JO NT LEG SLATI VE FI SCAL COW TTEE
Legislative O fice Building, Roonms 210-211
Concord, NH

Friday, March 21, 2014

MEMBERS PRESENT:

Rep. Mary Jane Wall ner, Chair
Rep. Ken Wyl er

Rep. Peter Lei shman

Rep. Dan Eat on

Rep. Sharon Nordgren (Alt.)
Sen. Jeani e Forrester

Sen. Chuck Mbrse

Sen. Bob del |

Sen. Sylvia Larsen

Sen. Andy Sanborn

(Meeting convened at 10:08 a.m)

CHAI RWOVAN WALLNER: Good norning. Is it on?

JANET CLAYMAN, Legislative Assistant, NH House of
Representatives: Yeah, | just turned it on.

(1) Acceptance of Mnutes of the February 14, 2014,
Meeting and March 10, 2014 speci al neeting:

CHAl RMOVAN WALLNER: Oh, there it is. Ckay. Good norning.
"Il call the Fiscal Conmttee to order, the March Fisca
Committee, and the first item of business is accepting the
m nutes --

*x REP. EATON: Mbve approval.

CHAl R\OMAN WALLNER: -- of February 14'". Representative
Eat on noves.

SEN. PRESI DENT MORSE: Second.




CHAIl RWOVAN WALLNER: And Senat or Morse seconds the approva
of the minutes of the February 14'" neeting. Al in favor? Any
opposed? Seei ng none opposed, the m nutes passed.

*** {MOTI ON ADOPTED}

(2) 4 d Business:

CHAl RAMOVAN WALLNER: On the table we have two -- we have A d
Busi ness. Anything to cone off the table? Seeing nothing to cone
off the table. W'll |eave the one tabled itemthere and nove to
Item 14- 006, which is a report fromthe Departnment of Health and
Human Servi ces about the Sununu Youth Center, and 1'd like to
have the people fromHealth and Human Servi ces cone up who
worked on that report, and I think we are going to be able to
find the report under Tab --

SEN.  SANBORN:  Two.

REP. WEYLER: Behi nd the bl ue.

CHAl RMOVAN WALLNER: Two. There you go, behind the bl ue.
Thank you. And if you could introduce yourself for the record,
t hat woul d be great.

MARY ANN COONEY, Associ ate Comm ssioner, Departnent of
Heal th and Human Services: Good norning. |'m Mary Ann Cooney,
Associ ate Comm ssioner for the Departnent of Health and Human
Services, and I'mjoined today with Director Maggie Bi shop for
the Division of Children, Youth, and Famli es.

CHAl RMOVAN WALLNER: Thank you. Wel cone.

M5. COONEY: If it's okay, I'd like to provide just a few
openi ng remarks to provide an introduction.

CHAl RWOVAN WVALLNER: G eat .
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M5. COONEY: The Departnent of Health and Human Servi ces was
di rected under 2013 Chapter Law 249 to assess and report its
recommendations to the Fiscal Commttee of the General Court as
to the nost appropriate, cost-effective, long and short-term
uses of the Sununu Youth Services Center. The Sununu Youth
Services Center is our detention center for adjudicated youth.
It also serves as, | would say now, a nore evolving treatnent
facility for those who are currently incarcerated as juveniles.

VWhat was required under |aw was an anal ysis of the
advant ages and di sadvant ages of the current use of the facility,
potential alternative uses, the viability of using any other
facility to provide secure detention commtted services given
the declining census at the center. And | think that was key
under the -- when we received our direction, a lot of it had to
do with both the cost and that the census has been consistently
low. And, also, ways that the current cost to run the facility
coul d be reduced.

Maggi e Bi shop is going to go into significant detail for
the Cormittee, if you request it. However, she's going to
provide really the methods under which we received sone of the
information, talk about the Executive Committee, for |ack of a
better termthat was used, and any ot her questions fromthe
Comm tt ee.

CHAIl R\MOVAN WALLNER: Al right.

MAGG E BISHOP, Director, Division of Children, Youth and
Fam |ies, Departnent of Health and Human Services: Thank you.

CHAl RMOVAN WALLNER: Thank you.

M5. BISHOP: So just to wal k through what | did initially
was we sent out letters inviting several people in the comunity
to join an Executive Comrmittee that would ki nd of oversee and
drive the evaluation that we were about to do. On page -- on the
back on Page 15 of the report is a list of what ended up being
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the Executive Commttee. There were other people invited but
ei ther could not or chose not to join us.

In addition to the Conmttee that kind of went through this
process with the Departnment, we al so did sone individua
interviews with judges, because one of the people that was
invited that could not attend the Executive Committee was Judge
Kelly, but we did get an opportunity to interview at |east three
j udges, CASA, so we wanted to nmake sure the evaluation had a
nice unbrella to make sure we were |l ooking at it from al
| enses.

I"mgoing to just go directly to the information that's in
t he executive summary around what it is we cane anay with. So
af ter about six nonths of evaluating and | ooking at the Sununu
Center, we did bring in -- we asked the national -- sone
national experts to cone in and do an analysis of the work
currently happening at the Sununu Center to see, you know, is
there sonething el se that we should be doing. Is there a
different direction. We reference that evaluation in the report,
and it pretty much confirmed that the direction we're going in
is the direction that nationally researchers are saying you need
to go with these children

And just to bring clarity, the children at Sununu Youth
Services Center are not what one would think in a juvenile
| ocked facility. They are delinquents and they are only there
because they have been committed as a delinquent; but these
children have significant nental health issues, and it's those
mental health issues that keep it unsafe for them They have
al ready not made it through every residential facility in the
state, but they can't be kept safe while treatnment occurs. So
nore and nore what we have found is the facility, like other
facilities in other states, becones a treatnent -- a safe
treatnment place for sone of these children. There are sone that
about 10% that are not there because of nental health
chal |l enges, but | would clearly say on a given day it's nore
like 80 to 90% that are there for that nental health conponent.
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Wth that said, we |ooked at and canme up with a short and
| ong-term proposal on what we would like to look at, and I'm
going to go to the long-termfirst because it will set the stage
for the short-term W actually learned this fromsonme of the
Comm ttee Menbers | ooking at other states and what has happened,
and in Vernont their facility becane a Medicaid certified
facility for the sane purposes that we are now | ooking at it
because the children they were serving, their nmental health
needs were what they were addressing. And so we would like to
consi der goi ng down that sanme path, |ooking at becom ng
a -- Sununu Center would beconme a Medicaid rehabilitation
center. And if | could, I"'mgoing to junp to a scenario of, you
know, however many years it takes us to do this.

In the future, what could happen is a judge could have a
child in front of themthat's a delinquent. And it could be a
del i nquent child who commits crimnal acts, is dangerous, but
does not have nental health chall enges. That child could get
commtted to Sununu Youth Services Center |ike they do today.

But the other 85% of the children before a judge, because it's a
nmental health challenge, could place the child at the
rehabilitation center, and then we could draw Medi caid and bring
in Medicaid funds for those children, both for the cost of our
staff, and as well as sone of the services our staff provide.
That woul d be the long-term plan that we could provide both the
safety and security needed as well as the treatnent, which we
are doi ng today.

Fromthe inside out, outside in, it wouldn't |ook any
different. What would | ook different is the way in which we bill
for the staff and for the services we provide. And in Vernont,
they were able to do it and they weren't half as close to having
the nental health conmponent that we already have down there. So
that's the long-term pl an

There woul d be requiring sone |egislative changes around
the current statute, the nane of the facility, and then we would
have to becone certified as a Medicaid facility -- reinbursable
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facility. But, again, it's been done in Vernont and a coupl e of
ot her states for the sane reason.

Short-term this canme out of the executive group's
di scussion with stakehol ders and community about an unnet need
currently for children who struggle with mental health issues.
We have the Philbrick Center which is an acute facility and by
acute your stay there is supposed to be very, very short term a
day or so. Unfortunately, the children get stuck at Sununu -- at
Phil bri ck because the acuteness gets resol ved, but then they
don't have a safe place to go. That causes a backup. W have
children sitting in enmergency roons, you know, waiting to go
into Phil brick.

There's a proposal in this report that suggests perhaps we
could use a unit or a floor at Sununu Center that is separate
fromthe rest, in the short run, for kids who at Philbrick
Center that need a place to stay |longer than a couple days or to
avoid sitting in an enmergency room and it would be for children
who have insurance because we cannot use Medicaid right now the
way the facility is. So we want to | ook at carving out al nost a
Phi |l brick South. Philbrick, our doctors down there are Phil brick
doctors already. Qur nedical staff are there already. And so we
have everything that Philbrick has; it's just that we happen to
be a detention center. But we could carve out a wi ng where
i nsurance conpani es, and we want to work with themon this,
could potentially pay |ess noney by having them cone to Sununu
Center than sit in the energency roomor stay at Philbrick
| onger than they need to. We don't know which way we are goi ng
to go yet. W want to continue on that path and | ook at both
options. I"'mgoing to pause to see if there are questions or
conment s.

CHAl RMOVAN WALLNER: Yes, Representative Wyl er.

REP. WEYLER: Thank you, Madam Chair. Thank you, Ms. Bi shop
Readi ng this through and the fact that you have a decline in
popul ati on, but still the staff remains, and it seens like it's
very high. | see here 30 certified teachers, 61 youths. And if
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we wanted to spend nore noney on counseling and wanted to pay
noney for counsel ors, perhaps we could reduce the teaching
staff. Have we | ooked at all into distant |earning and, you
know, nmaybe have students in one room being nonitored while
they' re looking at different on-line classes that we

woul dn't -- 'cause we are spending so nmuch for teachers that
m ght only be teaching three hours a day or |ess.

M5. BI SHOP: W have | ooked at that, Representative. W' ve,
actually, we've | ooked at everything and we will continue to
| ook at that. There are prograns in the state, | think it's
cal l ed VLACS --

REP. WEYLER Ri ght.

M5. BISHOP: -- where there's on-line |earning. There's al
ki nds of things we can bring in. I think one of the things that
we want to do, but just to be clear, there's a high popul ation
of those children that are al so special -ed. They have | EPs.
There's an expectation that while they're with us that their
education actually inproves and doesn't decline while they're
with us. So, again, yes, | know on the surface the nunber of
staff, especially in the education area, is high. The
student-teacher ratio is extrenely Ilow. W are |ooking at that,
and we are | ooking at other options.

In the report, we -- in fact, there were very -- there were
many nmenbers on the Commttee that was insistent that we put in
t he | anguage around we | ooked at contracting out services. W
| ooked at privatizing. And, again, it depends on what it is that
we want to do as a systemhere. And if we go in the direction
that |I'm suggesting, | think there's also tine to | ook at and
revanp any programthat's in there. | think we should be
constantly reviewing that. But until we know what is going to be
t he end outcone of becomng certified as a Medicaid facility, |
woul dn't want to nake too many changes. But, again, it's
sonmething that we are continuing to | ook at.

REP. WEYLER: Thank you. Thank you, Madam Chair.
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CHAl RWOVAN WALLNER: Thank you. Further questions? | do
have one question. Over the years many tinmes when we've been
tal ki ng about the Sununu Center, the thought about becom ng
Medi caid certified has cone up. That's cone up several tines
over the years, and | wondered what does it entail? Wat have
been the road bl ocks in the past?

M5. BISHOP: Again, | think -- yeah, well, there's severa
i ssues. The structural issue itself has always been the primry
one. People got stopped by the fact that it was | ocked. But,
fortunately, there are sone states, and Vernont is one, who took
that battle on and won. And so what's different today is that

has been -- that paved -- that road has been paved for us a
little bit, and we are going to pretty much steal shanel essly
fromVernont. W have a neeting actually scheduled in April. W

have had conference calls already to go up to Vernont, and we
are going to piggy-back on what they have done and just New
Hanpshirize it. No sense recreating the wheel. They have -- they
docunmented for us what they went through to becone a Medicaid
certified, and it's really what's happening in the walls, behind

the walls, which is what's different as well, Representative.
We have -- in years gone by, these were not kids who were
mentally ill. And so going down that Medicaid track was a

burden. Today, the population is what's going to nake it
successful and it did in Vernont. These are children that we
spend 80% of our time serving themin Medicaid rei nbursable
ways, and that's not how it was 20 years ago or even 10 years
ago.

CHAl RMOVAN WALLNER: Thank you.

M5. COONEY: And | think, just to tag onto that, the
popul ati on, because Maggi e has just referred to the popul ation
shift, you know, there was a census that was up around 110, 120,
at one tine in Sununu Center, and it was built to house 144
yout h. But because of the efforts within Division of Children,
Youth, and Fam lies, sonme of the nmethods that we've been able to
be fairly successful with, with other options for residential
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care, and other foster care situations, the majority of the
servi ces now are conducted in the community. And that has, by
design, then necessitated that the nost serious -- serious kids,
kids with the nost serious issues are the ones that are in
Sununu.

CHAI RWOVAN WALLNER: Thank you. Do you have additi onal
comrent s?

M5. BISHOP: | do not, Madam Chair. Although if | could
just add one final piece because |I do know since the report was
filed and went public there have been sone concerns about that
we'd be serving nore youth, |ike we'd be taking children who
don't belong in a | ocked facility. That woul d not happen. W
actually woul d serve the sanme kids on Medicaid nodels that we
are today. And it would have to be only kids that have to be in
a secure facility. In case that cones up as an afterthought, |
want to make sure | put that on the table.

CHAl RWOVAN WALLNER: Any ot her questions, comments, about
the report? Thank you very nmuch for presenting it to us. Look
forward to continue working on it.

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-State Source:

CHAl RWOVAN WALLNER: Now let's npbve on to Tab 3 which is
t he Consent Cal endar

*x REP. EATON: Mbve approval.

CHAl RWMOVAN WALLNER: |s there anyone who wants anyt hi ng
renoved from Consent? Seeing nothing. Representative Eaton
noves that we accept the Consent Cal endar.

SEN. LARSEN: Second.
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CHAl RWOVAN WALLNER: And Senator Larsen seconds. All in
favor? Any opposed? Consent Cal endar passes.

*** {MOTI ON ADOPTED}

(4) RSA 14:30-a, VI Fiscal Commttee Approval Required for
Accept ance and Expenditure of Funds Over $100, 000 from
Any Non-State Source and RSA 124:15 Positions
Restri ct ed:

CHAl RWOVAN WALLNER: Tab 4 is anot her Consent Cal endar.

** REP. EATON: Move approval

SEN. LARSEN: Second.

CHAl RWOVAN WALLNER: Want anyt hing renoved? | want to make
sure no one wants sonething renoved. Representative Eaton noves
approval . Representative -- Senator Larsen seconds. Al in
favor? Any opposed? None opposed.

*** {MOTI ON ADOPTED}

(5) RSA 124:15 Positions Restricted:

CHAl RWOVAN WVALLNER: Moving forward on Tab 5.

*x REP. LEI SHVAN: Move approval

CHAI RWOVAN WALLNER: This is positions restricted.
Representative Lei shman noves approval. |Is there a second?

REP. EATON: Second.

CHAl RMOVAN WALLNER: Representative Eaton seconds. Any
di scussion? All in favor? Any opposed? Positions restricted
passes.

*** [ MOTI ON ADOPTED}
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(6) RSA 21-1:56, Il, Reclassification of Positions or
| ncreases:

CHAl RWOVAN WALLNER: Tab 6, Recl assification of Positions.

*x REP. EATON: Mbve approval.

CHAI RWOVAN WALLNER: Any di scussion? Representative Eaton
noves and Senator Larsen seconds. Al in favor? Any opposed?
Tab 6 passes.

*** [ MOTI ON ADOPTED}

(7) RSA 21-P:12-d, Fire Standards and Trai ning and
Enmer gency Medi cal Services Fund:

CHAl RWOVAN WALLNER: Tab 7. This is fire safety -- Fire
St andar ds and Trai ni ng.

** REP. EATON: Mbve approval.

CHAIl RWOVAN WALLNER: Represent ati ve Eaton noves approval

SEN. LARSEN: Second.

CHAl RWOVAN WALLNER:  Senat or Larsen seconds. Any
di scussion? All in favor? Any opposed? |tem passes.

*** [ MOTI ON ADOPTED}

(8) RSA 228:12, Transfers from H ghway Surplus Account:

CHAl RMOVAN WALLNER: Tab 8 is the transfer of Hi ghway
Sur pl us Accounts.

*x REP. EATON: Move approval
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CHAl RWOVAN WALLNER: Represent ati ve Eaton noves approval. Do

| have a second?

SEN. PRESI DENT MORSE: Second.

CHAl RWOVAN WALLNER: Senat or Morse second. Any di scussion?

Al in favor?

Any opposed? |tem passes.

*** {MOTI ON ADOPTED}

(9) Chapter 143:3, Laws of 2013, Assignnent of Ofice

Space:

CHAl RWOVAN WALLNER: Tab 9, this is office space.

*x SEN. LARSEN. Move approval

CHAI RWOVAN WALLNER: Senat or Larsen noves approval . Do |

have a second?
Al in favor?

Representative Eaton seconds. Any di scussion?
Any opposed? |tem passes.

*** {MOTI ON ADOPTED}

(10) Chapter

143: 31, Departnment of Adm nistrative

Servi ces

; Transfer Anbng Accounts and Cl asses:

CHAl RWOVAN WVALLNER:  And noving on to Tab 10, Departnent of

Adm ni strative

Services, Transfers.

*x REP. EATON: Mve approval

CHAI RWOVAN WALLNER: Representative Eaton noves approval

SEN. LARSEN: Second.

CHAl RWOVAN WALLNER: Senator Larsen seconds. Any discussion?

Al in favor?

Any opposed?

**% {MOT| ON ADOPTED}
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CHAl RWOVAN WALLNER: We're going to nake a record here.
Unless, wait just a mnute, better be careful.

(11) Chapter 144:95, Laws of 2013, Departnent of Transportation
Transfer of Funds:

CHAl RAMOVAN WALLNER: Tab 11.

** REP. EATON: Move approval.

CHAl RWOVAN WALLNER: Departnent of Transportation.
Represent ati ve Eaton noves approval.

SEN. LARSEN: Second.

CHAl RWOVAN WALLNER: Senator Larsen seconds. Any discussion?
Al in favor? Any opposed?

REP. LEI SHVAN: I abst ain.

CHAl RMOVAN WALLNER: Oh, could we record that
Representative Lei shman abstains fromthe vote. Al in favor?
Any opposed? |tem passes.

**% {MOT| ON ADOPTED}

(12) M scell aneous:

CHAl RMOVAN WALLNER:  Now nmove into M scel | aneous, and |
will ask Jeff Pattison to join us.

JEFFRY PATTI SON, Legi sl ative Budget Assistant, Ofice of
Legi sl ati ve Budget Assistant: Good norning, Madam Chairman. Qur
office had a resignation earlier this week. One of our
performance auditor has resigned to take another position, and
I"'mcom ng before the Commttee this norning to get perm ssion
to fill that vacancy.
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** REP. EATON: Mbve approval.

SEN. SANBCORN: Second.

CHAI RWOVAN WALLNER: Representative Eaton noves approval and
Senat or Sanborn seconds. Al in favor? Any opposed? And that
approves M. Pattison can nove forward with replacing the audit
posi tion.

**% {MOT| ON ADOPTED}

REP. VWEYLER On Tab 11.

CHAl RMOVAN WALLNER: Tab 11.

REP. WEYLER: There were two itens. | didn't think it
was a --

CHAl RMOVAN WALLNER: GCh, I'msorry. | knew we nessed up.

REP. VEYLER [tem 041.

CHAl RWOVAN WALLNER: Uh-oh. So let's go back and let's
do -- let's do --

REP. EATON.  041.

CHAl RWOVAN VWALLNER: -- 041.

*x REP. EATON: Move approval .

SEN. LARSEN: Second.

CHAI RWMOVAN WALLNER: Representative Eaton noves approval,
Senat or Larsen seconds.

REP. WEYLER: That's what | was going to wite down anyway.

REP. EATON: Ckay.
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CHAl RMOVAN WALLNER:  All in favor?

REP. LEI SHVAN: And that woul d be the specific one, Madam
Chair, that | would abstain.

CHAl RWOVAN WALLNER: And that's the one that Representative
Lei shman abstains from So our first vote was for 14-030 and
our second, this vote, was 14-041. Thank you.

**% {MOT| ON ADOPTED}

(13) Informational Materials:

CHAl RWOVAN WALLNER: I nformational itenms. Anything that we
want to deal with? And now we'll nove into the Audits. And we
have, | believe, four audits today; is that right?

(A brief recess was taken for the Court Reporter to change
a disk in the steno nachine.)

Audi t s:

CHAl RMOVAN WALLNER: Thank you. Thank you, M. Mahoney.

RI CHARD MAHONEY, Director, Audit Division, Ofice of
Legi sl ati ve Budget Assistant: Thank you, Madam Chairman. For
the record, |I'm Richard Mahoney, the Director of Audits for the
O fice of Legislative Budget Assistant. The first audit that
will be presented to the Committee this norning is the Lottery
Comm ssi on Managenent letter. Joining ne this norning to present
the report to the Conmttee is JimLaRi viere, Janes LaRiviere.
Jimis a Senior Audit Manager with our office. And we're joi ned
by Charles MlIntyre, Executive Director of the Lottery
Comm ssi on.

15

CHARLES MCI NTYRE, Executive Director, New Hanpshire Lottery

Comm ssi on: Good nor ni ng.
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MR. MAHONEY: And Lynda Plante who's the --

LYNDA PLANTE, Deputy Director, New Hanpshire Lottery
Comm ssion: Deputy Director

MR. MAHONEY: -- Deputy Director of the Lottery Comm ssion

CHAIl RWOVAN WALLNER: Thank you.

JAMES LARI VI ERE, Senior Audit Manager, Audit D vision,
O fice of Legislative Budget Assistant: Good norning, Midam
Chair, Menbers of the Comnmttee. For the record, ny nane is Jim
LaRi viere, and we are here to present the 2013 Managenent Letter
of the Lottery.

The Managenent Letter is a byproduct of our financial
audit, the results of which were presented at the January 10'"
neeting. The report includes five internal -- internal control
comments and one conpliance comrent, which Lottery concurred
with all six of the cooments. The Cbservations begin on Page 3.

oservation No. 1 notes that the Lottery has not devel oped
formal w nning nunber draw procedures for one of its on-line
ganmes prior to the start of the gane. To limt operational and
financial risk, we recomrend that all critical ganme procedures,
i ncl udi ng draw procedures, be settled, docunented, and policy
procedure gui dance approved by nmanagenent and tested prior to
the inplenentation of the gane.

(bservation No. 2 on the sane page reconmends the Lottery
strengthen controls over the draw room and draw procedures.
Prior Managenent Letter comments reconmended the Lottery further
[imt access to the draw room and draw equi pnent, i nprove
attention to the draw procedures, and ensure that the policies
and procedures address gane draw processes. During Fiscal Year
2013, we noted that simlar significant deficiencies still
exi sted. This Managenent Letter recommends the Lottery continue
to review and strengthen its controls over its ganme draw system
and processes and access to its draw roomfacility.
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The next comment, nunber three, on Page 5, addresses the
need for control inprovenent over the instant ticket
reconstruction requests. Reconstruction of instant tickets are
general |y necessary when instant tickets are danmaged or defaced.
| nappropriate requests of reconstructions could be used to
identify winning tickets and their location. The Lottery's
policies and procedures to control risk from unauthorized
instant ticket reconstructions were not effectively designed
during Fiscal Year 2013.

We recommended the Lottery redesign its controls for
requesti ng, approving, and nonitoring the reconstruction of
instant tickets to effectively segregate those duties and all ow
controls to operate as intended.

On Page 6, Cbservation No. 4, reports the Lottery was not
in conpliance with a multi-state lottery rule requiring the
filing of annual certification of changes to the Lottery's
conmput er gam ng system and internal control system

We recommend the Lottery conply with the rule by subnmitting
the required annual certifications.

On the foll owi ng page, Observation No. 5, recommends
i nproving the overall Lottery's Replay Program Risks to the
Repl ay Programwere first reported in the Fiscal Year 2009
Managenent Letter. In response to a simlar conment in the
Fi scal Year 2012 Managenent Letter, the Lottery initiated a
process intended to obtain a Service O ganization Control report
or SOC 2 report prepared describing the controls over the Repl ay
Pr ogr am

We recommend the Lottery continue inits efforts to
under st and and docunent the Replay Program including rel evant
controls in place at the vendor and hasten its plan for
obtaining a SOC 2 report on the controls over the operation of
t he Replay Program

JOINT LEGISLATIVE FISCAL COMMITTEE

March 21, 2014



18

Qoservation No. 6 on Page 9 is a State Conpliance coment.
The Lottery expended approximately $117,000 of Lottery funds to
support the Gam ng Regul atory Oversight Authority established in
RSA 284-A: 1. The use of Lottery funds for this purpose appears
contrary to Part 2, Article 6-b of the State Constitution.

We recommended the Lottery request an opinion fromthe
Attorney Ceneral's Ofice as to whether the use of Lottery noney
to fund the Authority is in conpliance with Article -- excuse
me -- with Part 2, Article 6-b of the State Constitution.

On Page 11 behind the tab reports the current status of
oservations contained in our Fiscal Year 2012 Managenent
Letter. As noted in the table at the bottom of the page, nine of
the cooments were fully resol ved, one was substantially
resolved, and two were partially resol ved.

This concludes ny presentation. 1'd |ike to thank the
Lottery's Executive Director, Charles Mcintyre, and his staff
for their assistance throughout the audit and thank you, the
Committee, for your tine. W'd be happy to answer any questions.

CHAl RWOVAN WVALLNER: Al l right. Do we have questions?

REP. WEYLER  Questi on.

CHAl RWOVAN WALLNER: Yes, Representative Wyl er.

REP. WEYLER: Thank you, M. LaR viere, for your thorough
work. Director MlIntyre, where you're involved in nore than one
multi-state gane, and | assune all of them have draw ng roons
for the nunbers?

CHARLES MCI NTYRE, Executive Director, New Hanpshire Lottery
Comm ssion: Good norning, Representative Weyler. Yeah, that's
correct. W house one drawing roomfor the Tri-State ganes.
There's anot her drawi ng roomwhich -- there's several, actually,
in lowa, which run the MJSL ganes which is Powerball and ganes
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like it, and then the Lucky For Life gane the drawing roomis
housed in Connecti cut.

REP. WEYLER:. So we just have the one for the three states?

MR. MCINTYRE: That's correct. As agreenent, each of the
states has a specific function. Qurs is to house the draw room
and handl e drawings. Vernont's is to handl e the business office.
And, originally, Maine's was to handl e the data center but that
was prior ago and now they really don't do anyt hing.

REP. WEYLER: I'mglad to |learn that. | hoped there wouldn't
have to be 50 different draw ngs roons for Powerball or
somet hi ng.

MR. MCINTYRE: No, no, no. |It's really just one
centralized. Mdreover, we have a backup agreenent with MJSL. For
exanple, if our building was to fail, if we have a disaster, the
drawi ngs woul d be housed by MJSL. They handl e hundreds of
drawi ngs a week for other jurisdictions for that reason.

REP. WEYLER: Thank you very mnuch

MR. MCI NTYRE: Thank you.

REP. WEYLER d ad to see you're maki ng progress.

MR. MCI NTYRE: Thank you very nuch.

CHAI RWOVAN WALLNER: Representative Lei shman.

REP. LEI SHVAN: Thank you, Madam Chair. Just like to thank
you, Charlie, for working with the folks at Audit and you're
willingness to concur with all of their recomendations. | think
that's admirable. Thank the Audit group for their good worKk.

MR, MCINTYRE: Certainly, |I wouldn't -- | would be remss if
| didn't thank themfor their efforts and nore just in ternms of
doing an audit which is inportant, but on this occasion they
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were exceptionally user-friendly for our audit purposes this
time. They really made an effort to try and be just accessible
but not be intrusive. So, really, they did an excellent job. |
want to thank Dick and Bill Mtchell and Jimand the rest of the
cr owd.

CHAl RMOVAN WALLNER: Thank you.

REP. LEI SHVAN. Thank you, Madam Chair.

CHAl RWOVAN WALLNER: Furt her comment ?

REP. WEYLER: Just going to nmake the notion.

CHAl RWOVAN WVALLNER: Al l right, Representative Wyler has a
not i on.

*x REP. WEYLER: Madam Chair, | nove we accept the report,
place it on file, and release in the usual nanner.

REP. EATON: Second.

CHAl RWOVAN WALLNER: Representative Wyl er noved,
Representati ve Eaton seconds. Al in favor? Any opposed? WII
be placed on file. Thank you very nuch.

MR. MCI NTYRE: Thank you, Madam Chair.

*** {MOTI ON ADOPTED}

CHAI RWOVAN WALLNER: Now |l et's nove to the Liquor
Conmi ssi on.

MR. MAHONEY: Thank you, Madam Chairman. Joining me this
norning to present the Liquor Conm ssion Managenent Letter is
Jean Mtchell. Jean is a Senior Audit Manager with our office
who was responsi ble for managing the Audit on a daily basis at
the Liquor Comm ssion. W are also joined by Crai g Bul kl ey and
Steve Ki ander from the Liquor Conm ssion.
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JEAN M TCHELL, Senior Audit Manager, Audit Division, Ofice
of Legi sl ative Budget Assistant: Good norning, Madam Chair,
Menbers of the Conmittee. For the record, ny name is Jean
Mtchell. 1'mhere today to present to you the Fiscal Year 2013
Managenent Letter of the Liquor Conmm ssion. This Managenent
Letter is a byproduct of our 2013 financial audit of the
Conmi ssi on.

The Li quor Conmi ssion's Conprehensive Annual Financi a
Report was presented to the Commttee at the January neeting.
This report contains 12 conments, one of which is a materia
weakness, and nine are significant deficiencies, and tw are
State Conpliance conments. The Comm ssion concurs with 11 of the
comments and concurs, in part, with one coment, and no coments
suggest |l egislative action nmay be required.

oservation No. 1 begins on Page 3. This Observation is a
mat eri al weakness. Waknesses were identified in SLC s control
environnent, particularly its support structure for financial
accounting and reporting. These weaknesses were evi denced by the
need for auditors to propose and for SLC to nmake one materi al
and seven significant audit adjustnents to the Fiscal Year 2013
financi al statenent.

During the audit period, SLC s financial accounting and
reporting expertise was centered in tw |ong-term enpl oyees.
There were no conprehensive policies and procedures to support
these two enpl oyees' positions. Both of these enpl oyees |eft
enpl oyment subsequent to the audit period.

We recommend that SLC strengthen its core financi al
accounting and reporting resources to include adequate training
of personnel and effective policies and procedures to support
job responsibility.

observation No. 2 starts on Page 5. This Cbservation
hi ghlights the need for SLC to further develop its risk
assessnent process and to devel op and i npl ement busi ness
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continuity and di saster recovery plans to protect financial
operations from foreseeabl e di sruptions.

The next Cbservation is No. 3. In this Qobservation we
reconmmend that SLC finalize and inplenent formal fraud risk
mtigation policies to help limt the Comm ssion's exposure to
and pronote tinmely detection of fraud. These policies should
include a formal fraud assessnent, prevention, deterrence, and
detection policy and a fraud reporting policy, as well as
appropriate training. A simlar conent appeared in our 2006
Managenent Letter report.

Qoservation No. 4 is |located on Page 7 and recommends SLC
formalize and docunment its review of quarterly price changes by
vendors.

observations No. 5 and 6 relate to conpliance with
establ i shed store policies inplenented to aid in the control of
store sal es revenue. Cbservation No. 5 begins on Page 8.

SLC i npl enented a cash handling policy to establish and
mai ntai n accountability over sales proceeds. As noted in the
bulleted itens on Page 8, fromthe random sanple of 29 stores
and days tested, instances were noted where SLC did not conply
with this policy.

In Observation No. 6 on the foll ow ng page, we noted
exanpl es of where two stores where voided transactions were
tested and the reasons for the voids and the manager's signature
approvi ng the voids was not noted on the docunents.

Observation No. 7 and 8 relate to control over license and
permt revenue collected by the Division of Enforcenent and
Li censing. On Page 10, Observation No. 7 recomends a review of
the licensing procedures and systens and i nprovenent to the
stores' reconciliation procedures.
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At the top of Page 11 is (bservation No. 8. W recommend
i nproved accountability controls over license and permt
revenues.

The last two significant deficiencies begin on Page 12,
with Qbservation No. 9 describing the need for SLC to enforce
and nmonitor store payroll controls, especially controls rel ated
to part-tinme enpl oyee -- part-tinme store enployees signing their
time sheets. Continuing on to Page 13 is Cbservation No. 10. W
note conputer applications for tracking inventory could be
better aligned with SLC s work fl ow.

The State Conpliance comrent is |ocated on Page 14. It's
oservation No. 11. This comment recommends that SLC devel op and
maintain a formal witten store plan for all retail |iquor
stores in conpliance with RSA 177:3. A simlar conmment was al so
included in our prior audit reports.

The last comment, No. 12 on Page 15, identifies
adm ni strative rules which has not been adopted by the SLC, and
we recommend they adopt the required rules. A simlar comrent
was noted in our 2009 performance audit.

If you turn behind the tab is the current status of the
2006 Managenent Letter comrents of the New Hanpshire Liquor
Comm ssion. O the 16 Cbservations, 11 are fully resolved, one
is substantially resolved and four are partially resol ved.

This concludes ny presentation. | would |ike to thank the
Li quor Conmm ssi on managenent and staff for their assistance
during the audit. And with your perm ssion, Madam Chair, 1'd
like to turn the presentation over to Craig Bul kley and Steve
Ki ander of the Liquor Conm ssion.

CHAl RWOVAN WALLNER: Thank you.

STEVE KI ANDER, Chief Financial Oficer, New Hanpshire
Li quor Conmmi ssion: Good norning. For the record, nmy nane is
Steve Kiander, and | amthe CFO for the Liquor Comm ssion and
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would like to thank the LBA and Jean for their professionalism
during the audit. And we do, you know, concur as stated in the
audit observations. And if there's any questions, we'd be happy
to take those.

CHAl RWOVAN WALLNER: Thank you. Thank you for being here.

REP. WEYLER Questi on.

CHAl RWOVAN WALLNER: Yes, Representative Wyl er.

REP. WEYLER: Thank you for being here and thank you, Madam
Chair. Thank you, Mss Mtchell, for your thorough work.

The thought occurs to me that | don't know the answer to.
You' re one of the highest users of credit cards across the state
system Are we getting the mnimumrate on all of those? And if
not, why not?

MR. KIANDER: That is a very good question. And we are, in
fact, the biggest user of credit cards throughout the state. It
conprises a great nmpjority of our sales. It's a necessary
busi ness expense, especially in the retail environnment. Past
practice the Liquor Conm ssion has been deeply involved in the
agreenent with contract provider with the State of New
Hanpshire, and we will be part of that going forward. W have
been able to negotiate and get an interchange rate that has been
as |low as can be for the volune of sales that we do.

REP. WEYLER: Thank you. That's the answer | was | ooking

for.

CHAl RWOVAN WALLNER: Thank you. Representative Eaton.

REP. EATON. |I'mnot even sure this is an appropriate
guestion, but it appears at |east every year, if not every other
year, if you go to the White Farmthere is a nassive w apped
bundl e of shelving that conmes from SLC. And usually the reason
given that | find out up there is froma reset in a store. And
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havi ng been in the business, used the heavy grade shelving, it's
very expensive, and the shelving |I've been | ooking at when | see
it at White Farm anybody woul d be nore than happy to use. And is
there a reason why you go through that expense?

CRAI G BUCKLEY, Chief Operating Oficer, New Hanpshire State
Li quor Conm ssion: Thank you for the question, Representative.
For the record, ny nane is Craig Bulkley. [|'mthe Chief
Qperating Oficer for the Conm ssion.

As | think the Conmttee may be aware, the Comm ssion has
been working on a pretty aggressive effort to noderni ze a nunber
of our stores. For quite a few years there was very little done
as far as upgrading old tired interiors. And we have taken it as
a primary mssion to upgrade quite a few stores over the |ast
several years. Part of that upgrade is to replace ol der racking,
whether it be the nmetal racking or, in sone cases, the old
wooden racking. And we are replacing that with a nore nodern
set of racking that you mght see in the | ocal Concord store
here down on Storrs Street or any of the other stores that we' ve
recently renovat ed.

If you ve been to the New Bedford store or to the MIford
store, or any of the stores that we've recently done, you're
going to find that the interiors have all been changed out and
new racki ng has been put in there. And, obviously, the old
racking goes to the Wiite Farm So you're going to continue to
see that as we replace what | consider to be tired interiors
wi th nodern, up-to-date racking and other facilities wthin each
of these stores that we upgrade.

CHAl RWOVAN WALLNER: Thank you. Further questions? Yes,
Senator Larsen

SEN. LARSEN: In the past, there have been sone issues with
credit card security, and |I'm wonderi ng how your -- what's your
review of how your -- your security levels to prevent credit
card fraud?
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MR. BULKLEY: We are working very closely with Comm ssioner
Hodgdon and her group dealing with PCl, along with Dol T. And
we' ve made a nunber of changes and have spent a | ot of noney to
come into conpliance with PCl standards.

We currently have a POS software package that is not
conpletely conpliant and, therefore, we have sone —what do we
call them —mtigating efforts to, basically, randomy select
server hard drives fromour stores on a quarterly basis. They
are tested to make sure that there's no information related to
credit cards on those. So we're doing all the things that we're
supposed to be doing in order to be in conpliance. And that is
an ongoi ng effort because it's an evolving effort because those
PClI standards change and tighten up fromyear to year. But we
are working with the rest of the State Agencies that are
involved in this to nmake sure that we're as secure as we can be.

CHAI RWOVAN WALLNER: Further questions? Seeing none. | cal
on Representative Wyl er.

** REP. WEYLER: Thank you, Madam Chair. | nove we accept the
report, place it on file, and release in the usual nanner.

REP. EATON: Second.

CHAl RWOVAN WALLNER: Representative Wyl er noves we place it
on file and Representative Eaton seconds. Al in favor? Any
opposed?

**% £ VOTI ON ADOPTED}

CHAl RMOVAN WALLNER: We will Place that on file. Thank you
Thank you very nuch. And noving on now to the Turnpike.

MR. MAHONEY: Thank you, Madam Chai rman. CQur | ast
Managenent Letter for presentation this norning is for the

Turnpi ke Systemfor the Fiscal Year ended June 30'", 2013. |'m
again joined by Jean Mtchell who was al so the Senior Audit
Manager in charge of this audit as well. And we are joined by
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Patrick MKenna, the Deputy Comm ssioner of the Departnent of
Transportation and Marie Miullen, a Senior Adm nistrator with the
Depart nent .

M5. M TCHELL: Good norning, again, Madam Chair. For the
record, ny nanme is Jean Mtchell. The next report | amhere to
present is the Fiscal Year 2013 Managenent Letter of the
Turnpi ke System Like the State Liquor Conm ssion, this report
is a byproduct of our Fiscal Year 2013 financial audit of the
systemthat was presented to you at the January neeting.

This report contains six internal control comments, one of
which is classified as a material weakness. There's al so one
State Conpliance coment and two managenent issue comrents.

Tur npi kes does concur with three of the comments, concurs in
part with two of the comments, but does not concur with four of
the corments. None of the comments suggest that |egislative
action may be required.

The Observations start on Page 3 with Cbservation No. 1.
This Observation is classified as a materi al weakness. Wile
Tur npi kes' financial accounting processes have continued to
i nprove over the past Fiscal Years, auditors identified two
material errors in Turnpike's financial reporting that were not
prevented and detected and corrected by Turnpi kes' interna
controls.

We recommend Turnpi kes continue in its efforts to inprove
its financial accounting and reporting processes and keep its
finance staff current and trained in financial reporting
st andar ds.

oservation No. 2 is located on Page 5. This is the first
of five identified significant deficiencies included in the
report. Turnpikes is highly dependent upon its electronic toll
systemto accurately determ ne, charge, collect, and report tol
revenues. Turnpi kes has inplenented both physically-observed and
caner a- based | ane audits to test the accuracy of its electronic
toll transaction system Wiile we did note inprovenent in the
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descriptive narratives and foll ow up of the physically-observed
audits, we did note certain procedures were not conpleted
related to the fourth quarter canera-based | ane audit of the
open road tolling vendor that we had selected for our test and
revi ew.

We recommend Turnpi kes continue to inprove its toll audit
procedures, including ensuring all intended audit procedures are
per f or ned.

Qobservation No. 3 begins at the top of Page 6. This
(bservation relates to unpaid toll violation fees. As described
in the Qobservation, Turnpikes is not pursuing electronic toll
vi ol ations as aggressively as outlined in the Adm nistrative
Rul es. The policies and procedures to pursue collection of
outstanding tolls are nore lenient than those outlined in the
Adm ni strative Rules which expired in August of 2013 and have
not been readopted as of December 20'", 2013, the date of this
report.

observation No. 4 starts at the bottomof Page 7. It
relates to information technol ogy controls over the electronic
tolling system The audit comment reconmends Turnpi kes conti nue
to strengthen its controls by perform ng regul ar conprehensive
ri sk assessnents, ensuring appropriate segregation of duty
controls are in place at its vendor, and inplenenting detection
controls to identify any unauthorized changes made to its
tolling system

The next Observation No. 5 starts on Page 9. This
oservati on reconmends Turnpi kes review and deternmne with the
assi stance of the Departnent of Adm nistrative Services whet her
Turnpikes is required by the Manual of Procedures to submt
significant rental and other contracts that are billed as tine
and materials as opposed to fixed dollars, known as Force
Account Agreenents, to the Governor and Council for approval.

H storically, Turnpikes has not submtted these contracts to G &
C even though there is no clear exenption fromthe Manual of
Procedures requirenents.
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oservation No. 6 is |located on Page 10. This Cbservation
reconmends that Turnpi kes' financial and operation managenent
take a nore active role in nonitoring the toll violator activity
and the pursuit of apparent violators.

A State Conpliance comment is |ocated on Page 12. This
observation identifies that Chapter 241:6, the Laws of 2004,
which is not codified in RSAs, required the conpletion of a
certification prior to the use of the electronic toll facility.
The CObservation notes that Turnpikes could not evidence that it
had issued a certification for either Turnpi kes' first or any
subsequent installation of electronic tolls at any of its
facilities. This Cbservation recomrends Turnpi kes prepare and
provi de responsive certifications.

The final two comments are ot her managenent issue conments
and they begin with Observation No. 8 on Page 14.

This Observation proposes Turnpi kes consi der consolidating
its financial operations currently split between Depart nent
headquarters in Concord and Turnpi kes' toll facility at the
Hooksett Toll Plaza to take advantage of increased efficiencies
for better communication, integration of financial information,
and scal e of operation.

Qur final Cbservation can be found at the top of Page 15.

During Fiscal Year 2013, Turnpi kes' nmanagenent decided to
di scontinue the preparation of a Conprehensive Financial Annual
Report known as a CAFR presentation of its financial statenents.
Tur npi kes has prepared CAFR presentations since 2005. The Fisca
Year 2013 financial report included audited financial statenents
and notes but omitted the nmanagenent di scussion and anal ysis
informati on of generally accepted accounting principles required
to be presented to suppl enent the basic financial statenents and
pl ace the financial statements in appropriate operational,
econom ¢ or historical context. W recommend Turnpi kes again
consi der preparing a CAFR
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Behind the tab is the current status of the Fiscal Year
2012 Managenent Letter of the Turnpi ke System O the six
Qoservations, three are fully resolved, one is substantially
resolved, and two are partially resol ved.

This concludes ny presentation. 1'd |ike to thank the
Tur npi ke System managenent and staff for their assistance during
the audit, and I'd Iike to turn the presentation over, with your
perm ssion, Madam Chair, to Patrick MKenna and Marie Mill en.

CHAl RWOVAN WALLNER: Yes, thank you.

M5. MTCHELL: |If you have any comments.

PATRI CK MCKENNA, Deputy Conmi ssi oner, Departnent of
Transportati on: Thank you. Thank you, Jean. For the record, ny
nane is Patrick MKenna. |'mthe Deputy Conm ssioner of the
Departnment of Transportation. Joining me this norning is Marie
Mul | en. She's a Senior Admi nistrator in our Finance Division.
Thank you for having us here this norning. Thank you for your
report.

I"d like to first begin by recogni zing sone of the fol ks at
our Department of Transportation who work in our financial
operation, as well as w thin Turnpikes, who work hard every day
to i nprove our operational reporting and otherw se.

M. Len Russell sitting behind us has been with the
Departnment for sonme period of tinme. He's been a trenmendous help
to ne. I've been with the Departnent for about three years now.
And wi thout Len's assistance, | would not know what | know about
t he Departnment of Transportation. He's a trenendous resource for
our Departnent.

Marie Mullen sitting beside me. She is really one of the
brightest fol ks we have in the Departnent. She's an outstanding
resource financially for us and has done a trenendous anount of
work. 1"l reference sone of that work in just a nonent.
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Mary Ellen Emrerling is one of our financial analysts who
reports to Marie. Lisa Yanco is one of our accountants who
focuses on Turnpi ke operations. And then within the Hooksett
branch itself, Margaret Blacker is an Adm nistrator and handl es
busi ness operations for us there, as well as our Turnpike
Adm ni strator, Chris Waszczuk, who works hard every day, not
only on the project side of the system but also on the

financial activities as well. Trenendous resources for the
Departnent. W appreciate -- | certainly appreciate their
efforts.

VWat 1'd Iike to do initially is start fromthe back and
nove backwards. I'Il limt nmy coments and, ultimately, respond
to any questions you may have. The one thing I'd like to point
tois really Page 17 on the -- on the itens of prior audits;
and, nanely, I'd like to -- I'd like to address item nunber two
in previous -- previous audits.

We have had a significant material weakness, and that's
been noted, | think, probably nore than a decade here at this
Comm ttee, and one that we take very seriously. And we've worked
diligently over the past three years. It's been a multi-year,
mul ti-agency, and nulti-branch of governnment effort to help
resolve this item

You m ght note that in the bal ance sheets in the financial
reports that we put before you -- placed before you in January
that fixed assets are really, they conprise about 86% of the
bal ance sheet in the Turnpi kes' system It is a significant,
very significant elenment. The -- the devel opnent of state
systens to track these itens are progressing with the ERP
system Lawson systemthat we have. We don't currently have a
fi xed asset nodule that integrates into the State's system But
aside fromthat, we really took great strides, | think, to
create conpensating controls in the past three years. And we
have worked -- we have worked very hard with LBA. W have worked
with the -- and I'd |ike to recognize Karen Beni ncasa, the
State's Comptroller. W worked very hard with her and her
predecessor to nmake novenent and devel op conpensating controls.
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We actually -- Marie Miullen really headed up the effort. W did
a 60-year reconciliation of fixed assets. W went all the way
back to the inception of the systemitself to go back and track
t hrough all the bridge records, all the road records, everything
that we do. And that's fairly unusual effort to go back to that
point, but that's really the basis that we wanted to start from

We found in, | would say, probably through that effort
confirmed the material weakness that existed in that financial
reporting. We nmade several corrections. W have done so in
Fi scal Year 12, a year ago, as well as in this past Fiscal Year.
Marie actually led up the effort to devel op the Conprehensive
Policy and Procedure Manual wth regard to fixed assets. W
worked with the Conptroller on that as well. It was very
difficult effort, very conplicated effort, and one that we're
extrenely gratified and pleased that we have in place. And |
think as is represented by the LBA's finding here that that item
is substantially conpletely resolved. W, obviously, have to
foll ow those policies and procedures going forward and we pl an
to.

So I'd just like to thank -- we also worked with State
Treasurer Provencher in that effort as well. Her -- herself
personally, as well as her staff, have been very hel pful with us
and that's really the -- the main conponent that 1'd like to
draw your attention to, and I'mcertainly willing to respond to

any questions you may have.

CHAl RWOVAN WALLNER: Thank you. Do we have questions for M.
McKenna? Yes, Representative Lei shman.

REP. LEI SHVAN:. Thank you, Madam Chair. And thank you and
congratul ati ons to your new appoi nt nment.

MR. MCKENNA:  Thank you very nuch

REP. LEI SHVAN. But | do have a concern. | have the greatest
respect for our audit people, and it's not often that |'ve seen
that out of like the nine Observations the Departnent is either
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not willing to concur with four or partially concur with two. So
I"m-- should | be concerned about that or not?

MR. MCKENNA:  Well, | -- | certainly appreciate
Representative's question. | think as we go through a process
like this, we work -- we work hard to work through issues. Sone
of these -- sonme of these itens are -- are matters of opinion
The auditors, obviously, have opinions in certain of these areas
as does the Departnent. | think we've worked very hard to make
consi derabl e progress. There are matters that on plain face
we -- we do not concur with. W continue to work to inprove our
financial reporting and operations. Sone of the -- the itens on
there are just basic matters of differences of opinion. | don't
think they're really enblematic of anything nore than that. Qur
answers, | believe, are plain and concise as | believe the
findings were as well.

REP. LEI SHVAN: | guess just a further response. Again, it
puzzl es ne because generally the different departnents, even
branches of governnent, whether it be |egislative or judicial,
have concurred primarily with all recomendati ons and your
Departnent is not. So | just wanted to nmake that a concern of
m ne.

VMR. MCKENNA: Certainly. Noted.

REP. LEI SHVAN: Thank you, Madam Chair.

CHAl RWOVAN WALLNER: Further comment? Yes, Senator NMorse.

SEN. PRESI DENT MORSE: Congratul ati ons on your new
appoi nt nent .

MR. MCKENNA: Thank you, Senator.

SEN. PRESI DENT MORSE: The Cbservation 9, whose decision
would it be to decide whether or not we are going to continue
with the reporting or not continue with the reporting? |Is that
a Departnment decision, the Governor's decision, or |egislative?
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MR. MCKENNA: Thank you for the question, Senator Morse.
That really is an effort that we undertook. W actually had
training. There's an annual training that is generally held by
the State's external auditor. The Departnent of Transportation
attends that every year goi ng over accounting standards and
otherwise. During that training it was noted that there were
certain reportings that weren't necessarily required by -- by
standards. And we had foll ow up discussions with the State
Comptroller to look for ways to becone nore efficient as a state
in financial reporting. One of those elenents was to take a | ook
at the elements of our financial reporting that m ght be
consi dered duplicative and as an effort to becone nore efficient
in that regard.

And so we worked concurrently, really, with the State's
Comptroller's office. W worked -- we pursued in discovery node
with the State Treasurer, as well as with the -- with bond
counsel through the State Treasurer to determine if there were
any bond covenant conpliance issues associated with that. W do,
for the Commttee's information, we do a series of additional
financial reports that | think we nmay have been rem ss in not
bringing forward to the Committee's attention in the past. And
we are, certainly -- we have copies of these for you,
particularly, if anyone is having trouble sleeping on any given
ni ght, and we'll hand those out.

We do an official statenent that, | believe, the
Treasurer's actually referenced on several occasions to
bond -- to disclose when we are going out to the capital markets
for bonds. It's a very detailed, series of reports here. And
then we do an Annual Report that follows on those that provide
really all of that information. So, in addition to the annua
financial report that we've created, which has full footnotes
and ot herwi se, we also have at | east one, if not nultiple,
series of even nore detailed financial reporting that are
al ready done and continue to be naintained.
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SEN. PRESI DENT MORSE: But that's reporting. | nean,
basically the -- what are they going to be able to audit in the
future?

MR. MCKENNA: W -- the financial statenents. W created a
set of financial statenents. W're essentially linking in on a
statewi de basis. The State prepares a CAFR The Turnpi ke System
has to submt information into that CAFR in a detail ed manner,
and all of that -- all of that is available and will go through
an audit process, simlar to what we go through today.

SEN. PRESI DENT MORSE: | guess ny question then would be for
the accounting side. How many different departnents woul d wal k
away fromthis if we change, because they all change, how many
are we tal ki ng about?

MR. MAHONEY: Well, Senator, there are a nunber of
proprietary funds in the State's accounting system The
Turnpi ke Systemis an enterprise fund which is a type of
proprietary fund. The Liquor Comm ssion is also an enterprise
fund. The Lottery Commi ssion is an enterprise fund. The
Enpl oyee and Retiree Health Benefits Fund is also a proprietary
fund. It's an internal service fund. And then there are the
State Revol ving Loan Funds at the Departnent of Environnental
Services, which are now separately presented in the State's
Conpr ehensi ve Annual Financial Report as an enterprise
fund -- as an enterprise fund.

H storically, our office has reconmended the preparation of
a CAFR as best practice when it conmes to external financial
reporting. I was remnded earlier this week going back to 1988
when we used to audit the New Hanpshire Retirenent System we
reconmended that they prepare a Conprehensive Annual Fi nanci al
Report. To this day, they and as well as the Lottery Commi ssion
and the State itself submts their CAFRs to the Governnent
Fi nance O fice Association to be recognized for financi al
reporting excellence. And each one of those organizations has
received that certificate in the past and continue to do so
t oday.
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Wth regard to what we would be losing in terns of our
audit coverage, certainly, when the Turnpi ke Systemissues their
own financial statenents, they are much nore detailed in terns
of their notes to the financial statements than you would see in
the State's Conprehensive Annual Financial Report. As you can
i magi ne, the State's Conprehensive Annual Financial Report
covers the entire state and it can't possibly provide the kind
of detail that the Turnpi ke System would provide in a
st and-al one financial statenent.

Li kewi se, the Lottery Conmm ssion would al so not be covered
to the extent it is in the Statew de Conprehensive Annual
Fi nanci al Report. And in order to be consistent with or
conpliant with governnent auditing principles or GAAP, Cenerally
Accepted Accounting Principles, | should say, as a m ni mum
managenent di scussion and anal ysis nust acconpany the financi al
statenents, as well as other required supplenentary information
So whenever financial statenents are presented separately, they
need to be acconpanied by an MD&A it's call ed.

And for Fiscal Year 2013 the Turnpi ke System in
consultation with the Conptroller's Ofice, decided not to issue
an MD&A, and we so noted that in our Independent Auditor's
Report when we issued that over the Turnpi ke System s financi al
statenents. So it remains to be seen what exactly our office
woul d audit for Turnpikes in Fiscal Year 2014 because we have
not yet received a decision fromthe Conptroller's Ofice with
regard to their intention of financial reporting, not only for
t he Turnpi ke System but for Lottery and Liquor. Wen Liquor
does prepare financial statenents, they do prepare a CAFR which
we audited this year. So we're in kind of a holding pattern,
Senator, with regard to Fiscal Year 2014. But all of those
funds, as Patrick nmentioned, would be included in the Statew de
Conmpr ehensi ve Annual Financial Report but to a | ess detailed
degr ee.

SEN. PRESI DENT MORSE: Can | just followup on the question
that | asked, Patrick? Wose decisionis it? Is it the
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Legislature's, the Governor's, or the Departnment's decision to
di sconti nue what we have been doi ng?

MR. MAHONEY: In statute right now, Senator, the only
Conpr ehensi ve Annual Financial Report that is required to be
prepared is the Statew de Conprehensive Annual Fi nancial Report.
There is nothing in statute that requires either the Turnpike
System the Liquor Conm ssion, or the Lottery Conm ssion to
prepare Conprehensi ve Annual Financial Reports or any of the
ot her proprietary funds in the state.

We are currently auditing the retiree -- the Enpl oyee and
Retiree Health Benefits Fund at the Department of Admi nistrative
Services. And as | sit here, although |I haven't had a
conversation with the Conptroller recently about this, |I'm not
sure what type of financial statements will be issued with
regard to that audit, if separately issued, or whether those
will also be just what is in the Statew de Conprehensi ve Annua
Fi nanci al Report. So there's only one statutory requirenent for
a CAFR

And the decision, to finish my answer, Senator, in terns of

whose decision is it on a Departnent |evel basis, |I'mnot sure.
I know that Patrick MKenna in Departnent of Transportation has
worked closely with the Conptroller. | have talked to the

Comptrol Il er and she feels that she should be involved in those
deci si ons because she's concerned that they be prepared
consistently and appropriately. So ny assunption is that it's a
joint decision, but the Conptroller's weighing heavily on these
deci si ons.

CHAI RWOVAN WALLNER: Any further question?

REP. WEYLER: | have a coupl e.

CHAl RMOVAN WALLNER: Yes, Representative Wyl er.

REP. WEYLER Thank you, Madam Chair. Thank you, again, Mss
Mtchell. | enjoy reading your studies.
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REP. LEI SHVAN:. Doesn't put himto sleep.

REP. WEYLER: So nuch information. Thank you, Comn ssioner.
A couple areas | want to |look at. | know we started payi ng
15-cents to E-ZPass for every toll they collected. Is that stil
t he case?

MR. MCKENNA: ['mnot sure |I'mfollow ng.

REP. WEYLER The electronic tolling, E-ZPass, you have to
pay sonething to the E-ZPass organi zati on

MR. MCKENNA: We do have a series of operating agreenents
Wi th our vendor Xerox. | believe the cost per transaction is
below -- | believe it's in the nei ghborhood of seven and a hal f
cents. So fairly |l ow cost per transaction

REP. WEYLER Have we -- have we cal cul ated what it costs
for the live people to collect the tolls?

MR. MCKENNA: [It's significantly higher. Probably in the
nei ghbor hood of triple that.

REP. WEYLER Is it worth advertising to get nore people to
use E-ZPass because of the funds we would save?

MR. MCKENNA: W -- we do have sone efforts under way. The
Comm ssi oner actually put an enblemon his -- on the vehicle
that we use. So we're -- every tine he uses that vehicle or
someone in the Departnent does, we're advertising as we're
driving.

There are -- there are a nunber of signage el enents and
al so what we found is we have had a fairly significant increase
inthe utility of E-ZPass surrounding the advent of when we
noved to an electronic tolling, ORT. Wien that happened in
Hanpt on, we went up considerably. W seemto be seeing that at
t he Hooksett Plaza as well. So it does seemto be really
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accelerating. We're well over 60%electronic. And, actually, of
note, we have nodified the Adm nistrator of Turnpikes, Chris
Waszczuk, actually inplenented two years ago a demand staffing
nodel associated with the fact that we were seeing additional
use of E-ZPass, and we actually went to a demand nodel rather
than a normal shift basis for staffing of the tolls otherw se.
So we -- a lot of part-tinme assistants and done on a basis of,
for instance, anticipating a holiday weekend or otherw se, we
woul d increase staff rather than have normal staff in those
posi ti ons.

REP. WEYLER: |I'mglad to hear that. And the | ast area |
want to tal k about Mss Miullen may be interested in. As | drive
down our highways | see that we nay own nore woods than anybody
else in the state if we look at all the mles. And |I' m wondering
if we've ever | ooked at sonme managenent, |ike, Forest and Lands,
or maybe even sel ective harvesting. | know at one point the
Comm ssioner told ne he was actually burning wood in the patrol
sheds and saving all kinds of oil. How extensive have we | ooked
at our woodl ands that in the nedian strips and on the outside?
You' ve got a | ot of wood.

MR. MCKENNA: Yes. Thank you. W actually have an internal
group that's actually a statew de group that |ooks for
i nnovati ons. And we have had a project initiated by that group
that | ooked at really unused woods or otherw se. They're
starting to nove in that regard to bring those to -- we have
several processing plants that use wood chips and ot herw se. So
some of the down trees and that sort of thing that you woul d see
we are starting to develop. W are also working with -- we are
wor ki ng with other agencies, too, especially with Forestry at
DRED to | ook at harvesting selectively in sonme of the areas that
are wthin ownership within the State wi thin DOT.

REP. WEYLER  Delighted to |learn that. Thank you very nuch
Thank you, Madam Chair.

CHAl RWOVAN WALLNER: Furt her questions? Coments? Seeing
none. | ask Representative Weyler to nake a notion.
JOINT LEGISLATIVE FISCAL COMMITTEE

March 21, 2014



40

** REP. WEYLER: Madam Chair, | nove we accept the report,
place it on file, and release in the usual manner.

REP. EATON: Second.

CHAI RWMOVAN WALLNER: Representative Wyl er noved and
Representati ve Eaton second that we place the audit on file. Al
in favor? Any opposed? Motion passes.

**% {MOT| ON ADOPTED}

CHAl RWOVAN WVALLNER: Thank you. One nore.

MR. MAHONEY: Thank you, Madam Chairman. CQur final audit
report this norning is appropriately, | think, the State
Treasury. Joining me this norning to present the audit report to
the Cormittee is Monica Mezzapelle. Mnica is an Audit Manager
with our office, and she was responsible to conduct the audit on
a daily basis at the State Treasury. | believe we're going to be
joined by the State Treasurer, Catherine Provencher, as well as
Bill Dwer. Bill Dwer is the Deputy State Treasurer

CHAl RMOVAN WALLNER: Great. Thank you and wel cone.

CATHERI NE PROVENCHER, State Treasurer, Treasury Departnent:
Good nor ni ng.

CHAI RMOVAN WALLNER: Weél cone.

MONI CA MEZZAPELLE, Audit Manager, Audit Division, Ofice of
Legi sl ati ve Budget Assistant: Good norning, Madam Chair, and
Menbers of the Conmittee. For the record, my nane is Monica
Mezzapel | e.

I"mhere this norning to present the Financial Audit Report
of the State Treasury for Fiscal Year 2013. Qur report contains
13 Qoservations, 11 of which are classified as significant
deficiencies and two as State Conpliance comments. Treasury
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concurred with 12 of the Cbservations in the report and
partially concurred with one Qbservation. Qur report also
contai ns I ndependent Auditor's Report, the financial statenents,
and notes to the financial statenents.

On Pages 1 and 2 of the report, we briefly describe sone of
Treasury's responsibilities and its funding. Treasury is
responsi bl e for the managenent of the State's cash, investnents,
debt, trust and agency funds, and abandon property program

During the audit period, Treasury had revenues of
approximately $39 mllion, which primarily consisted of the
Abandon Property Escheatnent and debt repaynent fromcertain
sel f-payi ng agencies. Treasury al so had expenditures of
approximately $182 mllion. The expenditures primarily consi st
of debt service paynents and neal s and roons taxes to each of
the cities and towns.

Expenditures in the Capital Projects Fund represent the
cost of issuing bonds and these were approximtely
400 -- $646,000. The financial statenments included in this
report present the financial activities of the State Treasury
and not the financial activities the Treasury perforns on behal f
of the State, such as the nmanagenent of the State's cash and
debt .

Qur Qoservations begin on Page 6. Cbservation No. 1
recommends Treasury work with the Departnment of Adm nistrative
Services and other State Agencies to bring the State into
conpliance with the Federal Treasury-State Agreenent which is
intended to inprove the transfer of Federal funds between the
Federal governnent and the states. The State's non-conpliance
with the terms of the agreenent has led to a nunber of
significant other findings over the | ast few years.

Starting in the mddle of Page 7 is Cbservation No. 2. This
(bservati on recommends that Treasury should take to review and
inprove its information technol ogy and rel ated control s.
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On Page 9, (Cbservation No. 3 recommends Treasury review the
ci rcunstances that allow for posting errors that occur and go
undetected and to strengthen its controls accordingly. Al so on
Page 9, Cbservation No. 4 recommends Treasury inplenment policies
and procedures for maintaining information on | oans that the
State guarantees or is contingently liable for.

On Page 10, Qoservation No. 5 reconmends Treasury update
its Capital Projects list supporting bond issues nore tinely to
allow for better allocation of bond proceeds and debt service to
those State Agencies responsible for repaying the debt.

On Page 11, (bservation No. 6 notes a financial institution
had not been tinmely provided with an updated |ist of account
signers. This Qobservation reconmmends Treasury inprove its
control for timely notifications to financial institutions.

Starting on Page 12, Cbservation Nos. 7 through 11 address
trust and agency account issues. GObservation No. 7 recomrends
i nprovi ng segregation of duties of a trust and agency funds.
oservation No. 8 reconmends inproving recordkeeping, and
observation No. 9 reconmends nmaintaining a list of authorized
initiators of trust and agency transactions.

On Page 15, (bservation No. 10 notes there are three
accounts mai ntai ned by Treasury that appear to require reviewto
determ ne the purpose and ownership. W are recomendi ng
Treasury work with | egal counsel to determ ne the purpose and
owner shi p of those accounts.

In Qobservation No. 11 on Page 16, we recomrend Treasury
establish policies and procedures for review ng trust and agency
information in the State's CAFR to ensure funds are properly
recorded.

On Page 17, OQbservation No. 12 is the first Conpliance
comrent. In this Cbservation we note Treasury had not prepared
their financial report required by statute. W are reconmendi ng
Treasury submit this report as required.
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And the | ast Observation is on Page 18. Observation No. 13
notes Treasury had not created and operated a Conservation
Nunber Plate Trust Fund in the Land and Community Heritage
I nvest ment Program Administrative Fund. W are recomendi ng
Treasury conply with the provisions of the statute or seek
statutory anmendnent if accounts will not serve the State as
initially intended.

The financial section of the report begins on Page 19 with
t he I ndependent Auditor's Report, followed by the financial
statenents, and notes to the financial statenents. And on the
| ast page of the audit report immediately behind the tab, we are
including a sunmary of the current status of the 2005 Audit
Qobservations. In this sunmary we note 14 Qbservations that were
fully or substantially resolved and seven that remain partially
or conpl etely unresol ved.

And with that, | conclude nmy presentation, and we woul d
i ke to thank Madam Treasurer and her staff for their
cooperation throughout the audit. And I'Il be glad to answer

any questions the Conmittee nay have.

CHAI RWOVAN WALLNER: Thank you. Treasurer Provencher.

M5. PROVENCHER: Thank you. Good norni ng, Madam Chair, and
Menbers of the Fiscal Commttee. For the record, ny nane is
Cat heri ne Provencher. |'myour State Treasurer. And with ne is
Bill Dwyer, the Deputy State Treasurer. |'d like to point out
that Bill has been nom nated by the Governor to serve as our
State's Comm ssioner of Treasury, and |'m hopeful that on
Wednesday he will be confirned to serve in that function until
such tinme as there's an election by the Legislature.

I would like to thank Monica Mezzapel | e and her co-worker
Owen Haberle for the professional service that the Treasury
received during the course of the audit. They canp out at the
Treasury for a while, and | appreciate their patience. W do
have a thin staff at the Treasury, and we do our best to nake
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sure that the auditors get what they need so | appreciate their
pati ence.

The Treasury takes the audit very seriously. The last tine
we were audited was 2005. So it had been an eight-year period

since the last time we were audited. | -- if you'll indulge nme
for just a nonent though. | don't think all the Observations
shoul d be read by the reader equally. | think some have nore

i nport than others.

(observation No. 6 related to the signatory on the accounts,
I think is the nost serious Observation in the report, and we
absol utely take that seriously and have instituted procedures,
especially considering what's going to happen next week, to
ensure that all of the State's accounts are appropriately
signed, if you will. And we'll followup with all of our banking
and investnment institutions to ensure that what they have on
their side for records is what the actual signer should be.

And | also would like to just for a noment say that it's
managenent's job on ny side —it's funny, |I've sat on both sides

of this table and --

REP. WEYLER How s it feel?

M5. PROVENCHER: And for nost of ny career | was on that
side of the table. You know, it's managenent's job to bal ance
ri sks and expectations, right, within the -- the resources that
we have to work within. And so while we take the Cbservations
very seriously, part of the managenment's responsibility is to
prioritize those risks and expectations and the auditor's job is
to throw everything in the report, regardl ess of expectations or
resources available to mtigate those risks. So we take the
audit report away and say, okay, we have the risks identified
here. W& have -- we at the Treasury -- actually, Bill's the
front man on it -- we do an internal risk assessnent, broad risk
assessment at the Treasury, and we periodically update that. So
we have all these risks and we need to bal ance where we put our
resources. So that's why you'll see from 2005 there will be
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findings that remain unresol ved. Managenent m ght have put those
on the list and said, you know what, this risk is nore inportant
right now than this risk that was identified by the auditors in

2005.

Unfortunately, the other thing with the unresol ved findi ngs
i s what happens over an eight-year period, you resolve sone of
the findings and then you have staff vacancies, et cetera, and
then the weakness recurs. So with that setting | just -- we do
appreciate the audit. We do take it very seriously, and it
becones part of our risk analysis profile in totality at the
State Treasury. And |I'm happy to answer any questions that you
have.

CHAl RWOVAN WALLNER: Thank you. | think that was very
hel pful. I just want to say thank you for the fine job you' ve
done as State Treasurer. | know we are going to mss you. And
wel come, M. Dwyer. | think we |look forward to working with you
So | just would like to give you a round of appl ause.

(Appl ause.)

CHAl RWOVAN WALLNER: And back to questions and comrents.

REP. WEYLER Just a couple comrents.

CHAI RWOVAN WALLNER: Representative Wyl er.

REP. WEYLER: Thank you very much, M ss Mezzapelle. It's an

interesting audit. | have noted through the years and Cathy
woul d, you know -- excuse me, Treasurer Provencher would note
the same trend. | used to read all these audits. They used to

all start off with this Departnent does not obey its own rules
of the laws of the State of New Hanpshire. W've nmade progress.
And then the nost typical reply to every audit, especially the
one | remenber fromthe court systemwas, every criticismwas
met with we don't have enough staff and enough noney. And we are
finally seeing less of that. So we have got the word out that
that's sonmewhat unacceptable. | nean, we all have to deal wth
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what we have, and the tinme to talk about nore staff and nore
noney i s when we do the budget and tell us why and that's the
time. Oherwise, I"'mdelighted to see that we have had a change
fromnot seeing that so consistently. And, obviously, you know,
that that one's getting a little trite.

I will congratul ate you again on noving forward, but | know
we will probably see you again, especially in Division Il so |I'm
del i ght ed about that and wel cone M. Dwyer.

WLLI AM DAWER, Deputy Treasurer, New Hanpshire Treasury
Departnent: Thank you.

REP. WEYLER: You have sone big shoes to fill.

MR. DWER: Yes, | do.

REP. WEYLER: Even though you' ve got big shoes any way.
Thank you bot h.

CHAl RWOVAN WALLNER: Yes, Senator Morse.

SEN. PRESI DENT MORSE: Congr at ul ati ons.

M5. PROVENCHER: Thank you.

SEN. PRESI DENT MORSE: W are going to mss you here, but
I"'msure we will see you. | have a question on an audit before
yours that | respect your opinion. W are often going to you
about bonding, and I amwondering if you have any concerns one
way or the other about Turnpi ke not having their own CAFR?

M5. PROVENCHER: The quick answer is no. And | -- this gets
back to managi ng ri sks and expectations, right? The -- there is
no conpliance requirement for the Turnpi ke Systemto have a
separately issued Conprehensive Annual Financial Report. There
are many other nechani sns that the Turnpi ke System uses to get
its financial position out to the marketplace. Annually —
actually, we just did it last nonth —annually we are required
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to update, it's called an Annual Report, and we post it to the
mar ket pl ace t hrough the Minicipal Securities Regul atory Board
updating the Turnpi ke Systenmis official statenent every year.

Turnpi ke has al so, while they' re not audited, but Turnpike
has noved toward issuing nmonthly financial statements. So it
becones -- it does beconme a priority. Does the effort expended
to present a separate Turnpi ke Conprehensi ve Annual Fi nanci al
statenent outwei gh the benefit of nonthly financial -- nore
timely nonthly financial statements for the Turnpi ke System et
cetera? | think it's -- and | know statewide, | think, are the
guestions that need to be asked and thoughtfully deliberated on
all of the separate financial statenents.

If -- if, however, there are stakeholders that are being
better inforned by a conpl ete separate Conprehensive Annua
Fi nanci al Report on the part of Turnpike, well, then, maybe
that's where the resources are better expended as opposed to
nmonthly financial statements or the -- well, the Annual Report
posted with the market is required. They can't not do that. But,
again, all of these financial statements have to be put together
for the Statew de Conprehensive Annual Financial Statenents, the
statewide CAFR But that's just ny opinion, right? You may have
a different opinion on the useful ness of a separate Turnpike
CAFR or a separate Liquor CAFR

SEN. PRESI DENT MORSE: Thank you

CHAl RWOVAN WALLNER: Thank you. Further questions? Conment?
Representative Wyl er.

*x REP. WEYLER:. Move we accept the report, place it on file,
and rel ease in the usual manner

REP. EATON: Second.

CHAl RWOVAN WALLNER: Representative Wyl er noved and
Represent ati ve Eaton seconds that we place the audit on file.
Al in favor? Any opposed? The notion passes.
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***  {MOTI ON ADOPTED}
** REP. EATON: Mve to adjourn.

(14) Date of Next Meeting and Adj our nnent

SEN. SANBORN: Next neeti ng.

CHAl RMOVAN WALLNER:  Next neeti ng.

REP. EATON: Oh.

CHAIl R\OVAN WALLNER: Ckay. April 25'" | think, is four
Fridays fromnow and May 2" is two -- is five Fridays from now
Do either of those dates work? Yes, M. Pattison.

MR. PATTISON:  April 25" will be five.

48

CHAl R\OVAN WALLNER: Ch, five. So May 2™ will be six weeks.

So do you have a preference or do you have a different date?

SEN. PRESI DENT MORSE: The May week is the school vacation
week but I'mnot sure that matters.

SEN. ODELL: April 25"

CHAl R\OVMAN WALLNER: Ckay. Go with April 25'".  That work
for everybody? Okay, put it in your calendar. 10 o' cl ock,
April 25'". And Representative Eaton noved that we adjourn.
Meeting is adjourned.

(Adj ourned at 11:36 a.m)
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CERTIFICATION

I, Cecelia A. Trask, a Licensed Court Reporter-Shosthand, do
hereby certify that the {oregoing transcript is a true and accurate
transcript from my shorthand notes taken on said date to the best of
my ability, skill, knowledge and judgment. g,
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