofice, for their assistance during the
Audit. And with your permission, | would like to turn it over
to Tina Denmers and the Chairman for their commrents.
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CHAI RVAN KURK: Before you do that --

MR SM TH: Yes.

CHAI RMAN KURK: -- could you be a little nore explicit about
the $1.7 mllion entry?

MR SMTH. Hum-- not nuch nore than stated there. |It's
really it's an entry that was made and t he Conmi ssion coul d not
justify it or determne what it relates to. And in order to get
the financial statenments to roll fromyear to year in the
bal ance, they had to make that adjustnent. It was immterial to
the financial statenents as a whole. But because of the nature
of it, we felt you should be aware of it.

CHAI RVAN KURK: Does that nean that the State got $1.7
mllion less in Liquor profit?

MR. SM TH:. Possi bl y.

CHAI RMAN KURK: That is material to the State Budget.

MR. SMTH: Correct. But, | nean, in terns of the
materiality to the financial statenents, we are not saying
this -- this in and of itself does not make the statenents
materially msstated. But, however, it is -- it could be Iess

profits. W don't know The Comm ssion could not give us any
support for the entry, and they chose not to nake it or correct
it.

CHAI RMAN KURK: Is this sonething that happens frequently
in these kinds of audits?

MR. SMTH. Not typically fromny experience.

CHAI RVAN KURK:  Coul d they have put in $5.8 million and it
still woul d have been immterial ?
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MR. SMTH: Uh -- that might be pushing it a little bit. |
can't -- | can't give you the nunber here today but -- and there
were other smaller differences, as well, that were noted
individually or in the aggregate did not rise to a | evel of
materiality according to our assessnent.

CHAI RMAN KURK:  Wbul d it have nade any difference if the
Li quor Comm ssion, if we were back before, what, 2009 and the
Li quor Conmmi ssion was part of the State Governnent as opposed to
an enterprise fund, would there have been -- would the Liquor
Comm ssion still have had the sane ability to deal with this
$1.7 mllion entry?

MR. SMTH. Prior to 2009, | think that's just the
way -- the Liquor Conm ssion has always been an enterprise fund
of the State in ternms of the CAFR reporting. |It's always been a
st and- al one fund under full accrual accounting reporting. So in
terns of howit's treated now and how it was treated then in
terns of the CAFR, in terns of audit, it's exactly the same.
It's the way it was budgeted fromthe State Budget.

CHAI RVAN KURK: 1"l try the question a different way.
Wul d the Legi sl ature have nore know edge or nore control over
this kind of an entry under the prior systen?

MR SMTH | wouldn't think so. | nean, again, the
statenents are prepared by the Liquor Conm ssion

CHAI RVAN KURK:  Thank you. Senator Dani el s.

GARY DANI ELS, State Senator, Senate District #11: \Wat
makes sonething material or immterial ?

MR SMTH  Well, for exanple, if you look at their incone
statement, they have $600 million in revenue. So we | ook at
materiality thresholds based on a percent of revenues, percent
of equity, percent of assets. We look at it different ways
dependi ng upon the nature of the itens we may conme up agai nst
and find.
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CHAI RMAN KURK: M. Smith, you nentioned --

MR. SMTH. And again -- and again, its materiality to the
poi nt where in our Audit Report if we are going to issue a clean
opinion, there's a threshold that we have to be below in order
to opine to it and say that this is clean or this is unqualified
opi nion. However, the reason we are nentioning it here is that
because of the nature of this we want to nake sure that
governance is aware of it. And, obviously, this would be
di scussed further in a Managenent Letter as well.

CHAI RVAN KURK: M. Smth, you nmentioned there was sone
other entries with a smaller anount. M ght we have a list of
t hose?

MR. SMTH. Those will be touched on in our Managenent
Letter probably in our presentation next nmonth, | believe, is
what we are hoping to present so there'd be further discussion
on that.

CHAI RVAN KURK:  Thank you. Ma' am

JOSEPH MOLLI CA, Chai rman, New Hanpshire Li quor Conm ssi on:
M. Chairman, Menbers of the Conmttee, good norning. Just
briefly, I would like to thank the LBA and DAS for their
col | aboration and their partnership on this. And | will let
Tina speak to the entry that's in question. Thank you.

TI NA DEMERS, Chief Financial Oficer, New Hanpshire Liquor
Comm ssion: Good norning. The entry, the 1.7 mllion entry we
are still further |ooking into. W have received support from
Jean at the LBA, and we are looking at it as a year-end cl osing
equity roll and GAP reversals and accrual s.

As far as the distribution to the General Fund, we
di stributed on a cash basis the 155.7 mllion. The entry was a
reduction on the financial statenents to the distribution to the
General Fund with an offset to our equity. It didn't -- there
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is no anount that we have to take back fromthe General Fund at
this point.

CHAI RMAN KURK:  So if you hadn't had this entry, the
General Fund woul d have recei ved the exact sane nunber of
dollars; is that correct?

M5. DEMERS: That's correct. It has to do with our equity
roll and our year-end cl osing.

CHAI RVAN KURK:  So your organization is worth $1.7 nillion
less as a result of this adjustnment.

MS. DEMERS: Yes.

CHAI RMAN KURK:  Your equity decreased by 1.7 mllion.

MS. DEMERS: Yes. Correct. Correct.

CHAI RVAN KURK: Representative -- excuse me, Senator
Sanbor n.

ANDY SANBORN, State Senator, Senate District #09: Thank
you, M. Chairman; if you' d allow me to ask a couple questions.
Ladi es and Gentl enmen, and Commi ssioner, thank you so nuch for
giving ne the opportunity and thanks for com ng in today.

Comm ssioner, as you know, we have had conversations over
t he past couple years about just kind of a general concern
have, and not a criticismat all, but just froma frugal,
ex- banker kind of concern, about the anpbunt of continued capital
i nprovenents and expansions of all the liquor stores. And ny
concern at what |evel have we, you know, built the nausol eum so
much that if revenues dip it could put us in a difficult
posi tion, and knowi ng that there seens to be sone pressure
comng fromoutside the state. So when -- A when | ook in
2011, the State issued a hundred mllion dollars in bonding,
2012 issued $90 nmillion in bonding, 2014 issued 55 nmillion in
bonding, and in '16 we authorized another $32 million in
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bonding. But A | don't see that on your bal ance sheet. | only
see $38 mllion in total obligations. Are we paying down at
such an accelerated level that this | evel of bonding is being
paid off in six years or are we putting bonding into a different
section of the State Governnment so we are still accounting for
it, but it's not on your bal ance sheet?

M5. DEMERS: We are funding our own debt. It does reflect
in our statenents.

SEN. SANBORN: Followup, if | may?

CHAI RVAN KURK:  Sure.

SEN. SANBORN:  So with roughly $250 million in new bonds
since in the past five years, you only show a $38 nmillion in
out st andi ng obligation?

M5. DEMERS: 1'd have to get back to you on that. The
debts came on to the Liquor Conmi ssion in -- do you want to
speak?

MR. SM TH: Thank you. Senator, if you refer to Page 23.

SEN. SANBORN:  Yes.

MR. SMTH: |Is that the page you're on? |f you read the
second part of those |like, for exanple, on Decenber 11, 2014, 55
mllion, that is statewide. O that bond issue, the Treasury
Departnment has allocated 5 mllion specific to Liquor Conm ssion
Capital Inprovenent Projects. So for each of the bond issues,
they' re disclosing what the total bond issue was for the State.
And of that total, there's a piece that relates to the Liquor
Conmi ssi on.

SEN. SANBORN: Thank you very nuch for explaining that.
Wen | first read it, | mssed that part and all of a sudden
was getting concerned about nath.

JOINT LEGISLATIVE FISCAL COMMITTEE

March 10, 2017



13

The second part of ny question has to do wth what our
| ease obligations are. Are we bonding everything we are
building at this point or are we entering into operational or
capital leases? And, if so, do you have sone sort of schedul e
to take a ook at that?

M5. DEMERS: W can provide a schedule. The new stores
that we are putting up are a partnership wth |ocal business
partners. They create the structure for us and we | ease the
| ocation fromthem

SEN. SANBORN: Followup, if | may?

CHAI RVAN KURK:  Fol | ow up.

SEN. SANBORN: And along that |ine, can you provide today
or provide at a later tine kind of an illustration for this
Commttee to kind of show where we have gone on the Comm ssion's
| ease obligations over tern? | nmean, how big is our |ease
obligation today? What's our -- what's our nut for all these
new | ocati ons?

MB5. DEMERS: CQur annual | ease?

SEN. SANBCORN:  Yeah

M5. DEMERS: |s about $7 mllion.

SEN. SANBORN: That is inclusive of all properties? That
just two properties or is that out of several properties? At
this point, I'mnot quite sure what your business nodel is today
relative to you building it all out and owning it versus you
leasing it on a capital |ease basis.

MR. MOLLICA: \What we do, Senator, is a conbination. And
what we found to be nore prudent and a wi ser use of funds is to
use the private sector dollars to build our stores. And we get
involved with | ease obligations that have a percentage of the
| ease as part of the build-out. Usually, around $1.88 a square
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in some cases is added to our |ease obligation in order for the
Comm ssion to cone into these |arge stores that we are buil ding
and just cone in with the product and this shelving and the IT
equi pnent. The rest of the build-out is done by the | andlord,
is the obligation of the landlord. And we spread that out over
the first ten-year period. So our obligation, our obligation to
the landlord is to spread out over a period of time to keep the
cost low to the State.

SEN. SANBORN: And fol |l ow up?

CHAI RVAN KURK:  Fol | ow up.

SEN. SANBORN: And then so in addition to regrouping that
capi tal expenditure through the | ease process, you' re al so now
| easing the space as well; correct?

MR, MOLLICA: That's correct.

SEN. SANBORN: If you give us a kind of a dual |ook at

t hat .

MR MOLLI CA: Sure.

SEN. SANBORN: Again, let ne be very clear. |'mnot trying
to be critical. I'mjust trying to understand. Because |ike
you, |'ve got sonme concerns about |long-termrevenue. And if we

have a | ot of fixed expenses that are baked into our future,
just want to have a better understanding of it.

MR. MOLLICA: Absolutely. W can provide that.

SEN. SANBORN: Thank you very nuch.

MR MOLLICA: One thing I'd just like to quickly speak to
is you' ve nentioned the conpetition cross border. It's
something that if the Liquor Comm ssion hadn't started doing
what it did six years ago, we would be in a conpletely different
position right now. W have the largest |liquor retailer to our
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south, just finishing their third |ocation, a 20,000 square foot
| ocation with 55 enployees in that one location. Seventy-five
percent of those enployees in that one |ocation are full-tine.
So you can see in that sane respect, we run the Hooksett store,
either north or south, with six full-tinme enployees. Sane size
footprint. So our -- our mndset is to run these stores as
econom cally and as efficiently as we can, knowi ng that we' ve
got the largest retailer to our south, now less than 60 mles
awnay.

So to the point of building a mausol eum that's not what we
are here to do. W are here to remain conpetitive over the next
20 years. If we didn't set that into notion starting wth the
war ehouse and bui l ding | ocations and building a brand that
peopl e recogni ze, we already would be in a negative position.
And we are adding on to our |ocations, we are adding to our
square footage, and our profits remain the sane. And even to
the point where we are starting to turn the corner and build on
those profits, with the additional square footage and with the
addi tional obligation. So we think that's very positive.

SEN. SANBORN: Congratul ati ons on your worKk.

MR. MOLLI CA: Thank you. W appreciate it. And thank you
to all the enpl oyees out there, Senator, that work every day to
make it happen.

SEN. SANBORN: Absolutely, they're awesone.

MR, MOLLI CA: Thank you.

CHAI RMAN KURK: Question for the Comm ssioner. Are there
any itens that are not in this financial statenent that
represent settlenents, judgnments, paynents for |egal obligations
that were picked up by the State CGeneral Fund?

MR. MOLLICA: No. No, M. Chairman, they're not. To ny
know edge they're not, no.
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CHAI RMAN KURK:  So any | egal issues that the Comm ssion had
whi ch have financial consequences are reflected in these
st atenent s?

MR. MOLLICA: That's correct. The only |egal obligations
that the State has conme forth with is, obviously, the settlenent
to Law, which was the third place vendor in our warehouse, and
the Liquor Conm ssion in a court of lawin the State of New
Hanpshire presided over the second place person in the warehouse
obligation. So we have no other further obligations at all,
either froma standpoint of |legal cost to the AG or to outside
obl i gati ons.

CHAI RVAN KURK:  And coul d you refresh ny nmenory as to what
year that settlenment, that paynent, | think it was $2.3 nmillion,
t ook pl ace?

MR, MOLLI CA: | believe it was ' 14.

CHAI RVAN KURK:  Thank you.

MR, MOLLICA: You're welcone, M. Chairmn.

CHAI RMAN KURK:  Further questions? There being none, thank
you very much. W appreciate this. Again, no further action is
required here.

VW will be neeting again on April 14'" that's our next
meeting; and for May it will be May 12'". Representative Eaton.

DANI EL EATON, State Representative, Cheshire County,
District #03: M. Chairman, about 50 years ago today | was
trying to figure out which is ny right sock and which is ny |left
sock. But at that sane tine in a foreign |land, a nenber of this
Comm ttee decided to get hitched and call her parents from
t housands of mles away to let her know. And | think it would be
nice if the Cormittee recogni zed Representative Wallner's 50'"
anni versary.
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CHAI RMAN KURK:  We certainly will. Congratul ations,
Represent ati ve.

(Appl ause.)

CHAI RMVAN KURK:  There being no further business to cone
before us and in cel ebration of your anniversary we will end the
nmeeting i medi ately. W stand in recess.

(The neeting concluded at 10:29 a.m)
(Reconvened at 10:30 a.m)

(4) M scell aneous:

(5) Infornmational Materials:

CHAI RMAN KURK: | apol ogi ze. W have a late itemand the
Senator w shes to discuss it.

SEN. SANBORN: Again, only after discretion of the Chair if
you're confortable with everything.

CHAI RMAN KURK:  No, if you'd like to raise some questions
about the Dashboard, you're certainly welconme to do so, Senator

SEN. SANBORN: Conmm ssi oner .

CHAI RMAN KURK:  And, by the way, before that begins, if
there are any other itens, late or otherwise, that are in the
informati on section that menbers have questions on, please feel
free to raise them | was trying to expedite matters but -- but
not cutoff anyone's opportunity to raise questions. Senator.

SEN. SANBORN: M. Chair, | apologize. I|I'mnot trying to
delay matters at all. As you know, this report tends to be
inmportant to me and to the fiscal health of your bill that's in
front of you, | think, right now.
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CHAI RVAN KURK: Pl ease.

SEN. SANBORN: Thank you, M. Chair. To both of you, good
norni ng. Thank you very much. Thank you for giving the
Dashboard. | know it's always an inportant piece of information
for me to kind of pour over. Can you talk to the Conmttee a
little bit about where you feel you are relative to |apse,
expendi tures, upside down a little bit? You still feel will be
about 17 mllion short by the end of June?

SHERI ROCKBURN, Chief Financial Oficer, Departnent of
Heal th and Human Services: Sure. So just for the record, Sheri
Rockburn, Chief Financial Oficer for the Departnent. Good
nor ni ng.

So the Dashboard is as of February 28'", 2017, so it's as of
| ast nonth, we are currently projecting, this is on Page 2 of
the cover letter, a 48 -- $48.4 nmillion deficit in our Medicaid
Program There's a few m scellaneous itens in our DCYF area
bringing our total shortfall just under 50 mllion,

49.3 mllion.

As of this point in time, we have scrubbed all of our
accounts | ooking for any potential |apse that could offset this

shortfall. Page 3 of the letter goes through where we feel
funds that would otherw se | apse could help offset this
shortfall. It totals just over 32 mllion. That 32 is a

conmbi nation of 20 mllion worth of expenditure related savings
and about 12 million related to excess revenue that the
Departnent anticipates to bring in. Mst of that 12

mllion -- actually, all of it right nowis in our drug rebate
area for our Medicaid Program and that is noney that we collect
on a quarterly basis. And so right now we only have actua

i nvoi ces fromthe Septenber and Decenber quarter. W don't have
anything for the March, obviously, yet. So that is a
prelimnary estimte that we are expecting. And we are going to
nmoni tor that as the March invoices go out to see if that trends
any differently. So |I'll pause at the nonent.
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CHAI RMAN KURK: Senat or.

SEN. SANBORN: Thank you. Thank you, Sheri. | always
appreciate it. So | thought | had read sonething in the paper
relative to the injunction and there are sone sort of that to ne
suggest ed we had sone additional exposure that's not in this
report today. And | think you got a TBA there now. Can you
comment on that at all?

MR. MEYERS: Yes. | can say very little at this tinme. And
I think because it relates to litigation | prefer the Attorney
General's Ofice actually address it directly. | have anended

t he description of the DSH Paynent that is on the bottom of Page
4, on the top of Page 5. And what that says is that the Court

i ssued the permanent injunction on March 1%' of 2017. That

deci sion enjoins the Federal CGovernnment, CMs specifically, and
the State fromenforcing the federally -- excuse ne -- the
frequently asked question which is known as Sub-regul atory

Qui dance, unless and until the policies and procedures are

repl aced by enforceable or properly pronul gated regul ati ons.

So to the extent to which the Federal Governnent actually
pronmul gates that regulation in a tine frane that coul d i npact
Fiscal 17 is unknown right now. And under the terns of that
deci sion were the Governnent to promnul gate that regul ation that
have -- woul d have the effect of renoving third-party paynents
fromthe definition of Unconpensated Care, it could inpact how
Unconpensated Care is determned for Fiscal 17 as well as into
the future.

CHAI RVAN KURK:  Fol | ow up.

SEN. SANBORN: Thank you. So if | remenber correctly, and
| apol ogize, it was late at night and | just skimed it, it
inplied to me fromthe report fromthe press that we could be
facing a 33 or $36 mllion negative inpact. And | don't know if
that included the 15 you've been recognizing to date or if
there's an additional exposure that exists.
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MR. MEYERS: Senator, all | can say at this tine is that
t he anount of the DSH Paynment for Fiscal 17 and into the future
as aresult of this litigation is really undeterm ned.

SEN. SANBORN: All right. Thank you.

MR. MEYERS: Yes.

SEN. SANBORN: | probably have one nore question, if |
m ght? Thank you, M. Chair.

CHAI RVAN KURK:  Yes.

SEN. SANBORN: Mboving over to the drug rebate. Sheri
you' ve gotten two of the four quarters we have.

M5. ROCKBURN: Correct.

SEN. SANBORN: On a cash flow basis to help the two Chairs,
talk to me a little bit about the timng. |s there timng this
to get that third rebate in? Because you're so close to
June 31%' that we kind of | ook at how we are managi ng our cash
fl ow.

M5. ROCKBURN: So a few things. On a cash flow basis, we
have rebates that were fromthe June quarter |ast year that have
fl owed and got reported in about August of this year. So froma
cash perspective we have three-quarters of revenue that is
currently in the books. The March quarter that's coming up wll
hit -- for the nost part, alnost all of that cash fromthose
i nvoi ces should hit before June 30'". So the lag is always a June
quarterly invoice that sonetinmes crosses years.

On an audited financial statement what we normally do is
back out the prior June, report that back to the old year, and
then do an estimate for this current June to get reported for
the CAFR or for accrual purposes. So there's always an
adjustment in June of each year. But froma cash perspective,
we should be able to have four quarters' worth of cash, once
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again, June fromlast year, and then this com ng March one
shoul d be in there.

SEN. SANBORN: Does this 12 mllion potential cash show the
four quarter cash or is there another option there?

M5. ROCKBURN: No, this is not all of the excess that's
come in. The excess right nowis a little bit |less than that.
But what our expectation would be is that by June of this year
that 12 would be able to be realized. What |I'mhesitant on is if
the March quarter trends higher, the 12 mllion could grow a
little bit. |If the March invoice trends a little |lower, then
that 12 m ght have to get adjusted.

SEN. SANBORN: Ckay. Thank you. Thank you, M. Chair.

CHAI RMAN KURK: | do have another question. Going to Page
2. The last tinme this was reported the TBD was around
16.5 mllion.

MR. MEYERS: On Line 16, M. Chairnman?

CHAI RVAN KURK:  Yes.

MR. MEYERS: That's correct? | believe it was $15 mllion
previously.

CHAI RMAN KURK:  Ckay. Thank you. And then the question I
have is regardl ess of that nunber --

MR. MEYERS: Hm hum

CHAI RMAN KURK: -- if you're using your |apses to deal with
your deficit, which is what you' re doing here --

MR. MEYERS: Right.
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CHAI RVAN KURK: -- that nmeans you're going to contribute
zero to the lapse that you're normally required to nake towards
the General Fund, which is usually about $20 m|lion.

MR. MEYERS: It's 20.8 million for '17 to be exact, yeah.

CHAl RVAN KURK: So in addition to whatever is here or not
here, there's a $20.8 nillion problem

MR. MEYERS: What | will say is -- yes. | nean, |
understand what you're saying. What | will say is the
Departnment continues, in addition to what is reflected on this
sheet, continues to work internally to be able to generate
additional lapse. It's a fluid situation as it is every year,
as | know you know. And we are going to continue to work with
you and the Governor in addressing this issue before the end of
t he Fiscal Year

CHAI RVAN KURK:  Thank you.

MR. MEYERS: Yeah.

CHAI RMAN KURK:  Further questions on the Dashboard? There
bei ng none, is there any other itemon the information section
t hat anyone w shes to raise or any of the other |late itens?

REP. WEYLER: Don't we need a notion?

CHAI RMAN KURK: To accept it?

REP. EATON:.  No.

CHAI RVAN KURK:  No, we don't need to accept any of these
information itenms. |Is there anything else to come before us?
There being nothing, in that case, thank you, Conm ssioner.

MR. MEYERS: Thank you very much

CHAI RMAN KURK: M. Kane, anything el se?
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MR. KANE: Not hi ng el se.

CHAI RVAN KURK:  We stand adj our ned.

(The neeting adjourned at 10:38 a.m)
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