JO NT FI SCAL COW TTEE

Legi slative O fice Building, Roons 210-211
Concord, NH

Friday, May 15, 2015

VEMBERS PRESENT:

Rep. Neal Kurk, Chair

Rep. Lynne Qoer

Rep. Dani el Eaton

Rep. Karen Unberger (Alt.)
Rep. Cindy Rosenwald (Alt.)
Sen. Jeanie Forrester

Sen. Jerry Little

Sen. Andy Sanborn

Sen. Lou D All esandro

Sen. David Boutin (At.)

(Meeting convened at 10:05 a.m)

(1) Acceptance of Mnutes of the April 3, 2015 neeting.

CHAI RMVAN KURK: Good norni ng, everyone. The May 2015
nmeeting of the Fiscal Conmttee will cone to order.
First itemon our agenda is the acceptance of the
m nutes of the April 3'9 2015, meeting. |Is there a
not i on?

** REP. EATON: So nove.

CHAI RVAN KURK: Moved by Representative Eaton

REP. OBER: Second.

CHAI RMAN KURK: Seconded by Representative Qber.
Di scussion? There being none, you ready for the
guestion? All those in favor, please indicate by saying
aye? Opposed? The ayes have it and the mnutes are
accept ed.




*** [ MOTI ON ADOPTED}

SEN. BOUTIN. M. Chairman, I'd like to be noted as
abstaining 'cause | wasn't here.

REP. UMBERGER Yes, | --

CHAI RMAN KURK: Record will note that both
Represent ati ve Urberger and Senator Boutin abstai ned as
they were not here for that neeting. The record wll
al so note that Representative Urberger is sitting in for
Representati ve Weyl er, and Representati ve Rosenwald is
sitting in for Representative Wallner, and Senator
Boutin is sitting in for Senator Morse.

(2) dd Business:

CHAI RMVAN KURK:  Now proceed -- there being no dd
Busi ness, we proceed to item nunber (3).

CONSENT CALENDAR

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

CHAI RMAN KURK: A Consent Cal endar for transfers
aut hori zed under RSA 9:16-a. |s there a notion?

*x REP. EATON. Move approval for (3) and (4).
REP. OBER Second.

CHAI RMAN KURK: Representative Eaton noves,
Representati ve Ober seconds the adoption of the Consent
Cal endar under item nunber (3), including both Fiscal
15-070 and 15-071. Di scussion? There being none, you
ready for the question? Al those in favor please
i ndi cate by sayi ng aye? Opposed? The ayes have it and
the notion is adopted.

*** [ MOTI ON ADOPTED}
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(4) RSA 14:30-a, VI Fiscal Conmmttee Approval Required for

Accept ance and Expenditure of Funds Over $100, 000 from

Any Non- St ate Source:

CHAI RVAN KURK: Agenda item nunber (4), Consent
Cal endar under RSA 14:30-a, VI, Approval Required for
Accept ance and Expendi ture of Funds Over $100, 000 From
Any Non-State Source. There are two itens.

** REP. EATON: Move approval .

REP. KURK: Moved by Representative Eaton, seconded
by Representative Ober that the Consent Cal endar under
nunber (4), including both itens, be approved.

Di scussion? There being none -- there being none, you
ready for the question? Al those in favor, please

i ndi cate by saying aye? Qpposed? The ayes have it and
the notion i s adopt ed.

*** { MOTI ON ADOPTED}

(5 RSA 14:30-a, VI Fiscal Commttee Approval Required
For Acceptance and Expenditure of Funds Over
$100, 000 from any Non-State Source and Chapter
144: 56, Laws of 2013, Departnent of Corrections;
Transfers:

CHAI RMAN KURK: Item (5) on the agenda, Fisca
15-074, a request fromthe Departnent of Corrections to
transfer -- to budget and expend $373,350 in prior year
bal ance forward Federal funds through the end of this
Fi scal Year and to transfer $26,650 in Federal funds
t hrough June 30'", 2015.

** REP. EATON. Move approval .

REP. OBER: Second.
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CHAI RMVAN KURK: Representative Eaton noves approval.
Represent ati ve OQber seconds. Discussion? There being
none, you ready for the question? Al those in favor,
pl ease indicate by saying aye? pposed? The ayes have
it and the itemis approved.

*** {MOTI ON ADOPTED}

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

CHAI RVAN KURK: |tem nunber (6) on the agenda,
dealing with fees for the Parks System Fiscal 15-085, a
request from DRED for approval of rate increases or rate
changes to the sumer '15 and wi nter 15-16 products at
Cannon Mountain Aerial Trammay and Ski Area in Franconia
Notch State Park.

** REP. EATON. Move approval .

CHAI RVAN KURK: Representative Eaton noves approval.

REP. OBER: Second.

CHAI RMAN KURK: Representative Cber seconds the
notion. Discussion? There being none, you ready for
the question? Al those in favor please indicate by
sayi ng aye? Opposed? The ayes have it and the notion
i s adopt ed.

*** [ MOTI ON ADOPTED}

(7) Chapter 3:7, Il, Laws of 2014, Departnent of Health
And Human Servi ces; Contracting; Transfer Anbng
Accounts and RSA 14:30-a, VI Fiscal Conmittee Approva

Required for Acceptance and Expendi ture of Funds Over
$100, 000 from any Non-State Source:

CHAI RVAN KURK: |tem nunber (7) on the agenda,
Fi scal 15-075, a request fromthe Departnment of Health

and Human Servi ces, authorization to transfer
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$4.8 mllion in General Funds and increase rel ated
Federal revenues in the anbunt of $5.4 mllion and
decrease other related revenues in the anount of $96, 811
t hrough June 30'", 2015.

** REP. EATON: Move approval .

CHAI RVAN KURK: Representative Eaton noves approval,
seconded by Representative Qober. Discussion? There
bei ng none, you ready for question? Al those in favor,
pl ease i ndicate by saying aye? Opposed? The ayes have
it and the notion is adopted.

***x {MOTI ON ADOPTED}

CHAI RVAN KURK: Under item nunber (7) we turn to
Fi scal 15-086, another request fromthe Departnent of
Heal th and Human Services for authorization to transfer
65,660 in CGeneral Funds and increase rel ated Federal
revenues in the anmount of $86,465 and decrease ot her
related -- decrease related other revenues in the anount
of $928 through June of this year.

Represent ati ve Eaton noves approval, seconded by
Representative Qober. Discussion? There being none, you
ready for the question? Al those in favor, please
i ndi cate by saying aye? Qpposed? The ayes have it and
the notion is adopted.

**% L MOTI ON ADOPTED}
(8) Chapter 144:31, Laws of 2013, Departnent of

Adm ni strative Services; Transfer Anbng Accounts
and C asses:

CHAI RVAN KURK: W turn now to Item (8) on the
agenda, a request from-- Fiscal 15-087, a request from
t he Departnment of Adm nistrative Services for
aut hori zation to transfer $356, 756 i n and anobng
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accounting units through June 30'" of this year
Represent ati ve Eaton noves approval ?

REP. OBER: Second.

CHAI RMVAN KURK: Representative Ober seconds. Any
di scussi on? There being none, you ready for the
guestion? All those in favor, please indicate by saying
aye? Opposed? The ayes have it and the notion is
adopt ed.

*** [ MOTI ON ADOPTED}

(9) Chapter 144:56, Laws of 2013, Departnent of Corrections;
Transfers:

CHAI RVAN KURK: Isn't it nice when we do all our
homewor k? Things go so quickly? Turning nowto item
nunber (9) in the agenda.

REP. OBER: You probably jinxed that, you know.

CHAl RVAN KURK: | was ahead of the ganme. | took
advantage of it.

REP. OBER: You were. You were.

CHAI RVAN KURK: |tem nunber (9) on the agenda,
Fi scal 15-076 a request fromthe Departnent of
Corrections for authorization to transfer $5, 326,576
wi thin and anong accounts to reall ocate appropriations
to cover budget shortfalls through June 30'", 2015.
Represent ati ve Eaton noves approval

REP. OBER: Second.

CHAI RMAN KURK: Second by Representative Qber.
Di scussion? Second call. Discussion? There being
none, you ready for the question? Al those in favor,
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pl ease i ndicate by saying aye? Opposed? The ayes have
it and the notion -- and the itemis approved.

*** {MOTI ON ADOPTED}

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

CHAI RVAN KURK: W turn now to item nunber (10) on
t he agenda, request fromthe Departnent of
Transportation, Fiscal 15-088 for authorization to
transfer $521, 508 between various cl asses through
June 30'" of this year

Represent ati ve Eaton noves, Representative Ober
seconds that this item be approved. Di scussion? There
bei ng none, you ready for the question? All those in
favor, please indicate by saying aye? Qpposed? The
ayes have it and the itemis approved.

*** { MOTI ON ADOPTED}

(11) Chapter 144:117, Laws of 2013, Departnent of
I nf ormati on Technol ogy; Transfers Anong Accounts:

CHAI RVAN KURK: Agenda item nunber (11), a request
fromthe Departnent of Information Technol ogy, Fi scal
15-077, for authorization to transfer $59,921 in Qher
Funds through June 30'" of this year

*x REP. EATON. Mbove.

CHAI RVAN KURK:  Moved by Representative Eaton that
we approve the item seconded by Representative Ober.
Di scussi on?

REP. OBER: | have a question of the Conmm ssioner.

CHAI RMAN KURK: |s the Comm ssi oner here?
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REP. EATON: There he is.
REP. OBER: He i s.

CHAI RMAN KURK:  Thank you for being here, and good
nor ni ng.

DENI S GOULET, Commi ssi oner, Departnent of
I nformati on Technol ogy: Good norning. For the record,
Comm ssi oner Denis Goul et, Departnment of Information
Technol ogy.

CHAI RMAN KURK: Representative Qber.

REP. OBER: Thank you, M. Chairman. Conm ssi oner,
based on what you submitted, this looks like it will be
an ongoi ng i ssue because there are sonme places in-state
just as there are in private business that work | onger
than the normal business hours. Can we expect that you
will be starting a policy of providing sone regul ar
coverage as opposed to using overtime for sonme of these
people? | mean, liquor stores are open late, the State
Hospital is open late. We don't all work and go hone at
4:30. Can we do sonmething with that?

MR. GOULET: We're looking into all options for
that. Presently, as you know, based on this request, we
don't have another option in place. And, typically, for
these type of people, the type of skills that we're
| ooki ng for that would support this type of stuff, it is
difficult to get people to work on off-hours type
shifts. It's very conmon to have, you know, Help Desk
peopl e or mainframes support people work in strange
shifts. But the high-level system and work
admnistrators are difficult to recruit for the off
shifts. Not saying we couldn't do that. And,
potentially, for managed services or sonething |like
that. So we are | ooking into that.
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This is -- these expenses are planned in the 16-17
bi enni um so that we shouldn't be, you know, we shoul dn't
be in the place where we are asking for transfers. But
for the short-termanyway, we are in this position. In
the long-term we're |looking at options to mtigate
t hat .

REP. OBER: Thank you.

CHAI RMAN KURK: Further questions. Thank you,
Conmi ssi oner.

VMR. GOULET: Al right. Thank you.

CHAI RMVAN KURK: Further discussion? There being
none, you ready for the question? The notionis to
approve Fiscal 15-077. If you're in favor of that,
pl ease now i ndicate by saying aye? Opposed? The ayes
have it and the itemis approved.

*** { MOTI ON ADOPTED}

(12) Chapter 327:74, Laws of 2014, Adjutant General's
Departnment; Transfers Authori zed:

CHAl RVAN KURK:  Agenda item nunber (12), a request
fromthe Adjutant General Departnent, Fiscal 15-078 for
aut hori zation to transfer 34,000 in Federal and Ceneral
Funds, 50,000 in General Funds, and 45,000 in General
Funds through June 30'", 2015.

** REP. EATON: Move.

CHAI RVAN KURK: Mve - -

REP. OBER: Second.

CHAI RMAN KURK: -- that we approve it by
Represent ati ve Eaton, seconded by Representative Ober

Di scussion? There being none, are you ready for the
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guestion? All those in favor, please indicate by saying
aye? Opposed? The ayes have it and notion is adopt ed.
The itemis approved.

*** {MOTI ON ADOPTED}

(13) Chapter 144:97, Laws of 2013, Judicial Branch; Transfers:

CHAI RMVAN KURK: Turn now to item nunber (13) on the
agenda, a request fromthe Admnistrative Ofice of the
Courts, Fiscal 15-093 for authorization to transfer
$960, 924 bet ween expenditure classes through June 30"
2015.

** REP. EATON: Move.

CHAI RMAN KURK: Representative Eaton noves approval

REP. OBER: Second.

CHAI RMAN KURK: Second by Representative Cber.
Di scussion? There being none, you ready for the
guestion? All those in favor, please indicate by saying
aye? Opposed? Ayes have it and the itemis approved.

*** [ MOTI ON ADOPTED}

(14) M scell aneous:

CHAI RMAN KURK: Chair recognizes M. Pattison to
deal with a vacancy in the Ofice of the Legislative
Budget Assi stant.

JEFFRY PATTI SON, Legi sl ative Budget Assistant,
Ofice of Legislative Budget Assistant: Good norning.
The O fice has had another enpl oyee |eave in the Audit
Division so I"'mcomng in this norning to see if | can
get authorization to fill one staff auditor position.

CHAI RMVAN KURK: Representative --
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** REP. EATON. Move approval .

CHAI RMAN KURK: Representative Eaton noves --

REP. OBER: Second.

CHAI RMVAN KURK: -- that authorization be granted,
seconded by Representative Qoer. Discussion?
Represent ati ve Eaton

REP. EATON: Could you tell us what Conm ssioner
post got filled?

MR PATTISON: This individual has decided to | eave
the state.

CHAI RVAN KURK: Furt her discussion? There being
none, you ready for the question? Al those in favor,
pl ease i ndicate by saying aye? Opposed? The ayes have
it and the notion is approved.

*** [ MOTI ON ADOPTED}

CHAI RMAN KURK: Chair apol ogi zes to the Senate for
his | ooking to the right all the tine.

REP. EATON. It's a natural instinct for you.

SEN. BOUTIN: We've been known to be wong in the
past. Not often.

(15) Infornmational Materials:

CHAI RVAN KURK: We turn now to Informational itens.
The first one -- let's go through themin order because
there are sonme questions. The first one is, unless
soneone has an earlier question, Fiscal 15-079,
Adm ni strative Services Report regardi ng sel f-funded

heal th benefit prograns. | have a question and if
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there's sonebody from DAS who coul d answer that,
appreciate it. M. Bouchard, good norning.

JOSEPH BOUCHARD, Assi stant Comm ssi oner, Departnent

of Adm nistrative Services: Good norning.

CATHERI NE A. KEANE, Manager, Bureau of Risk &
Benefit Managenent, Departnent of Admi nistrative
Servi ces: Good norning.

CHAI RVAN KURK: Ms. Keane, good nor ni ng.

MR. BOUCHARD: For the record, Joe Bouchard from
Adm ni strative Services with Cathy Keane, our Ri sk
Managenent Director.

CHAI RMAN KURK: Thank you for being here. The
guestion is this. The Governor under her proposal to
deal with prospective deficit for 2015 was going to
reduce the percentage of reserves. And, as | recall, she
was going to reduce it to 3%

MR. BOUCHARD: That's correct.

CHAI RVAN KURK: As | read this item it suggests
that we're now down below that. W are at 2. 1% or
sonmething like that. That's the expectation for the end
of the Fiscal Year. Could you discuss what's happening
on the reserve requirenent?

MR. BOUCHARD: W can. If you go to Page 2, | think
that's the best reference we can give you of the item
Cathy, would you like to explain IBNR and statutory
reserves?

M5. KEANE: Sure. The Incurred But Not Reported
and statutory reserves are anounts that are required by
statute that are to address if there's an excess demand
on the fund. Incurred But Not Reported is in the nature

of if I stop the plan tonorrow how nmuch noney do | need
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to pay ny bills. And statutory reserve is today required
by law. It's a mnimumof 5% and it's to handle if your
expenses are in excess than what you projected.

So what -- what is happening on Page 2? If you
| ook at the first line, we have a cash fund bal ance of
$41 mllion and it subtracts fromthat because we are
trying to -- to |l ook at how nuch noney do we really have
available. So it subtracts fromthat the Incurred But
Not Reported and the statutory reserve, which together
total 28 mlIlion. So when you go back to the first page
where you said that our |ast sentence created confusion,
and I'msorry for that, about whether this relates to
this 5% it's unrelated. This -- what the | ast sentence
is saying is that on an accrual basis, we have a
bal ance. W have a surplus of 5.2 mllion. And if |
| ooked at the nunber 5.2 mllion, what that anount
represents is 2.1% of our estimted annual expenditures.
By providing that figure of 2.1% what we were intending
to convey to you was that it's a very small percentage
of what our annual estimated expenditures are. Does
t hat --

MR. BOUCHARD: So | think the point of reference in
the bill, House Bill 2 that's in play right now,
Representative, to answer your question, is on Page 2.
The | owering of our statutory reserve from5 to 3%is in
the $29 million. So it's in that total. It's not rel ated
to the 5.2.

CHAI RMAN KURK: Thank you. That clarifies things
i mmensely. So does the 28 mllion assune that the
excess 2% or whatever it is is taken out or not? In
ot her words --

MR. BOUCHARD: At this point intine it does not. W
are holding at 5% right now.

CHAI RMVAN KURK: Are you at all concerned that you

ran a loss this year, $12 million if I'mreading this
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correctly on the first page? Revenue |ess expenditures.
You col lected 183 mllion and you spent 196 mlli on,
whi ch presumably affected the reserves in sone way.

MR. BOUCHARD: The timng of the revenue, | think,
is not a concern to us, but it does skew this report. W
pul | our revenue in based on payrolls and each nonth has
a different fluctuation on the revenue versus
expenditures. So we're not concerned at this juncture.
We typically build toward our reserve with our rate
changes from January forward. So it's a timng issue
nore than anything, | think, Representative.

CHAI RMAN KURK: Thank you. Are there further
guestions on this iten? Senator Little.

SEN. LITTLE: Thank you, M. Chairman. O the
28.9 million in the IBNR and the statutory reserve, how
much of that is the IBNR for covering the tail and how
much is that for the statutory reserve? Can you split
t hat nunber for us?

M5. KEANE: Yes, | can. If you turn to the back page
of your item your spreadsheet, under the first bl ock,
you have -- you can see less IBNR The IBNR is
13.3 mllion. And then the statutory reserve is -- it
totals about 15.6. It's broken out into three buckets
for you, because that's how we account for the funds;
but it's 8.4 mllion for Active Enployees, Troopers 3.4
and Retirees 3.6.

SEN. LITTLE: So total -- pardon ne, further
guestion?

CHAI RMAN KURK: Furt her questi on.

SEN. LITTLE: So a little less than half of it for
the statutory reserve.

MR BOUCHARD: Alittle bit nore.
JOINT FISCAL COMMITTEE
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MS5. KEANE: A little bit nore because it's 15.6
versus 13. 3.

MR. BOUCHARD: So it would be the three -- the three
negative numbers, Senator, 8.4, 3.4 and 3.6. This
subtotal conmes down fromthe 41 mllion. That's why it's
not totaling properly for you.

SEN. LITTLE: 12.5 is your |IBNR

MR. BOUCHARD: That's correct.

SEN. LITTLE: Statutory reserve.

MR. BOUCHARD: 13.4 roughly is the IBNR And then
t he bal ance of 8.4, 3.4 and 3.6 together get us to the
28, | believe.

SEN. LITTLE: So the IBNR is 13. 3.

MB. KEANE: Correct.

MR. BOUCHARD: Yes, sir.

SEN. LITTLE: The statutory reserve is 12.5.

VR. BOUCHARD: No.

M5. KEANE: No, it totals approximtely 15.6.
It's -- so it -- it appears as a subtraction here; but
if -- if I had to tell you what's ny statutory reserve,
froman accounting perspective it's 8.466 mllion for
Actives -- Active Enpl oyees, pardon nme; 3.4 mllion for
Troopers, and 3.6 mllion for Retirees.

SEN. LITTLE: Thank you.

MB. KEANE: You're wel cone.

JOINT FISCAL COMMITTEE
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CHAI RMAN KURK: So what percent are the reserves at
this point? 15.6 mllion.

MS. KEANE: Yes.

CHAI RVAN KURK: And that's a percentage of the
190 --

M5. KEANE: So right now, I'm going to speak about
Actives and Retirees. They are at 5% of our estimated
annual expenditure. The Troopers is at a higher
percentage and Sarah Trask, if | could call her up.
They're at a higher percentage. And the reason they are
is because they're a much smaller group. W have 300
Troopers and approximately 900 individuals with their
fam ly nenbers on the Trooper plan -- on the Trooper
plan. So that we, being fiscally prudent, reserved at a
hi gher level for Troopers because with such a snal

group, one catastrophic illness or accident can, you
know, alter your finances. So we reserved at a higher
| evel for Troopers. And -- and, quite frankly, even when
you change -- if you decide to change under House Bil

2, the statutory reserves from5%to 3% the recomended
| anguage is a mninmumof 3% And we woul d probably
continue to reserve the Troopers at a higher |evel
because of the sanme dynam c.

CHAI RMAN KURK: Thank you. Further discussion or
guestions? Senator Little.

SEN. LITTLE: |I'msorry. The discussion that |ed us
into this is the proposal to, at |east, |ower the
reserve requirement from5%to 3% Just educated ne that
there are different groups within that and good
rationale, | believe, for having a higher reserve for
t he Trooper base. However, all of the subgroups aside,
where are we right now today statutory reserve, take out
the I BNR, what percentage total are we at in the context
of lowering the total for the programfrom5%to 3% as a
statutory reserve?

JOINT FISCAL COMMITTEE
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M5. KEANE: Pardon. One second. I'mtrying to
understand the best way to answer your question. That's
why ' m struggling.

MR. BOUCHARD: Vel |l --

M5. KEANE: | think | need to start again, Senator,
by explaining that the law today it says that we reserve
at a mninmmof 5% GCkay. So at -- for our actives and
for our retirees we have reserved at 5% the m ni num
required by the | aw today.

SEN. LITTLE: 1'm 1l ooking at the nunbers you're
gi ving us today.

M5. KEANE: Yes.

SEN. LITTLE: Where is it regarding that statutory
reserve at 5%

SARAH TRASK, Administrator, Bureau of Ri sk and
Benefit Managenent, Departnent of Admi nistrative
Services: So it would be a little bit higher than 5%
because we have Troopers reserved at a 100% So a little
bit -- | don't have a cal cul ator.

CHAI RMVAN KURK: Maybe | can clarify this.

M5. KEANE: Sure.

CHAI RMAN KURK: |I'm | ooking at the line that says
Actives and 8.466 mllion.

M5. TRASK: That's 5%

CHAI RMAN KURK: That represents 5%

M5. KEANE: Correct.

JOINT FISCAL COMMITTEE
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M5. TRASK: Yes.

CHAI RMAN KURK: So if that were to be lowered to 3%
then we would free up roughly $3.3 mllion

MR. BOUCHARD: That's accurate.

MB. TRASK: Yes, that's correct.

CHAI RMAN KURK: The sane thing for Retirees, but
Troopers will be different because as Ms. Keane has
expl ai ned, you feel confortable -- unconfortable with
keeping that to the m ninumfor the reasons stated and
woul d have that as a higher nunber, even under the
reduction plan.

MS. KEANE: Correct.

SEN. LITTLE: Very good. One nore question, M.
Chai rman. Thank you. So what is the intended effect that
you are reaching for by lowering -- by proposal to | ower
the reserve from5 to 37

M5. KEANE: | think the intended effect is to free
up funds, including General Funds, based on our -- the
hi story of our program and what we have | earned over the
| ast 12 years operating a self-funded health benefit
plan. And it has literally been a year in, year out,
| earni ng experience. And so we've gotten to a |l eve
where we feel that it's -- we're confortable with
reducing a mnimumof 5%to a mnimum of 3%

SEN. LITTLE: Thank you. Thank you, M. Chair.

CHAI RVAN KURK: Furt her discussion? Thank you.

M5. KEANE: Thank you.

CHAI RVAN KURK: Appreciate the input. The next item

on which | know there's a question is 15-080, the New
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Hanpshire Lottery Conm ssion. Good norning, M.
Ml ntyre.

CHARLES MCI NTYRE, Executive Director, New Hanpshire
Lottery Comm ssion: Good norning, M. Chairman, Menbers
of the Committee.

CHAI RVAN KURK: This information itemdeals with the
sal es incentives to your people and the question turning
to the second page is this. Excluding new hires,
everybody not only got a bonus but got a doubl e bonus.

MR. MCI NTYRE: Correct.

CHAI RVAN KURK: So the question is are our
goals -- do the goals need readjusting so that instead
of a 3% for a bonus and a 4.8% for doubl e bonus that
shoul d be raised to sone higher |evel?

MR. MCI NTYRE: Thank you for the question, M.
Chairman. As far as this certain irony in over-
perform ng and being called out, questioned for it, the
bonus is set on what our growh needs to be for the year
to reach plan. And this bonus program covers the instant
ticket side of the portfolio, which is around 60% of our
net profitability. Since this program has been in place
we increased scratch ticket sales by approximtely -- by
the close of this Fiscal Year which is not over, about
$50 million gross. And our profitability has gone up by
about 5 mllion net, which has been al so dragged down
by -- I"'mgetting to the question, | prom se. W had an
excellent quarter. Gas prices went down by a dollar a
gal l on. W& had exceptional product mx in the field
driven by an exceptional product devel opnent manager in
the field and all the changes in the retail environnment
have worked. So that's why this quarter happened. It's
the first tine it's ever happened.

Thi s bonus | evel represents the -- alnost the

entire bonus paynents for |ast year inclusive and nobody
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this quarter is in bonus yet that |I'maware of in terns
of level. So it was just perhaps an anonmaly it happened
one like that.

CHAI RMAN KURK: Coul d you provide for us in a
spreadsheet the history of these changes in the bonus
paynment s?

MR. MCINTYRE: Certainly.

CHAI RMVAN KURK: Whi ch woul d backup your statenent.

MR. MCINTYRE: Certainly. I'll happily do — it says
in the beginning of the Fiscal Year by our Conmi ssion.
It's based on what we perceive to be the growh factor
and the profitability needs of the State in terns of the
pl an for Education Trust Fund.

CHAI RMAN KURK: So t he 3% changes?

MR. MCI NTYRE: Correct. The Conm ssion, again, wll
reset. We'll nmeet in June. W will determ ne this and
we'll reset the changes, M. Chairman.

CHAI RMAN KURK: Thank you. That was very hel pful.
Any ot her questions?

REP. OBER: No.

CHAI RVAN KURK: Thank you, sir.

MR. MCI NTYRE: Thank you, M. Chairman. Thank you,
Menbers of the Conmittee.

SEN. D ALLESANDRO Doi ng a good job. Commendable. A
good j ob.

CHAI RMAN KURK: Yes. The question is whether or not
t hese nunbers suggested that their standards were too
| ow.
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REP. OBER: They're doing such a good job you want
themto do nore, yes?

CHAI RVAN KURK: O their performance was too high
and that bonus needed to be adjusted one way or the
other. Are there any other questions on any of the other
information material s?

Senat or Sanborn, | understand and, Representative
Rosenwal d, | understand that you had questions on the
Departnment of Health and Human Services --

SEN. SANBCRN: Dashboard.

CHAI RVAN KURK: -- Dashboard.

SEN. SANBORN: Yes, sir.

CHAI RMAN KURK:  Conmi ssi oner Tounpas. Besides the
Dashboard, are there any other questions on any other
information itenms? GCkay. Good norning, Conm ssioner.

NI CHOLAS TOQUMPAS, Conm ssioner, Departnent of
Heal th and Human Servi ces: Good norning, M. Chair,
Menbers of the Committee. For the record, N ck Tounpas,
Commi ssi oner of Health and Human Servi ces.

CHAI RMAN KURK: Senat or Sanbor n.

SEN. SANBORN: Thank you, M. Chair. Two |ines of
guestioning, if I could? Conm ssioner, great seeing
you. You | ook great today.

MR. TOUMPAS: Thank you

SEN. SANBORN: So ny two |ine of questions are going
to be around the first one is the $7 nmillion change in
-- | think it was the DD.

MR. TOQUMPAS: Yes.
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SEN. SANBORN: | apol ogize, sir. | need to go back
to it.

MR. TOUMPAS: Line 40.

SEN. SANBORN: Line 40, service utilization and
after that | conme back on unconpensated care issue. So |
see a pretty big savings fromone nonth to the next, a
big junp. Trying to understand better what are you
projecting out for the rest of the year because,
obviously, that's going to have an inpact on the
potenti al budget di scussions.

MR. TOUMPAS: So we, in ternms of preparation for the
end of the year, and so forth, and | ooking at our | apse
estimates, we polled the Area Agencies through our
Bureau and they canme back and reported that as of the
end of March that they were projecting that they would
have a surplus, if you will, not spending close to
$7 million. W continue to work with them There are a
nunber of different factors that would contribute to
that. Sonebody nmay have a budget that is set up. They
may use fewer dollars. For each one of the individuals
that are being served, an individual budget for that
i ndi vidual gets set. Then the Area Agency either
delivers those services directly or contracts those
services out. So if sonebody is having services that are
bei ng provi ded by sonebody and that person |eaves, for
exanpl e, then sone of those services may not be
provided. So there are a range of different factors.

We are working with the Area Agencies in order to,
frankly, tighten up the reporting to us on a nonth in
and nonth out basis so that we can track this better.
Concern, obviously, is that, A if this is show ng that

some people may not be served, that's -- that's

one -- that's one consideration and one issue. The
other, if we budgeted this noney and we're not spendi ng
it, that neans over the course of the -- of the year
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that we made reductions and nmade deci sions in other
areas, and we were going to have a surplus here.

So | suspect and believe that this nunber will grow
bet ween now and the end of the Fiscal Year. | can't tell
you what that nunber is going to be, but | do believe
t hat surplus nunber will grow

SEN. SANBORN: Fol | ow up.

CHAI RVAN KURK: Fol | ow up.

SEN. SANBORN: Thank you, M. Chairnman.
Comm ssi oner, thank you. Wien it junped fromone to
seven to the $6 million accunul ated savings, is that a
recognition over the past year or is that 'cause this is
the first time you' ve done it and you found and you
think that the potential savings could be equally as big
in the next couple nonths?

MR. TOUMPAS: W have been nonitoring, |ooking at it
as $1 million. But last year towards the end of
the -- toward the end of the Fiscal Year, the -- we
ended up | apsing about $6 million out of that -- out of
those particular lines. So we, in ternms of working with
cl eaning up, looking at our |apse, and so forth, and the
recognition of the inportance of that and so forth, so
we went back and we asked everybody to kind of scrub up
t hose nunbers and give us the |atest estimtes. And,
again, as of the end of March this was the nunber that
they gave us. W are going to continue working and dril
down further on that. So it was at our request that we

went back and we said are you still tracking for to
spend the anmobunt of noney that was appropriated or is
that going to be -- are we going to | apse additional

dollars and that's when they came back and told us this.

SEN. SANBORN: Thank you. Sir, further question?

CHAI RMAN KURK: Furt her questi on.
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SEN. SANBORN: Any nenbers have questions on this
line itenP

CHAI RMAN KURK: | think Representative Rosenwal d has
a question.

REP. ROSENWALD: | do. M. Chairman, | have a
coupl e of questions on the sanme DD |ines as Senator
Sanbor n.

Wien | ook at the caseloads in the Fiscal Year to
date versus |ast Fiscal Year sanme period, we have 349
addi ti onal people, which | think is probably what you
were expecting to add, at the average cost per case that
you' ve given us in the past of about $45,000 a year
total funds.

MR. TOUWMPAS: Hm hum

REP. ROSENWALD: That should nmean an extra cost of 7
mllion -- in fact, nore than that in General Funds, not
a $7 mllion savings. So there's this 14 or $15 mllion
General Fund swing that | don't understand since the
casel oad's bigger. So that's one part of my question.
The second part is --

MR. TOUMPAS: If | may, we are -- we're actively
havi ng the discussions right now with the Area Agencies

to understand that as well. Because, again, each one of
the individuals where there is -- where there is noney
in the budget, 'cause | think you -- just to reinforce

for each one of the individuals that is being served, an
i ndi vi dual budget is put together requested by the Area
Agency, approved by the Departnment, and then given the
authority to the Area Agency to basically follow through
on that. There's any nunber of different factors;
sonebody | eavi ng, sonebody going into -- going into a
hospital for some other type of service where they're

not receiving those services. There may have been a
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change in the circunstance that required even nore or

| ess spending in that particular area. So these are the
things that we are -- we are goi ng back to probe because
you're correct. You're |looking at -- you |l ook at the
nunbers. W were going to see an increase, we would have
expected to see the dollars to be consistent with that
and they weren't.

REP. ROSENWALD: Further question.

CHAI RMVAN KURK: Furt her questi on.

REP. ROSENWALD: Thank you. Hum-- it's ny
understanding fromthe Area Agency conmmunity that maybe
part of this lapse is individuals turning 21 and
beconming eligible not on July 1%, but throughout the
Fi scal Year. But our understanding in doing the budget
is that the Departnent in its request knew when
i ndi viduals were going to becone eligible and actual ly
didn't annualize the budget. So |I'mconfused as to
whet her part of the savings is because you | ooked at an
annual i zed cost for every person who becane eligible
and, in fact, you're finding that they' re not becom ng
eligible all on the first day of the Fiscal Year. That
doesn't square up with what we were told when we were
putting together the current budget.

And then ny final questionis, if there's all this
extra noney, why do we still have al nost 100 people on a
waiting list? W should have enough noney to provide
services to these people who are actually 90 days
post-eligible, at |east.

MR. TOUMPAS:. Representative Rosenwal d, we are
aski ng ourselves the sanme questions. And we are, as |
i ndicated, we are working with the Area Agencies to
under st and because all the variables that you' ve raised
we' ve rai sed the sane -- sane variables and are
having -- having those type of discussions. Cearly, as

I"mgoing to be working wwth the Senate, we are going to
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need to do -- we are going to need to true up the
nunbers to make sure that we understand so that if we
are |l ooking at a CGeneral Fund surplus this year, how
does -- how are we going to account for that as we nove
forward into the -- into '16 and ' 17.

So all the questions that you're asking | don't
have the answers to those questions at this point in
time. We're asking those questions. W' re working

with -- our teans are working wwth the Area Agencies in
order to get the responses to that. And we will, again,
as part of our discussions with the Senate and I'I| be

happy to provide sonme sort of an update to the Fisca
Conmittee on that as well.

REP. ROSENWALD: Thank you.

REP. KURK: Let nme followup on Representative

Rosenwal d's question. | understand your answer to the
first two of her questions, but | don't understand your
answer with respect to the waiting list. | always

t hought people who were on a waiting list were getting
sone range of services.

MR. TOUMPAS: They are.

CHAI RVAN KURK: And the reason why they were getting
a range of services and not the full |evel of services
was there was inadequate funding. If there is extra
nmoney fromthose who are getting their necessary
servi ces, why would you not go back with that noney,
reopen the plans for those who are not getting the full
conmpl ement of services because they were on the waiting
list and provide the appropriate full conplenent of
services for those people and only after that had been
done coul d you cone back and say, in fact, there is a
surpl us?

MR. TOUMPAS: That is the responsibility of the Area
Agency to do that. So those are the type of questions
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that we're -- we're asking because the nunbers as -- the
nunbers as they're presented and the nunbers -- the

rel ationships that you should see in terns of the nunber
of people on the waiting list, the amunt of dollars
that are avail abl e, we should not be |ooking at

this -- at this type of a situation; yet, we are, and
that's why we are goi ng back and aski ng the questions.

CHAI RVAN KURK: Are you telling us that the Area
Agency if they find they have extra funds in certain
parts of the budget can go back and reopen a person
who's getting waiting |list services and provide nore
servi ces?

MR. TOUMPAS: Wth approval fromthe Departnent.

CHAI RVAN KURK: But they have to initiate that.

MR. TOUMPAS: They have to initiate it.

CHAI RMAN KURK:  The Departnent does not.

MR. TOUMPAS: The Departnent does not. The Area
Agenci es are the ones that have the responsibility for
assessing the needs of the individual. They conme back
with a budget for that in terns of the range of services
that are going to be provided. There are different
options that the famly may use. So you may say we want
to use -- here's the budget you're going to have. The
famly may say | want to go a different route in terns
of how I"mgoing to be able to acconplish those
particul ar needs, which could be at a lower -- a |ower
doll ar anmount. But, again, it, ultimately, is we approve
t he budget submitted to us by the Area Agency and any
changes that they want to nake have to be approved by
t he Departnment as well.

CHAI RMAN KURK: So the Area Agenci es understand that
if they have -- if a nunber of their clients are not

spending the full allocated anmobunts, that the Area
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Agency understands and there's no pressure fromthe
Departnment against this, that they can take that noney,
reopen sone of the waiting list plans, and after
Departnent approval spend that -- transfer those funds
to those people and proceed to provide nore services.

MR. TOUMPAS: |'m not going to give a bl anket yes
that's the way it's going to work, Representative Kurk.

I will -- I will go back and I will | ook at that. But
we -- we assign -- again, the dollars are assigned. It's
not just a blanket -- an anmpbunt of noney that they then

can just nove wherever they want. If the dollars are set
up, but if they cone back and say we have dollars here
that we want to be able to provide services to
addi ti onal people that conmes back through the
Departnment. And | know of no circunstances where we are
going to say no, that we can't do that.

CHAI RMVAN KURK: My recollection -- ny recollection
may be wong, but | think this is the first tinme in
years, in many budgets that |1've heard of a surplus in
the DD |ines.

MR. TOUWPAS: DD -- DD lapsed $6 nmillion |last Fiscal

Year .

CHAI RVAN KURK: And before that?

MR. TOUMPAS: | can't say what happened before that.
But | ast year -- last year there was $6 million that was
| apsed in those lines. And this year, again, we're at 7
mllion right now | fully expect that that -- that's

going to grow. It could be double what |I'mtalking about
her e.

REP. ROSENWALD: Last questi on.

CHAI RMAN KURK:  Thank you, Representative
Rosenwal d.
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REP. ROSENWALD: Thank you. So to the extent that
sonmeone has self-directed services, can't find enpl oyees
or providers to deliver the services now, and to the
extent that's contributing to the | apse --

MR, TOUMPAS: | believe it is.

REP. ROSENWALD: -- what wi |l happen when we nove to
Phase 2 of Managed Care and take another $7 million in
savings out of these lines, if that provision goes into
effect, that provision of the House Budget?

MR. TOUMPAS: The -- the -- those are
the -- that's -- we are having those discussions right
now with the Senate with respect to that. That
$7 mllion that you are referring to applied both to the
DD as well as to the elderly services.

REP. ROSENVWALD: W' || | ook forward to that answer
Thank you. Thank you, M. Chairman.

CHAl RVAN KURK: You're wel cone. Senator Sanborn has
anot her aspect of the Dash Board that he'd like to
di scuss. Senat or Sanborn.

SEN. SANBORN: Thank you, M. Chair. | appreciate
it. Thank you, Nick. | hope this won't be just as
confusing or conplicated but it mght be. Wanted to talk
alittle bit about Unconpensated Care. Recogni zing you
have a settl enent but al so recogni zing that now we have
stood up Medicaid Expansion for nonths, and
i npl ementation of the ACA with so many new peopl e goi ng
onto it, by some reports | hear that, you know, 60, 65%
of the people who are uninsured now are insured. So you
think that would put sonme pressure to bring down the
Unconpensated Care costs? | have heard sone reports that
it's going to be dramatically lower. But | want to hear
your thoughts about conversations or cal cul ations that
t he Departnent has been doing and working on from where
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we have been for unconp care and where you think we are
going to be in the next few years.

MR. TOUMPAS: | don't have the latest figures on
unconpensated care, but what | can tell you is that
absol utely Unconpensated Care will decline. W' ve seen a
fairly significant decrease in the nunber -- in the ER
utilization on the part of the uninsured. And we've al so
seen a decrease in certain type of inpatient procedures

that woul d be done for the -- again, for uninsured. W
are working with the Hospital Association and the
hospitals in order to basically get -- get the anount of
dollars with respect to Unconpensated Care. | do fully
expect, Senator, that that nunmber will go down. | can't
tell you what that nunmber is as we -- as we go through
the year and working with the hospitals and others. W
will -- we will have a better handle on that. But we

have now over 39,000, we are al npost at 40, 000 peopl e
right now that are enrolled in the Health Protection

Program And, again, the -- fromthe standpoint of the
paynents that are being made to the hospitals, again,
the -- you recall Senate Bill 413 required us to pay

t hrough t he Managed Care Organi zations, required us to
pay for services that were benchmarked agai nst what
Medi care rates are

SEN. SANBORN: Ri ght .

MR. TOUMPAS: Wi ch are significantly higher than
what our Medicaid rates are. So that's one uptick that
they will see. And then a second piece that will reduce
Unconpensated Care and then also for those people who
are conmng in, those people are now i nsured. Again, we
have made a pretty significant dent in the | evel of
uni nsured along with the work that's been done by the
Federal Marketplace in terns of getting people who are
above 138% of the poverty |evel.

SEN. SANBORN: And fol | ow up?
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VI CE- CHAIl RMOVAN FORRESTER:  Yes.

SEN. SANBORN: Fol | ow up. Thank you, Madam
Vi ce-Chair. Because, | nean, obviously, sone nunber I'm
going to be | ooking at carefully. W hear down 17% when
you nentioned we are paying that 38 whatever thousand it
is Medicare versus Medi cai d. Know ng emergency room
visits thensel ves are nore expensi ve conponent of health
care, know ng 50,000 people that were previously
uni nsured, although |I guess sone day we need to have
t hat conversation, are now on the ACA

MR. TOQUMPAS. W will be at 40,000. |If not today,
then early next week, Senator.

SEN. SANBORN: So, | nean, | woul d expect that
nunber would be a hair's breadth of what it used to be.
I look forward to the anal ysis.

MR. TOUMPAS: All right.

SEN. SANBORN: Thank you, sir.

REP. KURK: That's it?

SEN. SANBORN: That's it.

CHAI RMAN KURK: Further questions for the
Comm ssi oner under the Dash Board? There being --

MR TOUWPAS: If | may?

CHAI RVAN KURK: Sur e.

MR. TOUMPAS: | just want to point out sonething
el se. Sonmething that on Line -- Line 33. This was the
MAG . This was the increase primarily in the casel oads
as a result of the Modified Adjusted G oss | ncone, the
manner in which eligibility was determ ned for a nunber

of people. You will see that that nunber has gone down,
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the projected nunber. We are -- we will be working with
the Senate in terns of how that translates to the
projection that we nmade in the House Budget for what the
MAG -- MAG cost was going to be for the popul ation

But this is driven not so nuch by a reduction in terns
of the nunber of people, but it's a difference in terns
of the case m x. W have got fewer people in

the -- overall, the nunbers remaining about the sane in
terns of the nunbers, children, the parent caregivers of
their children and pregnant wonen. Pregnant wonen nunber
that that's -- that's the piece that's gone down and
gone down by several hundred. They're nore expensive of
t he popul ati ons that we are serving under this.

CHAI RVAN KURK: Questi on.

SEN. SANBORN: Thank you, Conmm ssioner. | appreciate
that. W are still managi ng that new MAG popul ation
t hrough the MCOs, not fees-for-service or no?

MR. TOUMPAS:. For the MAG -- for MAG popul ation,
t hose fol ks have once they are deened eligible, they
have 60 days in order to basically enroll into one of

the two plans, and they nmust go into Managed Care.

SEN. SANBORN: Thank you, sir.

CHAI RMAN KURK: Further questions? Thank you,
Conmi ssi oner.

Are there questions fromthe Conmttee on any of
the other information itens? | want to thank the
Commttee for questions on these information itens
because, otherwi se, we would have had to wait until
10: 30 before we could do the audits because we finished
our earlier work so expeditiously.

AUDI TS:
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CHAI RVAN KURK: At this tine, I'd like to turn to
the audits. First audit is the State of New Hanpshire
Single Audit of Federal Financial Assistance Program for
Fi scal 14.

STEPHEN SM TH, Director, Audit Division, Ofice of
Legi sl ati ve Budget Assistant: Good norning, M.
Chai rman, Menbers of the Cormittee. For the record, |I'm
Steve Smith, the Director of Audits for the Ofice of
Legi sl ati ve Budget Assistant. This particular audit is,
as you know, is under contract with our office. So
representing KPMG wi |l be Jayme Silva, the Partner, and
Karen Farrell, the Manager on the engagenent. And |
believe also Gerard Murphy, our State Conptroller, wll
al so cone to the table for questions as well.

CHAI RVAN KURK: Thank you, sir.

KAREN FARRELL, Manager, KPMG Good norning.

CHAI RMAN KURK: Good norni ng, folks.

JAYME SILVA, Partner, KPMG Good norning.

CHAI RVAN KURK:  Woul d you i ntroduce yoursel ves and
pr oceed.

MR. SILVA: Yes. For the record, I'mJayne Silva.
I"'mthe audit partner on the State Single Audit.

M5. FARRELL: |'m Karen Farrell, the Manager with
KPMG and |1'mresponsi ble for the day-to-day operations
of the single audit.

GERARD MURPHY, State Conptroller, Departnent of
Adm nistrative Services: |'mGerard Mirphy with the
Departnment of Adm nistrative Services.

MR. SILVA: Thank you. So what we are going to go

t hrough today, this is the State Single Audit for the
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year ended June 30'", 2014. Just going to hold up

the -- | call it the blue book. | think it was green
this year. | think it makes nobst sense since there's a
ot of information, we are not going to touch on all the
i nformati on, obviously, for the tinme franme that we have,
but 1'"m going to cover sonme of the highlights of what's
in here. And then Karen is going to talk a little bit
about what we do and sonme of the findings, et cetera,
fromthat standpoint.

So without further ado, if we turn to the book I'm
going to summari ze what sone of the tabs nmean and what's
in the tabs.

So if you go to the first tab, which is the first
tab is in the C series. Wat that is, that's the
fi nanci al statenent opinion for the financial
statenents. And also in there is the actual financi al
statenents. So these were actually previously discussed
by nmy other counterpart, Geg Driscoll, | believe in the
January Fiscal Meeting so |I'mnot going to cover this.
Thi s has been previously covered in a prior neeting. So
the reason this is in here though, just in case there's
a question, is this actually gets -- this whole report
gets filed with the Federal Governnent. So this was
dated as of December 31%'. CQur actual report on
conpliance and internal control which is further back
was dated March 27'" and then the entire report gets
wrapped and filed with the Federal Governnent, and that
was due by March 31°, 2015. So that was filed in
accordance with the deadline.

So the State of New Hanpshire is fully -- fully in
conpliance of the Federal Governnent of filing by the
31°' of March. So this is the reason that that report
gets put in there.

So if you goto D1 inthe D Series, which is the
second tab, the first report whichis D1 and D-2 is
also a KPMG report. That is the internal control of the
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financial reporting on the financial statenent. So this
report tal ks about controls and the control environnent.
Before that | call it the core of the State of New
Hanpshire Fi nancial Statenents. So, again, this report
which is two pages, which is D1 and D2, was al so
previously discussed | believe in the last Fisca

Comm ttee neeting, again, by Geg Driscoll. This is his
opi nion which is al so dated Decenmber 31%'. So that was
previously covered so I'"mnot going to cover that

ei t her.

So noving to D-3, this is really the major report
that gets put into the opinion or wapped with the
single audit. This is the single audit opinion. So
there's three itens in here that we tal k about. One on
D-3 is the report on conpliance for each major Federa
programthat we audit. So this year we actually audited
32 prograns. So we considered, and Karen will get into
this alittle bit, we audited 32 prograns for the State
of New Hanpshire. Medicaid, SNAP, TANF, et cetera, et
cetera. So we actually put in scope 32 that this is what
t he opinion covers. So that's the report on conpliance.

If you turn the page, the second piece of the
report is on the bottomof D5, is the report on
internal control over conpliance. So the previous
opinion that was listed on D1 and D-2 that was the
internal control financial statenent. This interna
control piece is for the conpliance of Federal awards.
So there's a difference, there's a very big difference
there. This only covers the prograns that we actually
were under audit which is the 32. And then, finally,
the last thing the opinion covers on D6 is the report.
I"msorry, the report on the Schedul e of Expenditures of
Federal Awards. W call that the SEFA. So the SEFA
actually covers all the awards that are in -- that have
been expended for the year ended March 30'" -— sorry --
June 30'", 2014, and that's $1.76 billion which was the
actual cash spend, you know, fromthe Federal Governnent
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to the State that was expended for the Fiscal Year from
that standpoint. So that's our opinion.

Now, Karen in a little bit is going to cover
specifics on the report but that's the core report.
Again, which was -- it was opined on March 27" 2015
That was the date that we opined on it.

So we nmove to E-1, which is the third tab. This is
actually the actual SEFA of the Schedul e of Expenditures

of Federal Awards and it's by agency -- it's by State
Agency, et cetera, so there's a lot of information
there. But what |1'll queue the Commttee up to, if you

turn to E-28, and | apol ogi ze for all the pages, but
E-28 is the total of Federal spend, which is the

$1.76 billion for Fiscal Year 2014. So, again, we
audited 32 prograns that are sitting in the SEFA, but
the total spend is 1.7 billion. That's also listed and
gets lodged with the Federal CGovernnent.

The last two tabs, which is F-1 and G the G
series. I'lIl goto F-1first. F-1 actually is a pretty
good summary. If you look at F-1, F-2, F-3, and F-4, and
F-5, that actually is the schedule of current year
findings and questioned costs so it's a
summary -- that's a fairly good summary of the opinions
opined by KPMa And | think, nore inportantly, if you go
to F-2, these are the F-2, F-3 -- sorry -- and F-4,
those are the prograns that cane under our audit. So
previously | said in the second tab which was in the D
series, that those are the 32 prograns that were under
our audit for this year. And, again, we use a risk-
based approach to identify the programas we audit year
on year, sone of them-- some of themdue to the size of
how material they are. Medicaid -- Medicaid is a large
sum of noney, others that we rotated based on vari ous
risk factors. So those are the 32 progranms we | ooked at
for Fiscal 14.

JOINT FISCAL COMMITTEE

May 15, 2015



37

And then, finally, in the F series, |I'mnot going
to get into this, but fromF-7 all the way to F-112
those are our current year findings. And I'll just put

a nunber on them W had 44 findings for Fiscal 14.
These are the current year findings that, you know, they
could qualify the opinion. There could be other

findings that we considered nmaterial. Sone -- sone rise
to material weakness for internal controls and others
reside in -- sorry -- cone up to significant

deficiencies. These are the actual findings that we had
for the prograns.

And then, finally, flipping to the |ast section,
the G series, those are the prior year findings. So what
that is, you know, we have the Fiscal 14 in the E, and
the G are findings that we had previously reported on
that we tell the reader and the Federal Governnent what
happened to them So there's two scenarios that happened
for prior year findings. One is if we -- as part of our
audit for the current Fiscal Year, we find that it's
resol ved, and you can see at the top G1 is a good
summary. So, for instance, finding 2013-003, that item
is resolved. So that means that it drops out of the
report for good.

Now i f there's sonething that's unresol ved, for
i nstance, finding 2013-002, that was unresol ved. That
shows up as a finding for the current year. So it
carries forward, and it's just not a carry forward. W
actually did audit procedures to say that that was an
unresol ved finding that we have to nove into the current
year findings.

So before | let Karen get into some specifics, 1"l
pause for any questions. | guess from an overvi ew
exactly a summary of the actual report, because there's
a lot of pages in here. | can appreciate this is a |ot
of work for the year, but | guess I'l|l pause just for a
m nute before we get into specifics.
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CHAI RMAN KURK: Thank you. Senator Little.

SEN. LITTLE: Thank you, M. Chairman. How do you
choose which 32 -- how did you choose which 32 prograns
to audit?

MR. SILVA: So it's a risk-based approach. So if we
go to pages -- bear with nme for one mnute. If you go to
the F series, F-4, so you go to F-4, so what we first
divide is a Type A and Type B programand it's a
mat hemati cal cal cul ati on, quantitative and qualitative
risk factors but the mark is 5.3 mllion. So first we
say there's Type A and Type B by nunber. Then we say we
| ook at certain Type A prograns based on risk
assessment. Like | said earlier, sonme of it can be how
material is it. Medicaid is a |large spend. W al so
say -- we also look at prior year findings. D d we have
comments in the prior year. Maybe we had sonet hing that
gqualified the report for a certain program W had a
materi al weakness. If that's the case, those tell us
that that should be audited in the current year. So we
use a variety of factors that get the progranms in.

And so we are also |ooking for a certain threshold.
So it's 50%for this year. W have to get 50% coverage
out of the 1.7 billion. W have to nmake sure based on
certain thresholds that we get 50% of the spend. So that
nmeans we actually audited over 850 million of the
expendi tures out of those 32 prograns.

SEN. LITTLE: Fol I ow up.

CHAI RVAN KURK: Fol | ow up.

SEN. LITTLE: Would that inply then that you're
trying to hit that mark that sonme of the smaller grants
even though they be -- have sone significant inpact with
certain smaller segnents of the popul ati on are not going
to get audited on a regular basis to nmake sure that
they' re being used properly?
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MR, SILVA: Well, certain prograns if they fal
under a threshold, there's a requirenent that we don't

have to audit. However, we look at from-- if

there's -- let's say, there's a spend of $3 mllion
under the 5 mllion, what we do is every few years we

| ook at those prograns. Doesn't nean we'll audit, but
we'll do a risk assessnent to see if anything changed.
D d Managenent change? Was there sonething

i nappropriate that happened? So we fill out -- there's

a questionnaire that we | ook at for each of the prograns
to say should we | ook at sonething that's under the

5.2 mllion threshold to, you know, is there

something -- is there a risk factor that says that
shoul d be under audit this year?

SEN. LITTLE: Thank you. One fi nal

REP. KURK: Fol | ow up.

SEN. LITTLE: Thank you, M. Chairman. So
this -- the tab, | believe it's Tab E.

MR. SILVA: Ckay.

SEN. LITTLE: Lists the schedule of all Federal
grants that the State of New Hanpshire has access to.
shoul d be able to find every single Federal grant
involving the State of New Hanpshire in each Departnent
wthinthis list in Tab E

M5. FARRELL: So it woul d be the Federal
expendi tures. So what they spent was Federally funded,
not necessarily the award but yes.

MR. SILVA: Well, that's a good point. So
something -- let's say there was a grant for Departnent
of Transportation for $10 million. So let's say the
grant is 10 mllion over three years. This would only
show what was spent in the Fiscal period. So if they
spent the full 10 mllion, then the 10 mllion would
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show up in ny exanple. If they spend it over three
years, then let's say was 3 mllion, 3 mllion, 4
mllion. In the three Fiscal periods it would show up in
those three next Fiscal periods. Does that hel p?

SEN. LITTLE: It does. And I guess | do have one
nore question, M. Chairnan.

CHAI RMAN KURK: | don't think this applies, Senator.
I think was an error.

SEN. LITTLE: So what | see then on these sheets are
t he agency, | don't know what CFDA nunber is, but |'m
sure it's a tracking nunber of some sort, programtitle,
t he expenditure anount, ARRA funds, whether or not -- |
assune that's just a box gets checked whether it's ARRA
funds or other Federal funds.

MR. SILVA:  Hm hum

SEN. LITTLE: Pass-through, the pass-through
percent. | see 100% 0% 96% Does that nean that we
spent 96% of the avail abl e amount, there's 4%sitting
somepl ace el se?

MS5. FARRELL: So the pass-through percentage is the
anount that the agency for this award has actually
passed through to a third party. Like sonmeone who has
maybe sone programmatic responsibilities for that
program So it's funds that, you know, in this instance
the State would be the primary recipient of the dollars
and then they have pass-through to, you know, their
agency.

SEN. LITTLE: Regi onal agenci es.

M5. FARRELL: Regional, thank you

SEN. LITTLE: Thank you. That was ny | ast question

for the nmoment, M. Chairnan.
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CHAI RMAN KURK: Thank you, Senator. Senat or
Forrester has a question.

SEN. FORRESTER: Thank you for the presentation
I"'mtrying to find the programin here, and | don't see
it. So ny question is it's called Balancing Incentive
Program and | believe it is a Federal programwth
Heal th and Human Servi ces.

MS. FARRELL: Heal th and Human Ser vi ces.

SEN. FORRESTER: Bal ance I ncentive Program

AUDI ENCE MEMBER: It's actually under Medicaid,
Kar en.

M5. FARRELL: Oh. And that nunber is 93. So sorry.
Medicaid is 93. One of the prograns in the Medicaid
Class was 93.775. So | don't know. Jenna, do you know
t he CFDA nunber?

AUDI ENCE MEMBER: It's actually reported under
Medicaid. It does not have a separate CFDA

SEN. FORRESTER: So it wouldn't show up there.

M5. FARRELL: Not separately, but it would be
rolled into the Medicaid cluster anount, which would
be --

SEN. FORRESTER: You woul dn't specifically audit
sonmet hing i ke that progranf

M5. FARRELL: Yes, if we deemthat that program was
material to the Medicaid Programin total

CHAI RVAN KURK: But in point of fact, there was no
separate audit of that programthis year

JOINT FISCAL COMMITTEE

May 15, 2015

41



MS5. FARRELL: Correct. The identifiers for separate
audits are the CFDA nunbers which stands for Catal og For
Donesti c Assistance which is designated by the Federa
Gover nnent .

CHAI RMAN KURK: |s there a separate nunber for the
BI P Program a separate CFDA nunber?

MS. FARRELL: No, it's in the Medicaid. 93.775 |
think it is.

CHAI RMAN KURK: Which is Medicaid fraud.

M5. FARRELL: So it's either -- sorry -- the
Medi caid cluster which is on E-30 -- E-35 would probably
be a good place to look for that. So | guess it would be
93.778. Sorry. The Medicaid Assi stance Program

SEN. LITTLE: Which of those three? 93.775, you
sai d?

MB5. FARRELL: | would think it would be 93.778.
Sorry about that.

CHAI RMAN KURK: Further questions?

SEN. FORRESTER: No.

CHAl RVAN KURK: Pl ease conti nue.

M5. FARRELL: Okay. Thank you. So I'll try not to
have you flip around too much. |1'mgoing to focus on our
single audit opinion which is on D-3 through, | guess,

D6 or D7. Just to go over this in alittle bit nore
detail .

As Jayne said, really, this is kind of like the
results of our audit of, you know, the 32 nmjor
prograns. The Federal Governnent has designated 14
conpliance requirenents that nmay or may not be
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applicable to each programthat we deemwe need to
audit. And so while those are contained in the Ofice of
Managenent and Budget Gircular A-133, also known as the
Conmpl i ance Supplenment, we also will audit against the
specific grant awards. And, really, this part of -- we
are kind of in part one, which is the report on
conpl i ance between the Federal programand really in our
opi nion here, it kind of answers the question, you know,
did the State conply with these specific conpliance
requirements? And if you turn to D-4, you can see the
table there, which |lays out the actual findings and
conpliance requirenents that the State did not conply
with where we actually qualified our opinion. So for

Fi scal 2014, there were ten findings that qualified 14
prograns. There's a few findings that head across to
nore than one program The findings nunbers reference
back to the F section where you can see the entire
narrative for the finding.

Just to talk a little bit about what sonme of the
conpliance requirenents nean that these prograns were
qualified for. There were eight prograns that were
qualified for allowable costs. So that's, essentially,
ot her costs allowable in accordance with the circulars
and are they properly supported. There were five that
were qualified for sub recipient nonitoring and this
ki nd of goes to ny answer for the pass-through
percentages. It's really when the State passes through
funds to another entity who has sone operati onal
responsibility of the program

There was two prograns that qualified for specia
test which is a test that the Federal Governnent
desi gnates as being specific for that program And in
this instance it was because not enough peer reviews
were perforned or the field audits weren't perfornmed of
the third party. Then there was one programthat was
actually qualified for both eligibility and reporting.
And eligibility is just the individual receiving the
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service, eligible to receive the Federal funding, and
reporting is other reports filed conplete and accurate.

So they're pretty -- the nunber of qualifications
fromyear to year, This year, Fiscal 14 to '13 were
pretty consistent. As Jaynme nentioned, we
had -- al though we had 44 findings this year, |ast year
we actually had 57 findings and you'll see the big
change when we get to the material weakness section. But
on D-5 above, so these were the qualifications for these
specific prograns, but these prograns al so had ot her
conpliance requirenments that they did neet and then
there were also 18 other prograns that had unnodified or
cl ean opi nions on them

The other matters section is really where we have
the list of findings where we actually also note other
i nstances of non-conpliance that aren't at the |evel
where we would qualify the program but they're
i nportant enough to nention to include in the Single
Audit Report. And so here, actually, is the statistics
that there was 29 significant non-conpliance itens this
year conpared with 41 in the prior year.

Ckay. The second part of this report tal ks about
our internal control over conpliance. And |I'm sure as
you' re aware, Managenent -- is really Managenent's
responsibility for establishing and maintaining an
internal control structure over conpliance with these
conpliance requirenents. But what we are required to do
is go in and take a | ook at the structure and deterni ne
if it's designed properly and if it's operating
effectively. So we then find instances where, you know,
we'll always find sone kind of exceptions or for the
nost part when you have this many prograns that you're
auditing. And what we do, and this is on Page D6,
tal ked about further, is then classify these findings
into three categories; material weakness, significant
deficiency, and then other. And |I'm sure you' ve heard

the material weakness, you know, definition before. But
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just to kind of refresh your nmenory, it's really when
there's a reasonable possibility that materi al
non-conpliance in internal control over a Federa
programw || not be prevented or detected or corrected
on a tinely basis. So this year we identified 21

mat eri al weaknesses whereas | ast year we identified 34.
So the trend is inproving and do feel |ike sone
positions that were put in Departnment of Adm nistrative
Servi ces has kind of helped to reduce the nunber of
findings. W are seeing now the severity of the
findings, as far as internal controls go.

The next bucket is the significant deficiency which
isn't as severe as material weakness, but it also
warrants your attention. And so these were pretty
consistent fromyear to year with 20 this year and 21 in
the prior year

The other category isn't reported here because it's
not required to be, so. It's nore performance
i nprovenent observations that we note when we are
auditing the progranms and we'll just discuss these with
Managenent as we are doing the audit.

And then the last report that we have incl uded
within this opinion is our report on the SEFA which is,
again, a sunmary of the expenditures. And, basically,
the SEFA is derived fromunderlying accounting records
that are used to create the financial statement and are
audited during the financial statenent audit. So what we
provide here is in relation to opinion where we can
conclude that the SEFA was fairly stated in all materi al
respects in relation to the basic financial statenent.
So, essentially, it's a clean opinion on the SEFA. So
those are pretty nuch ny conments on the opinion. Yes.

CHAI RMAN KURK: Very basic question. |Is there
anything that needs to be done by the Legislature as a
result of your audit, taking into consideration

Managenent's responses? In other words, this is an
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overwhel m ngly conpl ex docunent. |Is there anything in
your opinion that we need to do, because of sone of the
findings in here, or are you satisfied that Managenent's
response, things that you expect to happen, nean that
busi ness as usual is the order of the day?

M5. FARRELL: One thing I'd like -- that we did
note, and if | could be specific to an agency,
especially this year with Health and Human Services, is
that it seened |like there was an increase in the nunber
of findings and | think a lot of it had to do with the
staffing levels, if |I could say that. So | think maybe
it's an indirect of, you know, getting new positions to
be filled being indirect role of the Legislature but
just ensuring the budget is available to do so. Because
we did note that there's probably an increase in
turnover and open positions.

CHAI RVAN KURK: When you tal k about positions, you
mean accounting type positions, auditor type positions
or you nean functional positions?

M5. FARRELL: | woul d say both.

MR, SILVA: | nean, other than that, | would agree
that this report is cunbersone. It's a tedious report.
It takes a lot of tinme to prepare. Qther than that, that
each of the findings of the 44 findings has a
Managenent's response, right, and when it's going to be

enacted and we feel confortable that -- and we'll go
back and audit and will be here, hopefully, next year
and we'l|l report back to that. But Managenent's

responses we deened appropriate that it wouldn't do
somet hi ng, you know, that we would have to say nore
inside this report.

Now, in sone instances, you know, there's sone
Managenent responses that they'll say it's already been
done. W gave that to you and we put what we called the

rej oi nder which say we were never given the information.
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But that does not rise to the level of your question of
sayi ng do you need to do sonething out of this report

t hat Managenent isn't considering or are they doing for
the future case

CHAI RVAN KURK: And | hear your comment about
staffing at HHS.

REP. OBER: M. Chairnman.

CHAI RMAN KURK: Representative Qber.

REP. OBER |'msorry, but your question was shoul d
we have nore accounting positions, audit positions, or
general positions and the answer was both. But you asked
about three types. So which type do you have enough of ?

M5. FARRELL: | see nore of the program positions
is with the single audit and accounting type is what ny
experi ence was.

REP. OBER: Thank you.

CHAl RVAN KURK: Senator Little.

SEN. LITTLE: Thank you, M. Chairman. An
operati onal question, | guess. | need help
under st andi ng how to use this docunent. On Page D-6, you
pointed out the lists of material, with instances of
significant deficiencies and they' re actually |isted out
there nunerically 2014-03, 2014-05. How do I find
2014-03 and 2014-05 so | can read thenf

M5. FARRELL: So they would be in the F section and
| think that the current year findings start on F-15,
and they're each nunbered. Okay. So yes, 2014-003 woul d
be on page -- give ne a second. Wwoops! | mssed it.
But F -- F-16.
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MR. SILVA: Each of the nunbers refer to the actua
finding for current year. So 2014-003 refers to the 003
finding, et cetera.

SEN. LITTLE: Okay. Get |ost.

M5. FARRELL: Yes. Ch, sorry. | know, we are so
used to seeing this thing, may not be that evident.

SEN. LITTLE: Thank you

CHAI RVAN KURK: M. Mur phy.

MR. MJRPHY: Yes.

CHAI RVAN KURK: Did you wi sh to comment ?

MR. MJRPHY: Only to thank KPMG for their
cooperation and professional attitude. It's a pleasure
to work wwth them They' re very helpful. This audit is
very helpful. | did want to actually quickly nention
that sone of you may recall that there was a new
position created within the Departnent of Admnistrative
Services specific -- specifically to sort of serve as a
resource for agencies on their Federal prograns and was
about a year ago that this position was created. And |
think that we've already begun to see the benefit of it
in this reduction in the nunber of findings.

Unfortunately, the individual who has been in that
position for about a year today is her |ast day. Cathy
Ingall is leaving State service. And I did want to give
her a big thank you, because she really played a cruci al
role in the positive trend that we see as a result of
this audit, so. But that being said, while this is her
last day, | did want to say that it is one of ny top
priorities to fill that position as quickly as possible
in order to keep the ball noving forward.

CHAI RMAN KURK: Thank you. Senator D All esandro.
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SEN. D ALLESANDRO Thank you, M. Chairman. So on
the positive side, in previous audits we recogni zed the
problem The State created a position to deal with that,
and we found that there's been a success -- success
related to that situation. So our challenge nowis to
refill that position so that the positive nature of the
audits can continue. That's a very relevant point.

MR. SILVA: | would agree with that statenent, yes.

SEN. D ALLESANDRO Because if we don't, then we go
backwards rather than go forward.

MR. SILVA: Hmhum correct.

SEN. D ALLESANDRO Which | think is inportant. 1've
read a | ot of these audits over the years, and we are
improving, | think, and quite dramatically to be honest
wi th you.

MR SILVA: Correct.

SEN. D ALLESANDRO That's what |'ve seen. So just
got to keep the ball rolling. So, Gerard, get busy.

CHAI RMAN KURK: There being no further questions,
and your presentation having concluded, the Chair
recogni zes Representative Unberger for a notion

49

** REP. UMBERGER: Yes, | nove to accept the report, place it on

file, and release in the usual manner.

CHAI RMAN KURK: Seconded by Senator Forrester.

SEN. FORRESTER:  Yes.

CHAI RMVAN KURK: Di scussi on? There bei ng none, you
ready for the question? Al those in favor, please
i ndi cate by saying aye? Qpposed? The ayes have it and
the report is so ordered.
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*** { MOTI ON ADOPTED}

CHAI RMAN KURK: Thank you very nuch.

M5. FARRELL: Thank you.

MR. SILVA: Thank you.

CHAI RVAN KURK: W now turn to the Departnent of
Revenue Adm nistration Financial Audit Report for the
Fi scal Year ended June 30'", 2014. M. Snith.

MR. SM TH: Thank you, Commi ssioner -- excuse
me -- M. Chairnman.

CHAI RMAN KURK: Conmi ssi oner Bear dnore.

MR. SM TH. The next three audits were conpl eted by
our office. The first is the Departnment of Revenue
Adm nistration. It's a financial audit for the Fiscal
Year ended June 30, '14, and the Manager on this job is
Christine Young. She'll be presenting it. And al so
joining us is Comm ssioner Beardnore from Departnent of
Revenue Adm ni strati on.

CHAI RMVAN KURK:  Good norning, M ss Young.

CHRI STI NE YOUNG, Seni or Audit Manager, Audit
Division, Ofice of Legislative Budget Assistant: Good
nor ni ng, M. Chai rman, and Menbers of the Committee. For
the record, nmy nane is Christine Young, and I'mhere to
present our report on the financial audit of the
Departnent of Revenue Administration for the Fiscal Year
ended June 30, 2014.

This report includes eight audit findings, none of
which are material weaknesses. The Departnent fully
concurs with each finding and as identified on the Table
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of Contents, there are two findings that may require
| egi slative action.

Pages 1 and 2 of the report describe the
organi zation of the Departnent and its responsibilities.
And at the bottom of Page 2 there is a summary of the
Departnent's financial activity for the audit period.

The (bservations and Recomendations begin with the
Internal Control Coments on Page 6.

oservation No. 1 discusses risk assessnment which
is one of the five recogni zed conponents of internal
control. The comment notes that although the Departnent
does a nunber of things to address risk, the Departnent
does not have a formal risk assessnent process in place.
We recommended the Departnent establish a formal risk
assessnent process and review for indicators of risk
exposur e.

In Qobservation No. 2, on Page 7, we observed the
Departnment did not have current disaster recovery and
busi ness continuity plans in place during the audit
period. We recommended the Departnment continue in its
efforts to redraft and formalize updated plans and train
enpl oyees on the plan inplenmentation.

On Page 8 in Cbservation No. 3, we recommended the
Departnment obtain and eval uate reports regarding the
desi gn and operation of controls over tax return filing
and tax receipt collections services provided by its
e-File and Tele-File service provider. These reports are
commonly known as SOC reports or Service Organization
Control reports and the reports are critical to an
under st andi ng of the controls and weaknesses in the
service providers processing of tax returns and receipts
on behal f of the Departnent.

(oservation No. 4 on Page 9 deals with the
Departnent's Tax I nformati on Managenent System al so
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known as TIMS. The conment di scusses reported
[imtations in TIMS that present risks to taxpayer data
mai nt ai ned by the Departnent. The Departnent relied upon
TIMS to manage in a warehouse taxpayer data for taxes
that generated $1.7 billion of revenue in Fiscal Year
2014. TIMS was inplenented in the early 1990's and has
becone outdated and inefficient for processing the
State's tax information. W recommended the Depart nment
continue to build its case for inplenenting a new tax
informati on systemthat would be adaptable to the
Departnent's and the State's needs and nore efficient
for taxpayer interaction.

oservation No. 5 on Page 10 recommends the
Departnment work with the Departnent of Adm nistrative
Services to set appropriate accounts payabl e policies
and procedures that would ensure that expenditures are
reported in the proper Fiscal Year.

(bservation 6 is on Page 11 and di scusses the
untinmely or non-filing of statements of financia
interest by nenbers of Administratively Attached Boards.
We recommended the Departnent nonitor the filing status
of its Attached Board nenbers to pronote conpliance with
the mandatory filing requirenent in statute.

On Page 12, (bservation No. 7 recommends the
Departnment take additional steps, if possible, to assist
municipalities with the statutory requirenent for filing
annual city and town financial reports or seek to have
the statute anended if the Departnent deens that
conpliance with the statute is unfeasible or
unenf or ceabl e.

(oservation No. 8 on Page 15 is the only conpliance
comment in the report, and it speaks to the need to
adopt and update required adm nistrative rules.

On Page 17 is the opinion on the financia

statenent followed by the financial statenent, note
JOINT FISCAL COMMITTEE

May 15, 2015



di scl osures, and suppl enentary schedul es. And on the

| ast few pages of the report, inmmediately behind the
tabs, we've included a sunmary of the current status of
the audit observations contained in the financial audit
report of the Departnent for the Fiscal Year ended
June 30, 2008, and the July 2013 Performance Audit
Report on the collection of delinquent taxes.

As you can see, a majority of those prior audit
findings are fully or substantially resolved; and that
concl udes ny presentation

I would like to thank the Departnent for their
cooperation during the audit. They were very responsive
and a pleasure to work with, and we'd be happy to answer
guesti ons.

CHAI RVAN KURK: Coul d that be because the
Comm ssi oner has audit experience?

M5. YOUNG Per haps.
REP. KURK: Representative Cber.

REP. OBER: Thank you. | have a question for the
Comm ssioner. | believe, Conmm ssioner, that you had put
in or were requesting in the Capital Budget noney to do
what needs to be done to start the replacenment of TI MS.
Did that get approved?

JOHN BEARDMORE, Conmi ssi oner, Departnent of Revenue

Adm nistration: Hum-- so what we -- what we found was

t here was about $200, 000 remaining in a prior capital
appropriation that's three or four bienniuns old that we
have asked to extend the | apse date for that
appropriation. So rather than requesting a new
appropriation, which, in fact, we did in our operating
budget request to the Governor, during the Governor's
process we realized that we had sone capital funds |eft

over, and we determ ned that planning for the
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repl acement of TIMS, which will be probably nost |ikely
in excess of a $10 nmillion project, that it would be
appropriate to use that remaining 200,000 to engage sone
prof essi onal services to help us plan and scope out that
project. So the short answer to your question is we
anticipate Capital Budget will pass with that |apse
extension in it. The Senate has not taken any action to
i ndi cate otherwi se and we have —-

REP. OBER: Thank you.

VMR. BEARDMORE: -- on the street right now an RFP to
effectuate that service delivery. So we plan to be in
front of the Legislature in 2017 requesting funds to
replace this systemthat's | ong past due for
repl acenent .

REP. OBER: Thank you, Comn ssioner.

CHAI RMAN KURK: Representative Unrberger.

REP. UMBERGER: Yes, ny question is dealing with the
nonitor conpliance with filing of statenents of
financial interest, not to the Comm ssioner, but to the
LBA. Is this sonething that is occurring across al
areas? | mean, that people are just not filing their
financi al statenents?

M5. YOUNG This is a conmon finding that we have
brought before you in the past. | think typically when
we are testing this requirenent we generally find at
| east a few instances of non-conpliance.

CHAI RMAN KURK: If I can followup on that or expand
on that. There was a report recently, and | don't
remenber whether it was with respect to New Hanpshire or
anot her state, where a nenber of sone taxing board not
only didn't file these kinds of statements but al so
didn't file his taxes. |Is there any statutory provision
or any Departnent policy to avoid that enbarrassnent?
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MR. BEARDMORE: |'m not aware of any statutory
provision that requires DRA enpl oyees tinely file tax
returns, and we do not have a policy to that effect
either. W do have an internal policy that requires
annual Iy that any appoi nted nenber of the DRA who is
required to file a 15-A disclosure annually file it with
nmy Admi nistrative Assistant who ensures that they are
going to be filed and she delivers themall to the
Secretary of State's Ofice together because we want to
make sure that nyself, the Assistant Conm ssioner, the
Division Directors are conpliant.

The finding before you relates to nmenbers of
Adm ni stratively Attached Boards and we got to a point
of agreenment with the auditors that we are confortable
taking steps to annually remind them W w Il amend our
own policy to require ourselves to annually rem nd the
menbers of the Current Use Board and the Assessing
St andards Board that they are required to file and
provide themw th a blank copy of the filing. But at the
end of the day, we don't believe we have the authority
to conpel those nmenbers to file. They' re appointed by
the Governor and they do not report to ne.

CHAI RVAN KURK: | understand. And there is no policy
wher eby the Departnment to avoid enbarrassnment nmakes sure
that, for exanple, its Comm ssioner, if he's required to
do so, has filed the appropriate tax returns or any of
t hese Board Menbers? That's not sonething that's being
done.

VMR. BEARDMORE: Correct.

CHAI RMAN KURK: Further questions. Senator Little.

SEN. LITTLE: Thank you, M. Chairman. | think I
heard you say that there were two findings that m ght
require | egislative response.

M5. YOUNG Correct.
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SEN. LITTLE: And keeping an ear out for those, |
think I found one on Pages 12 and 13 with Observation
No. 7 relative to nunicipal reporting statutes.

M5. YOUNG Right.

SEN. LITTLE: | don't think | heard a second. You
may have said it and I mght have mssed it, but I'm
| ooki ng for that second.

M5. YOUNG On the Table of Contents there's a smal
asterisk next to Observation No. 7 and 8 so the second
one deals with the adoption of administrative rules.

SEN. LITTLE: Yes.

M5. YOUNG That is on Page 15. And that one just
comes from you know, if the Departnent determn nes that
these particular rules are not necessary, that we
suggested that they should seek to anend the statute.

SEN. LITTLE: Very good. Thank you.

M5. YOUNG You're wel cone.

CHAI RVAN KURK: Conmi ssioner, did you wish to
respond to the audit?

MR. BEARDMORE: Thank you, M. Chairman.
Hum -- would certainly like to thank the auditors. W
did have a very productive and cooperative process, and
I think it went both ways. 1'd |like to thank them for
their hard work. We plan to fully resolve all of these
audit findings and those fromprior audits that are
still outstanding in the very near future. W are paid a
visit by the auditors annually as it pertains to the
State's CAFR audit. | think we'll be seeing LBA folks in
t he next couple nonths setting up shop in our second

fl oor once again and we welconme that. $1.7 billion is a
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| ot of noney and it ought to be audited, and we think
it's very appropriate that our overall financial

operation be audited
done.

every several years as they've

So | want to thank themfor their hard work. We
take it very seriously and would also |ike to thank
Carol Guyer, our internal auditor, who was our |iaison

with the auditors for

her hard work to make sure they

got everything they needed in a tinely manner. Thank

you.

CHAI RMAN KURK: Thank you, Conm ssioner. Further
guestions? Chair recognizes Representative Cber for a

noti on.

REP. UMBERGER That's ne.

CHAI RMVAN KURK: Excuse ne, Umberger.

REP. OBER |'I|

be happy to second, M. Chairnan.

57

She's got the paperwork to read it. | haven't nenorized

it.

**  REP. UMBERGER: |
file, and release it

nove that we accept the report,
in the usual manner

REP. OBER: Second, M. Chairman.

CHAI RMAN KURK: Thank you, Representative Qber.

Di scussi on? There bei
guestion? All those

ng none, are you ready for the
in favor, please indicate by sayi

aye? Opposed? The ayes have it and the notion is

adopt ed.
***x L MOTI ON ADOPTED}

CHAI RVAN KURK
Recycling Audit. M.

And we now turn to the Statew de
Smit h.
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MR. SM TH: Thank you, M. Chairman. As you said,
the next audit is with the Departnment of Administrative
Services, the Statew de Recycling Program This is a
performance audit. And fromny office is John Clinch to
present the audit and also joining us is M ke Connor,

t he Deputy Conmi ssioner for Adm nistrative Services.

CHAI RMAN KURK: Good norni ng, gentl enmen.

JOHN CLINCH, Senior Audit Manager, Audit Division,
O fice of Legislative Budget Assistant: Good norning.
Good norning, M. Chairman, Menbers of the Commttee.
My name is John Cinch. 1'ma Senior Audit Manager with
the O fice of Legislative Budget Assistant. |'mhere
this norning to present the results of our performance
audit on Statew de Recycling Programaudited -- I'm
sorry -- admnistered by the Departnent of
Adm ni strative Services. Qur objective was to determ ne
whet her the Statew de Recycling Programwas effective.
Qur Executive Sunmary is found on Page 1.

We found the Departnent of Adm nistrative Services
did not adm nister the Statew de Recycling Program
effectively largely due to insufficient staffing.
Instead of dedicated staff, the programrelied on staff
perform ng other primary duties. The programwas chiefly
operated by the State's Fleet Managenent Adm ni strator,
and was assisted by the Adm nistrator of Merchant Card
Processing Services. W also found the Departnent of
Adm ni strative Services could inprove revenues by better
nmonitoring prices received for its recycl ables and nmay
reduce costs by evaluating its contracts and ensuring
t he proper contai ner size and pickup frequency.

Qur Recommendation Sunmmary can be found on Page 3.
The Recommendati on Summary shows our report contains eight
Qbservations with Reconmendations, which I will discuss in a few
nonents. The Departnment of Adm nistrative Services concurred
with only one of our CObservations and concurred, in part, for
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the remai ni ng seven Cbservations. Cbservation No. 1 may require
| egi sl ative acti on.

Qur background section begins on Page 5 and turning
to Page 6, we provided a discussion of the State
Recycling Fund. Its purpose is to pay for the Departnent
of Administrative Services costs related to
adm ni stering statew de recycling, provide State
Agenci es with needed recycling equi pnrent or supplies,
and of fset recycling pickup costs. Revenues are earned
fromthe sale of recyclables with the exception of the
Li quor Conmm ssion sale of corrugated cardboard boxes.

Table 1 on Page 7 shows revenues for the fund
consi stently outpaced expendi tures causing the fund
bal ance to grow by 659% Consequently, at the end of
State Fiscal Year 2014, the fund had a bal ance of
approxi mately $592,000. Tables 2 and 3 on Pages 7 and 8
respectively show revenues and rebates earned by type of
recycling material.

Tabl e 4 on Page 8 shows revenues earned during the
audit period by Agency. The Departnment of Transportation
earned the nost revenue fromrecycling with nearly 57%
of all recycling revenue. The body of our report begins
on Page 11.

St at e Agenci es nost conmonly reported recycling
paper, toner cartridges and corrugated cardboard.
However, gl ass, plastic, and alum numwere recycled at a
much | ower rate. In fact, the State saw no revenue from
single stream which is a nethod of recycling that
all ows one to place glass, plastic, and alumnuminto a
singl e container which is subsequently separated at the
recycling facility. This nmeans there may be additiona
opportunities to earn revenue by recycling single stream
materials for revenue. Likew se, 97% of the State
Agenci es responding to our survey reported recycling
paper, but we found five agencies recycled it for

rebates. They earned approxi mately $15, 000 over the
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two-year audit period. Again, there may be an
opportunity to increase revenues earned.

Turning to Page 12. Qbservation No. 1 deals with
the need for sufficient staffing. As noted earlier, the
program | acked dedi cated staff to operate the program
efficiently and effectively. W recomend the Depart nent
of Adm nistrative Services continue seeking sufficient
personnel to inprove the efficiency and effectiveness of
the Statew de Recycling Program

In Observation No. 2 at the bottom of Page 13, we
found Departnment of Admi nistrative Services did not
recei ve docunentation of the market price paid for scrap
nmetal on the day of pickup. The scrap nmetal recycling
contract requires the contractor to docunent the nmarket
price on the day of the pickup to support the
transacti on value. Wthout docunentation, the Departnent
could not determ ne whether it was receiving the agreed
upon market price for its scrap netal. W recommend the
Departnment of Adm nistrative Services ensure contractors
provi de docunentation to validate the price paid.

In Qobservation No. 3 on Page 14, we found recycling
cont ai ner pi ckups may have occurred too frequently in
sonme | ocations. We recomend the Departnent of
Adm ni strative Services regularly review pickup
frequencies for State recycling containers.

(bservation No. 4, at the top of Page 15, discusses
the lack of policies and procedures regarding
saf eguardi ng, handling, and disposition of the State's
recycl abl e assets. W observed at one | ocation scrap
nmetal was |eft unsecured beside a building. W also
observed State Agencies with unsecured recycling
containers allow ng for possible unauthorized dunpi ng of
househol d waste or theft of recyclables. W recommend
t he Departnment of Adm nistrative Services devel op and
adopt written policies and procedures governing

recycling and scrap -- and safeguarding scrap nmateri al s.
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(bservation No. 5 on Page 16 discusses the need to
revise the State's annual recycling waste report form
used by State Agencies to report materials recycled. W
al so recommended changi ng the way single stream
recyclables are reported to avoid a |level of detail that
provides little benefit to the State.

In Qobservation No. 6 on Page 17 and Observation
No. 7 on Page 18 we found the State nay have
opportunities to restructure the terns of sone of their
recycling contracts to reduce costs and increase revenue
to the State. As noted earlier under current single
stream contracts, the State pays to have contai ners
haul ed but receives no rebates or revenue for the
recyclables within the container. W found one
muni ci pality that successfully negotiated a single
stream contract that elimnated pickup fees and al so
shared revenue between the contractor and the
muni ci pality when the narket rate went above a certain
threshol d. We recomrend the Departnent of Adm nistrative
Services evaluates its contracts for potential savings.

Qur | ast Cbservation No. 8 is on Page 19. W
reconmend the Liquor Comm ssion coordinate with the
Departnment of Adm nistrative Services to ensure
recycling contractors send invoices and remt revenue
directly to the Liquor Conmi ssion as required by law. W
al so recomend the Liquor Conm ssion explore contracting
opportunities with their transportati on and warehouse
provi der to save noney on pickup fees and contai ner
rentals while potentially earning increased revenue.

On Page 23, we present our other issues and
concerns section. W found approxi mately two-thirds of
the State Agencies required to submt recycling reports
to the Departnent of Adm nistrative Services actually
did so. Sonme of the non-reporting agencies disagreed
they were subject to the recycling requirenents because
t hey were independent authorities or colleges. The

Legi slature may wi sh to consider clarifying RSA 9-Cto
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specifically include i ndependent authorities, the
University System if that is the intent of the Chapter.

I would also like to call your attention to the
t hree appendi ces contained in the back of the report.
Appendi x A is our Objectives, Scope, and Met hodol ogy,
Appendi x B is the Departnment of Admi nistrative Services
Agency's Response, and Appendix C is the Agency Survey.

M. Chairman, this concludes ny prepared renarks.
I'"d be happy to answer any questions.

CHAI RMAN KURK: Representative Qber.

REP. OBER: Thank you, M. Chairman.

CHAI RVAN KURK: Thank you, sir.

REP. OBER: | actually have several questions. M ke,
hi ndsi ght is such a wonderful thing. | wsh | had this
docunment when the DAS budget was in front of Division I
because | think we would have taken a slightly different
action. As | recall, you have one part-tinme person to be
paid fromthis fund in the budget. AmI| correct; right?

M CHAEL CONNOR, Deputy Comm ssioner, Departnent of
Admi nistrative Services: Yes, that is correct.

REP. OBER: But, in actuality, reading the audit,
which is where the hindsight cones in, you have enough
nmoney in this fund to actually fund a full-tine person;
is that correct?

MR. CONNOR: Yes, that's correct.

REP. OBER: Fi nance Madam Chai rnman, | hope you will
t hi nk about that because | think that would alleviate
the ability to answer several things. Geat. She and
are on the sane |ine.
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So | want to go to Page 16, if | could, of your
report, and it's tal king about the reports. |Is any of
that conputerized or is that a hand cal cul ation for
every agency?

MR. CLINCH That is a formthat's avail able on the
website, on the Departnment of Administrative Services
website that's conpleted by hand and manual |y
cal cul at ed

REP. OBER: Okay. Thank you. If | could have
anot her follow up question if I may?

CHAI RVAN KURK:  You may.

REP. OBER. On Page 17, in the mddle of the second
paragraph, the State paid a fixed price to have
contai ners picked up but received no rebates for the
recyclables within the container. Is that nornal ?
Because | believe Hudson gets sone rebates with our
singl e streamrecycling?

MR. CLINCH | think based on the experience of one
of the State's nunicipalities that there could be sone
revenue that could be generated from single stream
recycl abl es.

REP. OBER: Okay. Thank you. And further down, if |
could, in Cbservation 6. Two State Liquor Stores
| ocated on 1-93, however, receive no rebate fromthe
cardboard and two 42-cubic yard containers and pay a 75
per nmonth container rental fee, plus $130 for each haul
Is that normal for the other cardboard recycling that we
do?

MR, CLINCH | don't believe it is. The other
cardboard recycling, in sone instances the cardboard is
given a rebate by the recycler and the hauling fees are
generally included in that or offset by the recycling
rebat e.
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REP. OBER: If | could continue, M. Chairman?

CHAI RMVAN KURK: Anot her questi on.

REP. OBER: Do we need | egislative action on the
Li quor issues? Because this cones up not only here but
on Page 19 in QOobservation 9 where the Liquor Conmm ssion
is not -- their Observation 8, not in concurrence; and
yet, we thought the Liquor Conm ssion was supposed to be
payi ng 100% of their own expenses. Does that require
| egi slative action to change, M ke, do you think?

MR. CONNOR: | don't believe it requires any
| egi slative action. W interpreted and so did Liquor
that the funds woul d cone out of the recycling fund to
pay for that. And as part of the audit we were corrected
that the legislation was clear that Liquor was to pay

for that. So we'll be in the process of having them pay
by July 1°' for those services. | think it may be
beneficial because | think they'll have a nore vested

interest if they are paying for it as opposed to
recycling fund. So it's really msinterpretation on our
part so we concur with that finding.

REP. OBER: Okay. And, finally, I know we're a snall
Branch and the Executive Branch is a small branch, but I
| ook at that Table 4, is the Leg. Branch and the
Executi ve Branch recycling? There's a whol e bunch under
O her in Table 4 which is on Page 8.

MR. CLINCH The Legislative Branch is not included
in Table 4. Because the LBA is part of the Legislative
Branch, we chose not to exam ne what the Legislative
Branch did with their recycling due to independence
issues. | could tell you that the other category there
reflects the Adjutant General's Departnent, the
Departnment of Environnental Services and Fish and Gane.
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REP. OBER So could | ask one | ast question of M.
Pattison?

CHAI RVAN KURK: Sur e.

REP. OBER: M. Pattison, just for the Commttee,
woul d you find out? | know we recycle at |east bottles
and cans. WIIl you find out where that revenue goes j ust
out of curiosity for us? It is not part of this audit
but --

MR. PATTISON: | will do that.

REP. OBER: Thank you. Thank you, M. Chairman

CHAI RMAN KURK: You'll include paper in that, also?

MR. PATTISON: | will.

CHAI RMAN KURK: Thank you. | do have a question.
There are Tables 1 through 5 on Pages 7 through 9. The
first questionis in Table 2 -- sorry -- Table 4,

Adm ni strative Services accounts for 5.6% of the revenue
that goes into the recycling fund, | guess. And then on
Table 5 it gets 44.4% of the rebates. Wy is

there -- why are they such a small portion of the

revenues and such a large portion of the rebates? Do
t hey know sonet hi ng that other Agencies don't know?

MR, CLINCH | think that's a function of what type
of material is being recycled. In Table 4 we tal k about

revenues. So that -- that's things |ike scrap netal,
el ectronic waste, oil, those types of things. And the
adm ni strative -- Departnent of Adm nistrative Services

recycles relatively little anmount of that conpared to
the paper that's shown in Table 5. Rebates are generated
fromthe recycling of paper and the Departnent of

Adm ni strative Services handles a |lot of that for other
St at e Agenci es.
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CHAI RMAN KURK:  That perhaps |leads to the answer to
ny next question. Wiy is the fund building up if, in
fact, rebates are being given to the Agencies based on
some action on their part?

MR. CONNOR: The rebates should be coming to the
fund. They shouldn't be going to the Agency. By |aw, any
rebates shoul d be going back to this recycling fund.

CHAI RMAN KURK: |I'm sorry, then | m sunderstood
that. What is purpose of the fund?

MR. CONNOR: Purpose of the fund is to encourage
recycling and to use those funds to encourage nore
recycling activities throughout the state.

CHAI RVAN KURK: Then why is there noney in the fund?

MR. CONNOR: There's noney in the fund because the
inconme is -- well, we have been w se in using noney. But
our inconme has exceeded our expenses to put that process
in place.

CHAI RMAN KURK: But if the purpose of the fund is
to, in effect, regenerate nore recycling --

MR. CONNOR: Sure.

CHAI RVAN KURK: -- shoul dn't you have your
expendi tures increase nore significantly?

MR. CONNOR: No, just the opposite. | would hope as
we get better we'll have better -- we'll be nore
efficient and nore rebates and be nore profitable.

REP. OBER | would | ook at the other way maybe we
need sonme Leg. action to take when it gets to a certain
poi nt and give that to the General Fund.
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CHAI RVAN KURK: Wbul d you not copy -- consi der
copying the Lottery and providing an incentive to
Agencies to recycle by sharing the profits, if that's
the right word, fromthe fund with the Agencies in
proportion to their contribution to the fund?

MR. CONNOR: We do provide sonmewhat of an incentive
now. Basically, we pay through this revol ving account
for any recycling. But any costs to -- to go to the
landfill for trash we require the State Agencies to pay
for. So we encourage themto recycle. Hence, we'll
provide themw th containers. W'l| pay to recycle. But
if they choose to go to the trash, it's on them So
there is sone type of incentive now for themto do that.
If we were able to have a position we could be a little
nore proactive, work with the Agencies and do a little
mar keti ng per se, which is what we'd |ike to do. So we
do believe there is an incentive currently.

CHAI RMAN KURK: | think, Representative Qober, you're
correct. This needs sone |egislative attention. Senator
Forrester.

SEN. FORRESTER: Thank you for the presentation. On
Table 1, Page 7, it looks Iike the expenditures are
going up and the revenues are going down. Wiy is there
such a junp in expenditures?

MR. CONNOR: The expenditures are goi ng up because

we're -- as we expand throughout the state and expand
the program we're able to take -- help nore Agencies.
W were -- since the beginning we were able to put a

coupl e processes in place at the Sununu Center. W have
a recycling programthere now that we partially help pay
for. At the New Hanpshire Hospital we do a | ot of
recycling there, too. So we are paying for that now
which is reflected in expenses. As we expand throughout
the state -- when we first started this, it was only
Concord area and it was tough to get conpanies in order

to provide that service. As we pushed out throughout the
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state, which is our goal, we expect the expenditures to
go up as we expand recycling wherever we can.

CHAI RVAN KURK: Fol | ow up.

SEN. FORRESTER: And then the explanation for why
the revenues | ook like they' re trendi ng down.

MR. CONNOR: Well, the revenues are -- basically
come fromany types of recyclables that we're able to

do. | don't know why it's trending down. It basically
depends on sonme of the Agencies in particular. | think
90% of our inconme cones from DOT and the guardrail that
we recycle. So a |ot depends on that. 1'd be venturing a

guess as to why that nmay be goi ng down.

CHAI RVAN KURK: | can share a little bit. Qur town
does recycling and our fell ow who nanages that is
telling us that he's getting al nost nothing for
cardboard and paper. In other words, the prices
fluctuate. So even though your expenditures are going up
because the programis expandi ng, your revenue coul d
si mul taneously be dropping if prices for scrap and ot her
recycl abl es was al so goi ng down.

MR. CONNOR: That's true. W are very dependent on
the market. China has been a mmjor driver so that
affects what we get for revenues, too.

CHAI RMAN KURK: Senator Little.

SEN. LITTLE: Thank you, M. Chairman. I|s
there -- is it possible to have an efficiency rating on
a Departnent's recycling activity? And, if so, do we
have one? Do we know whi ch departnments are doing the
best job? There are going to be variations Depart nent
to Departnent. For instance, one that creates a | ot of
scrap nmetal and the higher value could appear froma
dol I ar value only be doing a better job where, in fact,
an agency that sinply has a culture of recycling, strong
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culture of recycling mght have a higher efficiency
overall. So is it possible to have an efficiency rating
and do we have it?

MR. CONNOR: It would be possible. Again, the |ack
of resources, it's pretty difficult to be able to put
those netrics in place, and it's tough, in order to
actually get the information fromvendors. A |ot of
t hese vendors, they don't weigh. They do what's
basically called a mlk run. They go fromlocation to
| ocation. So they're not weighing each |ocation. So we
have to get approxi mate wei ghts and we have to depend on
the Agencies to provide us that information. So it's
only as accurate as the effort that they put into that
and having a person to followup, see if they get those
metrics. Yes, we could certainly do that and that is
something we'd like to be able to do.

CHAI RMAN KURK: Is it your intention to stop the
programif it turns out its uneconom c?

MR. CONNOR: No. | nean, we have to stay -- we have
to be self-sufficient. So | would ook to find other

efficiencies. | don't see that as happening. | think
needs to be nore aggressive. | think there's a lot nore
potential. | think there's a lot nore roomfor us to

gain efficiency, especially if we have staff that wll
receive that program and be proactive instead of
reactive. But | don't see this -- | see this as
expanding it. In the area of construction debris
recycling, we are close to 99% W nade sone nwmj or
advancenents here in the |ast seven years. |'mvery
proud of what we have been able to acconplish, and the
hard work that our fol ks have done, especially where we
have no dedi cated resources to this program | think,
you know, there's a |lot nore potential as we go forward.

CHAI RMAN KURK: Thank you. Further questions? There
bei ng none, Chair recogni zes Representative Urberger for
a notion.
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**  REP. UMBERCGER Yes. | nove that we accept the report on the
recycling program that we place it on file and release it in
t he usual manner.

REP. OBER: Second.

CHAI RMAN KURK: Senator Little seconds the notion.

SEN. LITTLE: Yes. Discussion? There bei ng none, you
ready for the question? Al those in favor, please
i ndi cate by saying aye? Qpposed? The ayes have it and
the notion is adopted.

*** [ MOTI ON ADOPTED}

CHAI RVAN KURK: W now turn to the last audit,
Board of Pharmacy. M. Smith. Gentlenen, thank you.

MR. SM TH: Thank you, M. Chairman. CQur |ast audit
for this norning is inspections by the Board of
Pharmacy. Presenting the audit for our office will be
Jay Henry. And also joining us fromthe Board is Hel en
Pervanas, as well as Margaret difford.

HELEN PERVANAS, Board Menber, Secretary, Board of
Phar macy: Good afternoon.

CHAI RVAN KURK: Good afternoon.

JAY HENRY, Senior Audit Manager, Audit D vision,
Ofice of Legislative Budget Assistant: Good afternoon.
For the record, ny nane is Jay Henry, and |I'ma Seni or
Audit Manager with the LBA Audit Division. |I'm
presenting our performance audit of Board of Pharmacy
I nspections for State Fiscal Years 2013 and ' 14.

The purpose of our audit was to determne if the
Board was efficiently and effectively inspecting

facilities and practitioners.
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Page 1 contains our Executive Summary and Page 3
contai ns our Recommendation Summary. Qur ability to
assess the efficiency and effectiveness of the
i nspections was hanpered by the Board's inadequate
Managenent controls and unreliable data, which is
docunmented in our ten Observations. The Board fully
concurs with nine reconmendations and partly concurs
wi th another, which may require | egislative action.

Starting on Page 5, we provide background on the
Board and its inspections. Figure 1 on Page 6 shows the
staffing as of July 2014. The Board | ost one part-tine
and one full-tinme inspector position in State Fiscal
Year 2012 which was subsequently added back in
January 2014. As a result, the Board had historically
| ow nunber of inspectors and conducted fewer inspections
during our audit period. In addition, the Executive
Secretary position has been vacant for over a year and
has recently been revised to becone responsible for al
of the Board operations, including inspections.

Table 1 on Page 7 shows the Board has -- had
i censed 7,745 professionals and facilities. Table 2 on
Page 9 shows the nunber and types of inspections
conducted during the audit period. The Board inspects
in-state facilities, such as retail pharmacies, health
clinics, and hospital pharmacies. In addition, State Law
requires the Board to inspect certain occupations, such
as doctors, dentists, and veterinarians.

On Page 11 we discuss the risk posed by inadequate
i nspections of small-scale drug conmpounding facilities
and the 60 deaths caused by a Massachusetts conpound
facility in 2012. In response, New Hanpshire Board of
Pharmacy reevaluated its inspection practices and
i nspection procedures for sterile and non-sterile
conpounding facilities. And our first five Cbservations
deal with the Board's policies, procedures, and rules.
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Starting on Page 13 in our first Observation, we
reconmend the Board adopt simlar kinds of procedure
rules for each type of inspection.

In Qobservation No. 2 on Page 15, we found
i nspectors used an outdated policy manual which | acked
conpr ehensi ve policies and procedures for conducting
i nspections, issuing violations, and identifying
potential conflicts of interest.

Starting on Page 17, in Cbservations 3 and 4, we
found the Board's inspection forns did not reflect al
required laws and rules and that its violation notice
shoul d be established in rule.

In Qobservation No. 5 on Page 21, we found the Board
collected over 1.2 mllion in excess revenue over the
past five State Fiscal Years as shown in Table 5 on Page
22. The Legislature requires the Board to collect at
| east 125%of its direct costs based on a footnote in
its budget -- in its operating budget. W do acknow edge
that the budget reductions can be ordered as part of the
budget process or after the budget has been approved.
Fees, however, are established in rule, thereby making
it nmore difficult to change because of the rul enaking
pr ocess.

The Board al so nentions that Executive Orders have
frozen the Board's ability to spend funds, thereby
i ncreasi ng excess revenue. W recommend the Board
periodically review and adjust its fee and to ensure
that it's charging a fair anobunt to adm nister the
Boar d.

Board Operations is the focus of the last five
observations. Starting on Page 23 with Qobservation No.
6, we found the Board needs to establish performance
goal s and neasurenents to support the Board's mssion to
protect the public.
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In Observation No. 7 on Page 24, we found the
ACCESS dat abases used to track inspections are not
accurate and, therefore, not reliable. This is an
Qbservation simlar to one we nmade in our 2008 financi al
audit. Additionally, the Board needs a better systemto
identify and track practitioners |icensed by other
boards which it is required to inspect.

Starting on Page 26 in Cbservation No. 8, we
recomrend the Board devel op procedures to better track
violations related to individual pharnacists,

i nspections focused on pharmacies and typically only
hol d t he pharnmaci st in-charge responsible for
vi ol ati ons.

Starting on Page 27 in Cbservation No. 9, we found
the Board did not have a process to ensure its 1,900
out-of-state licensees received simlar inspections to
t hose conducted on New Hanpshire-based entities. There
i s some question whether out-of-state |licensees are
within the jurisdiction of the Board inspection
requi rements based on statutory | anguage and
interpretation by the Joint Legislative Cormittee on
Adm nistrative Rules.

In our |ast Qbservation on Page 30, we recommend
t he Board consi der devel opi ng an inspection schedul e
that is based on findings fromprior inspections that
i ndi cate ri sk.

Appendi x A provides details on our nethodol ogy.
Appendix Bis the Board' s letter to the Fiscal
Comm ttee. And Appendi x C presents the status of our
prior 2008 financial audit related to this audit. And,
lastly, 1'd like to thank the Board and the inspectors
for their cooperation through the whole audit process
and be happy to answer any questions the Conm ttee has
at this tine,
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CHAI RVAN KURK: | have one but it's not of you. It's
of the Board Menber. So, perhaps, we can hear their
comrents or remarks and then ask questions afterwards.

HELEN PERVANAS, Commi ssi oner, Board of Pharmacy:
Absol utely. Thank you very much. M nane is Hel en
Pervanas, Commissioner. | do want to thank the auditors
for all of their hard work. | know they spent a great
deal of time and | think they were very thorough and
really pointed out some areas that we really do need to
wor k on and i nprove.

| also want to extend ny thanks to the Conpliance
Departnent. Peg has done an enornous anount of work,
especially with the fact that, you know, we were really
short on our Conpliance Departnent and has really done
an incredible ambunt of work, and I know that she wll
going forward will definitely work on all of these
deficiencies and bring us up to par.

One of the things I want to note is that we have
been struggling quite a bit as a Board being w thout an
Executive Secretary for about a year and a half. And we
have, as a Board, and all the enpl oyees at the Board
have picked up a lot of that work, nore than probably a
Board Menber or Board Menbers woul d because of that
deficiency. So | think that once we do have that person
on Board, which we are in the hiring process right now,
that will bring us up to par. And | think we'll work
nore efficiently as a Board. Thank you.

CHAI RMAN KURK: Thank you. I'd like to refer you to
Appendi x C, which shows the status of prior audit
findings, the prior audit having been done in 2008.

MS. PERVANAS:  Hm hum

CHAI RMAN KURK: Item 7 and 8 are still totally
unresol ved. And as we just heard, simlar findings were

made in this audit. Can you assure us by the end of next
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year, in other words, by July 1%, 2016, that 7 and 8
will be resolved? If there were to be another audit at
that tinme, there would be three black dots rather than
three white dots --

MS. PERVANAS:  Hm hum

CHAI RMAN KURK: -- after each of those itens. You
fol ks have an extraordinarily inportant responsibility
to assure safety in the state for pharmaci es and peopl e
who use them forgetting about conpoundi ng pharnaci es,
and this is not a situation that should continue
unabat ed. Inspecting pharmacies, doing it on risk-based
approach, et cetera, is essential. And, frankly,
al though I'"'m sure in the budget process other issues
will arise, you're collecting nore in revenue than is
necessary to neet the 125%test. So that there is noney
in your organization to pay for whatever is necessary in
terns of personnel, consultants, whatever it is to get
this job done. Can you give us an assurance that this
wi |l be acconplished over the next year and that we are
not going to see these three white dots on 7 and
8 -- items nunber 7 and 8 in the future?

M5. PERVANAS: Yes, |'Il let Peg speak on that.

MARGARET CLI FFORD, Chief Conpliance | nvestigator,
Board of Pharmacy: W did actually take sone effort to
resolve sone of these, but in particular with item
nunber eight, at the tinme of the fiscal audit, financial
audit, we were getting ready to nove to an on-line
i censing systemand that on-line licensing systemwas
going to incorporate a new i nspecti on database. W had
difficulties with the system and we backed out of that
system And so we -- we had switched over to a new
systemthat was nore reliable, but we have reverted back
to our old inspection database. And the problemwth
that is it's an ACCESS dat abase which is no | onger
supported by Dol T. So when we have trouble if there

isn't sonebody that can help us fix it so we're relying
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on in-house staff who know very little about technol ogy
to do that. W are scheduled to go back on to an on-line
licensing system and |'msure you' re probably all aware
of the nerger if the Governor's Budget passes, all of

t he individual boards, the staff will be united into one
group. W'll becone as of July 1% the Ofice of

Prof essi onal Licensing. And so we'll be noving into a
new system and as bei ng a whol e one Depart nent

the -- sone of the data that we're lacking on |icensees
will all be in one Departnent so | think we'll see sone
hel p there.

And as far as the scope for the inspectiona
efforts, we as a result of the financial audit, there
were sonme questions as to how we were billing the other
departnments that we were conducting inspections for, and
we didn't have at that tine MOUs with those
departnments. After the audit, we did establish MU s
with each of the departnents; but then in the budget
cuts for 2012, the other departnments stopped payi ng us.
And | believe we were here -- sonmebody was here after
that and there was a change to the RSA that they no
| onger pay us for those services. So | don't know how
that works, but I think with the nmerger and being, you
know, a | arger department, | believe that we will have
all of these issues resolved. And I do know that we w ||
be audited in '17 because that's when the Prescription
Drug Monitoring Programis scheduled for an audit. So we
will definitely make sure that we have those statuses
done in anticipation of that audit.

CHAI RMAN KURK: Thank you very nuch. That's good to

hear .
REP. OBER: M. Chair man.

CHAI RMAN KURK: Representative Qber.

REP. OBER: The Anerican phil osopher who said even

if you re on the right track you'll get run over if you
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just sit there. On Page 9 of this audit their ACCESS
dat abase was made in 1998. M crosoft no | onger supports
that version of the software. It's not just a matter of
our I T Departnment. You have to do upgrades to stay

sem -current which clearly didn't get done, so. And you
are part of the new Joint Board, aren't you?

M5. CLI FFORD: Yes.

CHAI RMAN KURK: Further questions? There being

none, Chair recogni zes Representative Unberger for a
noti on.

REP. OBER: And I'lIl second it when she reads it.

CHAl RVAN KURK: Unl ess Senator Little --

SEN. LITTLE: |1'd love to second it.

** REP. UMBERCGER: Thank you, M. Chairman. | nove that we

accept the report, place on file and release in the usual manner
the audit of the Board of Pharnacy.

SEN. LITTLE: | second that.

CHAI RMAN KURK: It's been noved and seconded t hat
the report be so treated. Di scussion? There bei ng none,
you ready for the question? Al those in favor indicate

by sayi ng aye? Opposed? The ayes have it and the
notion i s adopted.

***x {MOTI ON ADOPTED}

CHAI RMAN KURK: Thank you all very nuch. W
appreciate this.

M5. PERVANAS: Thank you.

MR. HENRY: Thank you.
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MR. SM TH: Thank you

CHAI RMAN KURK: The next neeting of the Fiscal
Committee will be June 26'", that's a Friday, 2015, at
10 o'clock in this room M. Pattison, is there any
ot her business to cone before us?

MR. MEYERS: Nothing that |I'm aware of.

CHAI RVAN KURK: That being the case, we stand
adj our ned.

(Adj ourned at 12:14 p.m)
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