JO NT FI SCAL COW TTEE

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

Friday, February 1, 2013

VEMVBERS PRESENT:

Rep. Mary Jane Wal |l ner (Chair)
Rep. G ndy Rosenwal d

Rep. Peter Lei shman

Rep. Ken Wyl er

Rep. Dan Eat on

Sen. Chuck Morse

Sen. Bob del |

Sen. Jeanie Forrester

Sen. Donna Soucy

Sen. Andrew Sanborn

(Convened at 10:06 a.m)

(1) Acceptance of Mnutes of the Decenber 21, 2012
Meet i ng.

CcHAl RWOVAN WALLNER: 1'Il call the Fiscal Commttee --
is this on? I|t's never on.

REP. EATON: Flip the button.

CHAl RWOVAN WALLNER: Ckay. There it is. Call the Fiscal
Committee to order, and we'll start with acceptance of the
m nutes fromthe Decenber 21°' neeting.

*x REP. EATON. So nove.

CHAl RAMOVAN WALLNER: Do | hear a second?

SEN. MORSE: Second.

CHAl RWOVAN WALLNER: Representative Eaton noved and
Senat or Morse seconded the approval of the mnutes of the




Decenber 21°' neeting. W have O d Business.

REP. WEYLER: Want to vote?

CHAl RWOVAN WALLNER: Ch, I'msorry. Let's vote. Ckay.
Al in favor? Ckay.

**x  {MOTI ON ADOPTED}

(2) A d Busi ness:

CHAl RWOVAN WALLNER:  Hum -- A d Busi ness. W have one
itemon the table. Do | hear any --

CONSENT CALENDAR

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

CHAl RWOVAN WALLNER: Move on to Tab 3 which is a
consent. |Is there anything that anyone would |like to take
of f the Consent Cal endar?

* * SEN. MORSE: I'll nove it.
REP. EATON: Second.
CHAl RWOVAN WALLNER: Senat or Morse npoved t he Consent

Cal endar, and Representative Eaton seconded. Al in favor?
Any opposed?

**x  {MOTI ON ADOPTED}

(4) RSA 9:16-c Transfer of Federal G ant Funds:

CHAl RWOVAN WVALLNER: Tab 4 is al so a Consent Cal endar.
Do | hear -- would anyone like to take anything off the
Consent Cal endar ?
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*x REP. EATON: Move it.

CHAI RWOVAN WALLNER: Representative Eaton noves.

REP. ROSENWALD: Second.

CHAI RMOVAN WALLNER: And Representative Rosenwal d
seconds. Any discussion? All in favor? Any opposed?

*HE { MOTI ON ADOPTED}

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

CHAl RAMOVAN WALLNER: Tab 5. Consent Cal endar. Wul d
anyone like to renove sonething fromthat? Representative
-- Senator Morse.

SEN. MORSE: Renove item nunber 13-040.

CHAl RWOVAN WALLNER: Senator Mdrse wants to renpve item
13-040, Public Uilities Conmi ssion item And any other --
any other itenms to cone off that?

*x REP. EATON. Move Consent Cal endar with exception of
13- 040.

CHAl RWOVAN WALLNER: Representative Eaton noved Consent
Cal endar .

REP. WEYLER: Let ne check.

CHAl RWOVAN WALLNER:  Sorry.

REP. Weyler: | got themall nunbered. Here it is.

JOINT FISCAL COMMITTEE

February 1, 2013



kay.

CHAl RWOVAN WALLNER: Representative Eaton noved the
Consent Cal endar and Senator Mrse seconded. Al in favor?
Any opposed?

***x  {MOTI ON ADOPTED}

CHAIl RAMOVAN WALLNER:  We wi || now take up item 13-040,
the Public Uilities Comm ssion. Yes, Senator Morse.

* % SEN. MORSE: | nove to table.

CHAl RWOVAN WALLNER: Senat or Morse npbves to table.

REP. WEYLER Second.

CHAl RWOVAN WALLNER: Do we have a second?

REP. WEYLER: Second.

CHAl RWOVAN WALLNER:  All in favor? The item has been
t abl ed.

***  {MOTI ON ADOPTED}

AMY | GNATIUS, Chairman, Public Utilities Conm ssion:
Al right. May | ask a question? Just for the future, ny
nane is Any Ignatius. |'mthe Chairman of the Public
Uilities Comm ssion. If there's any information that would
be useful to the Commttee's understanding so that it can
be taken off the table we woul d, of course, want to bring
that to you. So if either today or in the future a phone
call, anything you'd like to share with ne that | can
produce for you, please, we are happy to help.

cHAl RWOVAN WALLNER: W Il be on the table and we can
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take it up at the next neeting. Ckay. Thank you.

M5. | GNATI US: Ckay.

(6) RSA 124:15 Positions Restricted:

CHAI RMOVAN WALLNER: Item nunber 6 is positions
restricted. Consent item Wuld anyone |ike to have a
di scussion of this one? Yes.

REP. WEYLER Yes, |I'd like to have a discussion.

CHAI RMOVAN WALLNER: Ckay. This is the Departnent of
Justice. Is there sonmeone fromthe Departnment of Justice?

ANNE RI CE, Deputy Attorney Ceneral, Departnent of
Justice: Good norning, Madam Chair, Menbers of the
Committee. I"mAnne Rice. |'mthe Deputy Attorney General
and with ne is Rosemary Faretra who's the Director of
Adm ni strati on.

REP. WEYLER: Thank you, Madam Chair. Last neeting we
di scussed this itemand we were reluctant to add new
positions until we see the new budget and see what we have
avai |l abl e for spending, because we felt that within
avai l able staff its mssion could be acconplished. W
approved all the funds but not the positions. | would |ike
us to stay with that original position. And | didn't
realize this was com ng back because | thought we settled
it last neeting.

M5. RICE: That was not ny understandi ng. My
understanding was that it was tabled so that it woul d be
brought back up -- excuse ne -- at the first neeting of the
Fi scal Conmittee for this biennium so.

REP. WEYLER: Excuse ne. It was not tabled. It was
passed.
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M5. RICE: My understanding was that the item nunber
two was tabled which is the positions.

CHAl RWOVAN WALLNER: Yes.

REP. WEYLER: There was no expectation it would cone

back.

CHAl RMOVAN WALLNER: | believe it was on the table and
because we reached the end of the year all those itens that
were on the table are no |onger on the table. So it did not
have to conme off. It was in the Decenber neeting renoved
fromthe table. It's taken off. Is that the correct --

JEFFRY PATTI SON, Legi sl ative Budget Assistant, Ofice

of Legislative Budget Assistant: Yes, that's correct.

CHAl RWOVAN WALLNER: Ckay. Rep -- Senator Morse.

SEN. MORSE: |I'mgoing to be a Representative by the
end of the neeting.

CHAl RMOVAN WALLNER: | know. I'msorry. W wel cone you

SEN. MORSE: Can you just explain the process that this
has been through since last fall?

M5. RICE: Sure, |I'd be glad to. Wen the nortgage
settlement was approved, the Executive Council took a great
and active interest in the noney in howit was going to be
expended. So we worked very closely with the Executive
Council on a plan and that's why it went to the Executive
Council first because they had been so actively involved in
t he planning of how to spend the noney. So they have
approved -- they have approved the contracts that are being
-- that have been entered into with the | egal services and
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wi th New Hanpshire Housi ng Fi nance Authority and those are
ongoi ng. They have al so approved, as | understand it, the
noney for the positions; is that correct?

M5. FARETRA: The funding is in the accounts, but we
have no positions to put in there, so.

M5. RICE: So the approval from Governor and Counci
has happened. And we canme before this Commttee |ast nonth
for approval of the expenditure for the contracts and al so
t he approval of the establishnent of the new positions. As
I understood it, the approval was given for the contracts,
the noney for the contracts, but the positions were tabl ed.
So now we are here again asking that we get approval for
t he establishnent of the positions for which there is ful
funding for through the nortgage settlenent noney. Does
t hat answer your question?

SEN. MORSE: Yes. And I'mjust trying to clarify for
everyone. Basically, there were two parts to your |ast
request. The part that award grants to organizations we
approved. The others we said we were going to hold up jobs
till the budget was devel oped. That nunber is $500, 0007

M5. RICE: Yes, 500 a year. Nowwe -- it's -- that's
what the request is for. We would use far | ess than that
because we are so far into the year now. And it's been
included in the budget for the upcom ng biennium

SEN. MORSE: Ckay. | guess our question is on that
noney that is in that contract, in that arrangenent that
was made, can that noney be noved at all out of the
Departnment of Justice?

M5. RICE: No, it cannot.

*x REP. EATON: Mve approval
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SEN. MORSE: | think we'd |i ke to caucus.

M5. RICE: If | can explain. The court order provides
that it needs to be expended for nortgage related -- excuse
me -- financial fraud investigations, nortgage rel ated
consuner relief through the discretion of the Attorney
CGeneral. So that's the way that the court order settlenent
i s ordered.

CHAl RMOVAN WALLNER: Yes, Senator Forrester.

SEN. FORRESTER: Thank you. Once the funding is -- runs
out, how are the positions sustained?

M5. RICE: The funding is for four years. And after
that it is our expectation that having this kind of a
unit -- excuse nme -- will allow us to take on sonme -- sone
i nvestigations and prosecutions of mgjor institutions and
for which we can get investigative costs and prosecution
costs if we were to prevail. It also will allowus to join
in and participate, actively participate in nmulti-state
i nvestigations and prosecutions, things |like the nortgage
settlement. When a state is able to actively involve --
i nvol ve thenselves in that, they get over and above
what ever the settlenent anount is an additional anmount of
noney awarded for their active participationin it. So we
woul d see this as a revenue builder in ternms of an ability
to pursue additional noney for the Departnment. And we woul d
hope that that would fully fund these positions. | can't
guarantee they will be fully funded, but we certainly
expect that this will be a revenue generator

CHAI RWOVAN WALLNER: Any further questions?

SEN. CDELL: Question
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CHAl RWOVAN WALLNER: Yes, Senator del l.

SEN. ODELL: Thank you. |I'mnot sure how exactly to ask
this question; but if |I was a typical New Hanpshire banker,
nodest size in the State of New Hanpshire, would | be
concerned that this noney is going to be used, in a sense,
to go after me versus what | |look at is Bank of America and
Countrywi de which seens to have the worst reputation, and
some of the other national organizations. W all sit here
and know our | ocal bankers and I must say | don't know any
of them have been identified as having been abuses of the
| aw or ethical inproprieties or whatever. Wuld | be
fearful that 1'mgoing to be | ooked at, prosecuted, chased
unnecessarily and maybe unfairly because of this $500, 000
is going to be used each year?

M5. RICE: Well, unless -- unless a bank is engaging in
fraudul ent conduct, no. | don't think there's any worry
about that at all. W have a Banki ng Departnment now that

regul ates the banks, and we would work closely with the
Banki ng Departnent in this. And if they see evidence that
t hey think goes beyond their authority, then it would be
referred to our Departnent. But certainly, as | said, if
you're a local bank and you're not engaged in fraudul ent
ki nds of behavior then no. No.

SEN. ODELL: Fol | ow up.

CHAl RWOVAN WALLNER: Yes.

SEN. ODELL: | appreciate that. So there would be a
triggering event through the Banking Departnent before it
comes to the AGs Ofice to pursue this.

M5. RICE: | think typically the way these things would
come to us is through the regulatory agency. That's often
the way that we woul d hear of cases |like this. Were the
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regul atory agency has informati on about activities that may
be beyond the -- their ability to enforce under the
regulatory laws so they would refer to us. There needs to
be cl ose coordinati on between the agencies, the Banking
Departnent, the Insurance Departnent, the Securities
Regul ati ons Bureau, and we are working on that now.

SEN. ODELL: Final follow up.

CHAl RWOVAN WALLNER: Yes.

SEN. ODELL: Thank you. When you responded to Senat or
Forrester's question, and | have sone interest in state
revenues, but |'ve never thought of prosecution as a form
of revenue generation for the State Governnent. |s that
what you're -- did | hear you clearly on that?

M5. RICE: Well, it does generate revenue. |If you | ook
at the nortgage settlenent itself, we got a settlenment out
of that. And, you know, the State does get sone revenue
fromthat. | certainly don't see prosecution as the purpose
behi nd prosecution is to generate revenue. Absolutely not.
What | neant to say was that if we are successful in
i dentifying people who are engaging in financial fraud, not
only will there be a prosecution that results in whatever
t he appropriate sentence is, but those -- those
institutions should cover investigative costs that we
incur. There may be penalties that go to the General Fund.
So those kinds of things. It's not intended to be a noney
maker per se, and | apologize if | portrayed it that way.

SEN. ODELL: Thank you. Thank you, Madam Chair.

CHAl RWOVAN WALLNER: Yes.

SEN. SANBORN: Madam Chair, thank you. Ladies, thanks
so nmuch for com ng before us and kind of follow the sane
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line of Senator Odell. | guess |I'm concerned because | fee
t hat our Banki ng Departnent does an exceptionally good job
at regul ati ng our banks and where do you see their
deficiency of how they have al ways been able to operate and
regul ate that you feel the need for another specific

i nvestigative and prosecuti ng agency for |ack of a better
nane to now cone in, provide yet another |evel of

i nvestigation and prosecution if need be? Seens a bit
overstep for nme. | apol ogi ze.

M5. RICE: Well, that's fine. There -- a regulatory
agency and a prosecution agency have sort of different
functions. A regulatory agency | ooks at activities and if
there is no crimnal intent on the part of an institution
in ternms of, you know, there may be some activity that
appears to not be conpletely above board, but if there's
not a crimnal intent involved, that's left to the
regul atory agency.

SEN. SANBORN: Fol | ow-up, Madam Chair. | understand
that, ma'am But if they have found -- if they have found
irregularities in the past, they obviously need to
prosecute and they have done so without this agency in the
past. | understand the di fference between regul ati ng and
prosecuting fairly well.

M5. RICE: Ckay. Al right.

SEN. SANBORN: How have they been able to do the job
wi t hout this agency?

M5. RICE: Well, | have to tell you that we have a
nunber of cases in the Iine for our regulatory agencies
right now that they are |looking to us for assistance in
prosecuting, because they don't feel that they have the
enforcenent authority under their regulatory statutes. So
there is a line at which regulatory authority ends and we
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need to step in with prosecution.

SEN. SANBORN: Thank you, ma'am | appreciate that.
Thank you, Madam Chair.

CHAl RWOVAN WALLNER: Thank you. |'ve had a request that
we wait for a mnute for a caucus. So we'll be back in
five m nutes.

M5. RICE: Ckay.

CHAl RMOVAN WALLNER: Wl |, 10 mi nutes they said.

(Recess at 10:22 a.m)
(Reconvened at 10:24 a.m)

CHAI RWOVAN WALLNER: Getting back to order.

* % SEN. FORRESTER: Madam Chair, | nove to table.

CHAl RWOVAN WALLNER: Do | hear a second?

SEN. SANBORN: Second.

CHAl RAMOVAN WALLNER: Do we have --

REP. EATON: Ask for a roll call vote.

CcHAl RWOVAN WALLNER: Yes, roll call vote.

REP. WEYLER: Who is the second?

SEN. SANBORN: Sanbor n.

CHAl RWOVAN WALLNER: Sanborn. Senat or Sanbor n.
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VEYLER Al'l right. Roll call vote. Al right, I'm

r eady.

CHAl RAMOVAN WALLNER: Ckay.

REP.

VWEYLER Call you first?

CHAl RWOVAN WALLNER: First or last. | don't care.

REP.

VEYLER All right. Representative Rosenwal d on

the notion to table.

REP.

ROCSENVWALD: No.

REP.

VEYLER Representative Eaton.

. EATON: No.

REP

REP.

VEYLER Representative Lei shman.

REP.

LEI SHVAN: Yes.

REP.

VWEYLER Representative Wyl er votes yes.

Represent ati ve Wl | ner

CHAl RWOVAN VALLNER: No.

REP.

VEYLER: Senat or Mbrse.

. MORSE: Yes.

SEN

REP.

VEYLER: Senator Odell .

. CDELL: Yep.

SEN

REP.

VWEYLER Senat or Soucy.
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SEN. SOUCY: Yes.

REP. WEYLER: Senator Forrester.

SEN. FORRESTER: Yes.

REP. WEYLER: Senator Sanbor n.

SEN.  SANBCORN: Yes.

REP. WEYLER. Vote is 7 to 3, Madam Chair.

CHAl RWOVAN WALLNER: Thank you. The notion passes.

{ MOTI ON ADOPTED}
M5. RICE: Thank you.

RSA 14:30-a, VI, Fiscal Commttee Approval Required
For Acceptance and Expenditure of Funds Over $100, 000
From any Non-State Source and RSA 124: 15 Positions
Restri ct ed:

CHAI RMOVAN WALLNER: Thank you. Item 7, Consent

Cal endar. |Is there anyone who would |ike to renove anything
fromltem 7 Consent Cal endar?

REP. EATON: Move it.
SEN. MORSE: No.

CHAI RWOVAN WALLNER: Representative Eaton noves --

REP. ROSENWALD: Second.

CHAl RWOVAN WALLNER: -- Consent Cal endar.

Represent ati ve Rosenwal d seconds. Al in favor? Any
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opposed?
*** I MOTI ON ADOPTED}

(8) RSA 124:15 Positions Restricted and RSA 228: 12
Transfers from H ghway Surpl us Account:

CHAl RMOVAN WALLNER: Item 8 is positions restricted,

Departnent of Transportation, |tem 13-047.

** SEN. MORSE: Move to table.

CHAl RWOVAN WALLNER: Senat or Morse noves to table. Do |
hear a second?

SEN. ODELL: Second.

CHAl RWOVAN WALLNER: Senat or Morse npbves to table.
Senator Odell -- this is 8. Senator Odell npves to second.

"Il wait for Ken to catch-up with this here.

REP. WEYLER Okay. |I'msorry, this is done a little

differently. It's nore exact but |I'm having trouble
keepi ng up. The notion was?

CHAl RAMOVAN WALLNER: To tabl e.

REP. VEYLER: Yes.

CHAl RWOVAN WALLNER: And Senat or Morse noved and
Senat or Odel | seconded.

REP. WEYLER Thank you.

CHAl RWOVAN WALLNER: Al'l in favor? Any opposed?

***  {MOTI ON ADOPTED}
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(9) RSA 7:12, |, Assistants:

CHAIl RWOVAN WALLNER: Item 9 is assistants, Departnent
of Justice. Do |I have any questions or --

*x REP. LElI SHVAN: Move.

SEN. SQUCY: Second.

CHAl RWOVAN WALLNER: Representative Lei shman noved and
Senat or Soucy seconded. All in favor? Any opposed?

***  {MOTI ON ADOPTED}

(10) RSA 21-1:19-g, IIl, Use of State-Oamed Vehicles:

CHAl RWOVAN WALLNER: Item 10. This itemis about
St at e- owned vehicles. Do we have a notion or would we |ike
to have Conmm ssi oner cone up?

SEN. MORSE: | wouldn't mind speaking to it.

CHAl RMOVAN WALLNER: Ckay.

SEN. MORSE: | nean, this process was put in place.
I"'mgoing to be opposing granting a waiver. | think we
shoul d support the Comm ssioner. We had this happen | ast
year and they'll actually return the car. So we tabled it
for a nonth. So | think it was put in place for a reason
and we should stick with it.

CHAl RWOVAN WALLNER: Ckay. Thank you. Comnmi ssi oner
Hodgdon, would you like to speak to us about this
particular iten?

LI NDA HODGDON, Commi ssi oner, Departnent of
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Adm ni strative Services: Sure. Thank you. For the
record, ny nanme is Linda Hodgdon, Conmi ssioner wth

Adm ni strative Services. And joining me is Tara Merrifield
who does a great job in the vehicle unit. Very happy to
have her on board.

The itemis somewhat self-explanatory. W are
continuing to nove forward. W continue to | ook at vehicles
that we think could be nore appropriately used either in
anot her agency or if it's not appropriate based on the
m | eage for the individual be driving it. W | ook to nove
it to a pool use so we can nmake sure that we are getting,
you know, the maxi mum use out of all of our State vehicles
to try and keep costs at a mnimum | think we've nade
great progress. But we continue to | ook through it and be
diligent and review any requests that cone forward for a
new vehicle. There's a couple of different ways that we
| ook at vehicles, And this particular itemthat's in front
of you is the break-even mleage itemthat tal ks about that
there were 21 vehicles that were exenpt because they had --
or 21 agencies that were exenpt because they had no
vehi cl es below the 7,935. That's the threshold that the
mat h works out to. Ten have responded with wai ver requests.
One had submitted a conbination of waiver requests and a
vol untary surrender plan, and then we put this before you
for your consideration and happy to answer any questi ons.

CHAl RWOVAN WALLNER: Representative Wyl er.

REP. WEYLER: Thank you, Madam Chair. 1'd just like to
conmpl i ment the Comm ssioner having been on this Fisca
Commttee when it was a big stack of cars that didn't neet
the m | eage back even when it was 12,000, and I know t hat
you have inproved the process i mreasurably. |'m grateful
for what you've done.

M5. HODGDON: Thank you
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REP. WEYLER |'d be interested in seeing the dollar
savings at sone tinme. | know you'll probably compute it and
bring it before this Commttee because | know there's been
a huge difference in the control of the vehicles and I
appreciate all the efforts. Thank you, Madam Chair.

M5. HODGDON: Thank you

CHAl RWOVAN WALLNER: Senat or Mor se.

SEN. MORSE: | just want to put a little clarity to the
situation. You've basically denied the fact that they can
have these cars through the process that we have put in
pl ace. Now they're comng in, two of them to ask for
wai vers so they can keep the cars. So if we pass this, we
are granting the waivers. If we don't pass this, we are
followi ng the process that we put in place.

M5. HODGDON: If you -- if you grant this, you will be
in agreenent with the Departnent as to those that have nade
a valid argunent to have a waiver and not granting waivers
for those where we thought that they didn't have a case to
keep the car. The next step that happens after that, if you
approve this item is that the way the lawis laid out the
Director of Purchase and Property then | ooks at those
wai ver requests and determ nes how they can best be
re-allocated. In sonme cases, that's taking themaway from
individuals and re-allocating themto a pool and it may be
wi thin the sane agency, and we try to be sensitive to that.
For exanple, in the Departnent of Transportation or
Departnent of Safety where they' re H ghway Funds because we
woul d only be able to surplus that vehicle, we wouldn't be
able to give a highway funded vehicle to a general funded
agency.

So there are sone waiver requests that we thought
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based on what they explained that there is a legitimate
reason why they didn't hit the break-even mleage. And they
may, in fact, during the year have re-purposed it

t hensel ves and so it doesn't reflect the full year of the
real | ocation

SEN. MORSE: Further question.

CHAl RWOVAN WALLNER: Yes.

SEN. MORSE: Linda, if I'mgoing to support your
Departnment, am| voting yes or am| voting no?
M5. HODGDON: You're voting yes.

SEN. MORSE: Ckay. |'mvoting yes.

M5. HODGDON: Thank you.

CHAl RMOVAN WALLNER: Thank you.

REP. WEYLER Sonebody make a notion

CHAl RWOVAN WALLNER: You think we should hear fromthe
departments? They are asking for the waiver.

SEN. MORSE: Sur e.

CHAl RWOVAN WALLNER: | think the waivers are being
requested by the Department of Safety; is that correct?

M5. HODGDON: The two that we did not support. Yes.

CHAl RWOVAN WALLNER: | wondered if they were here and
wanted to say sonet hing. Thank you.

M5. HODGDON: Thank you.
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SEN. MORSE: W got a |lot of questions for them
REP. EATON: Uh- oh.

CHAl RWOVAN WALLNER: Thank you, M. Beardnore.

JOHN BEARDMORE, Director of Adm nistration, Departnent
of Safety: Good norning. For the record, |I'm John
Beardnore, Director of Admi nistration at the Departnent of
Safety. Hum -- the Departnent of Admi nistrative Services
recommends denial of two of our waiver requests. The
Departnment of Safety is okay with that denial. It's our
under st andi ng that those vehicles will be reassigned to a
pool in ny division, Division of Adm nistration. They'll be
parked at the warehouse on Hazen Drive and be avail able for
use by enpl oyees who ot herw se woul d be provided personal
car ml eage reinbursenent. So we are okay with it.

CHAl RMOVAN WALLNER: Ckay. Thank you very nuch.

MR. BEARDMORE: You're wel cone.

CHAI RWOVAN WALLNER: Do we have a notion?

*x REP. EATON. So nove.

CHAl RWOVAN WALLNER: Representative Eaton noved
acceptance of the item

REP. WEYLER Second.

CHAl RMOVAN WALLNER: And Representative Wyl er
seconded. Further discussion. Al in favor? Any opposed?

***  {MOTI ON ADOPTED}

(11) RSA 106-H.9, I, (e), Funding; Fund Established:
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CHAl RWOVAN WALLNER: Moving to item11. This is a
Departnment of Safety item Any discussions of this iten?

*x REP. EATON. Mbve.

CHAI RWOVAN WALLNER: Representative Eaton noved. Do |
have a second?

SEN. FORRESTER: Second.

CHAl RWOVAN WALLNER: Senat or Forrester seconded.
Di scussion? Al in favor? Any opposed?

***  {MOTI ON ADOPTED}

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

CHAl RMOVAN WALLNER: Item 12 is transfers fromthe
H ghway Surplus Account. Do | hear any discussion of these
itens?

** SEN. MORSE: Mbve to table.

CHAl RWOVAN WALLNER: This is item nunber 13-005.

SEN. MORSE: 005.

CHAl RWOVAN WALLNER: Move to table. Do | hear a second
for the table?

REP. LEI SHVAN: Second.

SEN. SANBORN: Second.

CHAl RWOVAN WALLNER: 1t's all over the place. Senator
Sanborn seconded. All in favor? Any opposed?
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***  {MOTI ON ADOPTED)

CHAl RWOVAN WALLNER: The next itemis item 13-025. Do |
hear a notion?

* % SEN. MORSE: Move to table.

CHAl RWOVAN WALLNER: Senator Morse nobves to table
13-025. Do | hear a second?

REP. LEI SHVAN: Second.

CHAl RWOVAN WALLNER: Representative Lei shman seconds.
Al in favor? Any opposed?

***  {MOTI ON ADOPTED}

(13) RSA 604-A:1-b Additional Funding:

CHAl RWOVAN WALLNER: W npve on to Tab 13, item
13- 026.

*x REP. EATON: Move it.

CHAl RWOVAN WALLNER: Judi ci al Counci | .

SEN. SQUCY: Second.

CHAl RWOVAN WALLNER: Representative Eaton noves the
item and Representative -- I'msorry -- Senator Soucy noves
to second. Al in favor? Any opposed?

**x  {MOTI ON ADOPTED}

(14) Chapter 155:1, Laws of 2012, Departnent of
Corrections; Transfers:
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CHAl RWOVAN WALLNER: The next itemis item 14.

*x REP. LEI SHVAN: Move.

REP. EATON: Second.

CHAI RAMOVAN WALLNER: Representative Lei shman noves the
item and Representative Eaton seconds. Al in favor? Any
opposed?

**x  {MOTI ON ADOPTED}

(15) Chapter 224:14, 11, Laws of 2011, Departnent of
Heal th and Human Services; Program Eligibility;
Addi ti onal Revenues; Transfer Anbng Accounts:

CHAl RWOVAN WALLNER: And our next section is section
15, item 13-004. This is Departnent of Health and Human
Services item Any discussion or questions about this iten?

*x SEN. MORSE: Move approval

REP. ROCSENWALD: Second.

CHAI RWOVAN WALLNER: Senat or Morse noved approval
Rosenwal d seconded. Al in favor? Any opposed?

**x  {MOTI ON ADOPTED}

CHAl RWOVAN WALLNER: Item 13-013 is also a Health and
Human Service item Do | hear a notion?

** SEN. MORSE: Move approval

REP. EATON: Second.
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CHAl RWOVAN WALLNER: Senator Mrse noves the item and
Represent ati ve Eaton seconds. W caught up?

REP. VEYLER: Yes.

CHAl RWOVAN VWALLNER: You okay? Any discussion? Al in
favor? Any opposed?

Foxx { MOTI ON ADOPTED}

CHAl RWOVAN WALLNER: The next itemis 13-028. Also a
Heal th and Human Service item

*x REP. ROSENWALD: Mbve.

REP. EATON: Second.

CHAl RMOVAN WALLNER: Senat or - -

REP. WEYLER Representative Rosenwal d.

CHAI RWMOVAN WALLNER: Representative Rosenwal d noves the

item
REP. EATON: Second.

CHAl RWOVAN WALLNER: And Representative Eaton seconds.
Any di scussion? Al in favor? Any opposed?

***  {MOTI ON ADOPTED}

CHAl RAMOVAN WALLNER: Next itemis 13-029, and we woul d
li ke to have di scussion around this item Yes,
Comm ssi oner Tounpas. Thank you.

NI CHOLAS TOUMPAS, Commi ssioner, Departnment of Health
and Human Services: Good norning. For the record, N ck
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Tounpas, Comm ssioner of Health and Human Servi ces.

CHAl RWOVAN WALLNER: W have questions of the
Comm ssioner. |Is there any of this itenf

SEN. MORSE: Conmi ssioner, can you explain the itemto
us? There's a law that says we can't spend noney on novi ng
with ACA. And basically the -- this would seemto head in
the direction we are spendi ng noney on. Can you explain it
to us?

MR. TOUMPAS: House Bill 1297 fromthe | ast session
required several things. Nunber one, it essentially
mandated that the State in terns of the Affordable Care Act
do only a federally facilitated exchange. It required that
we can't do a State-based exchange. It also established an
Advi sory Board and that woul d advi se Conmm ssi oner Sevi gny
frominsurance as well as nyself on matters related to the
Heal th Benefit Exchange. Wat this is is noney for the
nodi fication of our eligibility systemin order to link up
to the federally facilitated exchange, all the interfaces
to that exchange, as well as sone of the work regarding the
change in the eligibility. Wether or not the State
chooses to nove into the Medicaid expansion or not, these
are things that are as part of the Affordable Care Act
required that we make these type of changes, consistent
with what -- with what the court ruled was the individua
mandat e whi ch was sonething that was required. So given the
fact that it was the Legislature in ternms of House Bil
1297 that indicated that we needed to nove forward on this,
we went forward and are doing this.

The other -- the other item Senator, is that the work
needs to be conpl eted by Qctober 15 of this year in order
for us to begin accepting applications consistent for the
January 1°' of 2014 period for when people would go onto the
exchange.
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CHAl RWOVAN WALLNER: Senat or Sanbor n.

SEN. SANBORN: Thank you, Chairman. Thanks so nuch for
coming in. And like you, ny concerns are 1297 whi ch becane
RSA 420-N, specifically prohibits State General Fund tax
doll ars being used to fund any part of the ACA. And it
woul d appear to ne that this is State tax revenue being
used for something that is specifically prohibited by the
RSA and shoul dn't we be |ooking for Federal funds to do
that since | don't think we should be required to.

MR. TOQUMPAS. This is, as you can see by the item
Senator, this is 90% Federal, 10%-- 10% State funds. So
yes, there are funds. But what we were |ooking at was the
fact that the -- that 1297 as | -- I'mgoing by the House
Bill, not going by the acconpanying statute right now, but
basically required that we would nove forward with a
federally facilitated exchange. W needed to be conpli ant

with that. Oherwise, 1'd be -- 1'd be sitting here in a
position -- | do understand what it is that you're saying,
but | was reading the bill and the | aw that says we need to
nove -- we need to nove forward on this because that is the

-- that is the Federal law that requires us to be able to
do this to be ready for Cctober 1% of 2013.

SEN. SANBORN: Fol | ow up, Madam Chair.

CHAl RWOVAN WALLNER: Yes.

SEN. SANBORN: Thank you, Madam And, Conmi ssioner, |
agree with you but where ny concern is specifically noving
forward in the absence of State funds, and this kind of
wal ks over that bridge at sonme |level. That's where ny
concern is. | feel pretty specific that we should not be
usi ng any New Hanpshire-based tax dollars for it. So that's
where ny concern is in approving this.
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MR. TOUMPAS: Ckay.

REP. WEYLER: Fol | ow- up.

CHAl RWOVAN WALLNER: Yes, Representative Wyl er.

REP. WEYLER: Thank you, Madam Chair. Comm ssioner, it
says the funds for the match are avail abl e through the
Capital Budget. Doesn't seem-- on Page 2, Capital Budget
account nunber 0300450967. This doesn't seemlike this is
Capi tal Budget .

MR. TOUMPAS: Shanthi, if you're here. | have one of ny
fi nanci al managers.

SHANTHI VENKATESAN, Director, Division of
Reor gani zati on Pl anni ng, Departnent of Health and Human
Services: |I'msorry, what is the question?

REP. WEYLER: Capital Budget accounts normally go for
buil ding repairs, building things, and not for salary and
that sort of thing. Capital Budget, they're normally
construction accounts or repair accounts.

MR, TOUMPAS. If | could, Representative Wyler, this
is -- this is an informati on system What we are doing here
is this is technology. We are changing the eligibility
system the NewHEI GHTS eligibility system That's what we
woul d be doing with these dollars to make the changes in
that system So it is an IT related project and as such
woul d be considered a Capital Budget item

REP. WEYLER: How much noney is in that account?

MS. VENKATESAN: Just about $22.5 million. W have two
different parts of the capital noney. One is $15 mllion
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that is funded 90/10. That neans that 90% of the Federal
funds and the 10% of CGeneral Funds. And then there is

anot her pot of noney that is for $7.5 million and that is
about $4 million worth of General Funds and the remaining
is Federal Funds. So a total of $22.5 nmillion that we have
as part of the 2012 and 2013 Capital Budget.

REP. WEYLER: So | ast question. WII this be bonded?

M5. VENKATESAN: |'msorry, | don't know the answer to
t hat questi on.

REP. WEYLER: Thank you. Thank you, Madam Chair.

CHAI RWOVAN WALLNER: Representative Rosenwal d.

REP. ROSENWALD: Thank you, Madam Chair. My
under st andi ng of House Bill 1297 is that it really referred
to the Health Benefit Exchange portion of the Affordable
Care Act, not other parts of Medicaid Programm ng.

MR. TOUWAS: This has -- we need to do -- we would
need to do this work whether the State chooses to do the
Medi cai d expansi on or not, because the two things that do
happen on Cctober -- excuse me -- on January 1%' of 2014 is
that the Health Benefit Exchanges, whether -- and by |aw
we're prohibited fromdoing a State-based exchange, so we
woul d be -- we need to link up and interface to the
federally facilitated exchange, which is what the focus of
this itemis, to do that particular work, as well as to
begin sone of the work regarding the eligibility
calculations in ternms of how they will be done going
f orward

REP. ROSENWALD: So that was my question. What is the
risk to the State if we are not able to use the nodified
adj usted gross incone, the change in eligibility? Do we
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ri sk nore Federal matching funds in Medicaid?

MR. TOUMPAS. W would clearly be out of conpliance
with the Federal aw. W woul d not be able to -- for people
who woul d be | ooking to get insurance through one of the --
one of the exchanges and so forth, we sinply would not be
able to participate or process any of that. W'd clearly be
in violation of the Federal |aw. Wat the penalties for
that are, Representative Rosenwald, | do not know.

REP. ROSENWALD: Thank you.

CHAl RWOVAN WALLNER: Senat or Mbr se.

SEN. MORSE: Nick, you nentioned Cctober as a deadline.
If we were to send this to a Conmttee that's neeting on
Monday and were you to cone in here on, | think you're
going to suggest March 8'" how does that affect you?

M5. VENKATESAN: It does affect the tineline. Wit we
need to do is after accepting these funds, we need to al so
amend the DelLoitte contract that we have with them
currently. The work needs to start desperately very
imediately in order to nmeet the October 1% deadline. And
not neeting the deadlines neans that penalties as well as
a, you know, non-certification of the system down the road.

MR. TOUMPAS: What this does is it, again, to just

build on that, is whenever the next Council, 'cause we have
to go to the Executive Council for the changes to that
particular contract. So that -- that just delays it. But if

I may, could I have ny own little caucus for a second?
SEN. MORSE: We'll be right after you.

MR. TOUMPAS: Thank you for the tine. The -- given the
fact that the, | believe the next health reform neeting
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is -- 1 believe it's on Monday, so given the fact that if
we could go there and get action on this item we -- it
woul d delay it because |I'mthinking out |oud here because
what we want to try to do is to be able to get to Governor

and Council. So if we do -- if we do that, then | have to
wait till the next Fiscal Conmttee neeting and then | have
to wait till the next Governor and Council neeting beyond

that. So it pushes our Tineline out probably a good six to
ei ght weeks and when we are tal king about, you know,
basically nine nonths in order to be able to get this thing
done, it really puts us at a significant risk.

SEN. MORSE: W need to caucus.

CHAl RWOVAN WALLNER: W have had a request for a
caucus. So we'll be back in 5 to 10 m nutes.

(Recess at 10:50 a.m)
(Reconvened at 10:57 a.m)

CHAl RMOVAN WALLNER: Call Fiscal Commttee back to
order. Representative Rosenwal d.

** REP. ROSENWALD: Thank you, Madam Chair. My
interpretation of the Joint Health Care Reform Oversi ght
Committee that we've been speaki ng about, which was created
by House Bill 601, is that it really has to do with rule-
maki ng fromthe Departnent of |Insurance, not Medicaid in

t he Departnent of Health and Human Services. This

NewHElI GHTS system is not sonething created by the
Affordable Care Act, but is our Medicaid eligibility system
whi ch has to change to a new criteria for judgi ng soneone's
financial eligibility for Medicaid. So | don't think we are
prohi bited fromapproving this itembefore the Joint Health
Care Reform Oversight Conmttee could approve it, 'cause |
don't think they're authorized to approve it anyway. So |
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would like to nove this item WMidam Chair.

CHAl RWOVAN WALLNER: Ckay. Representative Rosenwal d
noves.

REP. EATON: Second.

CHAI RWOVAN WALLNER: And Representative Eaton seconds.
Further discussion on the iten? |'mgoing to ask
Representative Weyler to take the roll

REP. WEYLER Item nunber is 13-029. The notion is
ought to pass. Representative Wall ner.

CHAl RWOVAN WALLNER: Yes.

REP. WEYLER Representative Rosenwal d.

REP. ROSENWALD: Yes.

REP. WEYLER Representative Eaton.

REP. EATON: Yes.

REP. WEYLER: Representative Lei shman.

REP. LEI SHVAN: Yes.

REP. WEYLER Representative Wyl er votes no.
Representative -- Senator Morse.

SEN. MORSE: Yes.

REP. WEYLER: Senator Odell .

SEN. ODELL: Yes.
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WEYLER: Senat or Soucy.

. SCOUCY: Yes.

SEN

REP.

VEYLER: Senator Forrester.

SEN.

FORRESTER: Yes.

REP.

VWEYLER: Senat or Sanbor n.

SEN.

SANBCORN:  No.

REP.

VWEYLER: Madam Chair, the vote is 8 to 2.

CHAl RWOVAN WALLNER: Vote is 8 to 2. The item passes.

*x%  {MOT| ON ADOPTED}

CHAI RWOVAN WALLNER: Thank you, Commi ssi oner.

MR. TOUMPAS: Thank you.

CHAl RWOVAN WALLNER: Qur next -- oh, mght as well

stay. Sorry. We thought you were done but not quite.

MR. TOUMPAS: | was just cooling the seat off.

CHAl RWOVAN WALLNER: Qur next itemis 13-043, Heal th

and Human Services, and we have questions of the
Comm ssi oner .

SEN.

MORSE: Can you explain the item Comn ssioner?

MR. TOUWPAS: This is 0437

MORSE: Yes.

SEN.
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CHAl RWOVAN WALLNER: Yes.

REP. EATON: HmMm hum

MR. TOUMPAS: This is an accept and expend for a grant
that our Division of Public Health Services had applied for
to take a I ook at the public health inpact of changes in
the climate, the inpact that that would have on the health
of the popul ati on around various areas around the state.
This is 100% Federal funds for this -- to this initiative.

CHAl RWOVAN WALLNER: Yes, Senator Morse.

SEN. MORSE: Conmi ssioner, try and help -- | guess the
part | don't understand is we can't fund the disabled, we
can't fund the nentally ill, yet the Federal Governnent is

gi ving you noney to do this. You know, to ne this makes no
sense what soever. And that's not saying | don't care about
sonmeone' s health, but we could sure as heck use the noney
in some other part of the Departnent. You' re going to tel
me | can't transfer it to use for sonething else, or can I?

MR. TOQUMPAS. | can't use it for sonething other than
what the grant was intended. | would tend to agree with
you, Senator, but there are a nunber of priorities that |
woul d probably have above sonething like this. But to the
Departnment of Health and Human Services at the Federa
| evel and the Center for D sease Control and Preventi on,
they do viewthis as a -- as an issue noving forward, and
gather the data to be able to assess what the inpacts to
t he popul ation are going to be on the long-term That's
what this is about.

* % REP. EATON: Mbve the item

CHAl RWOVAN WALLNER: Senator Odell has a question.
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SEN. ODELL: Commi ssioner, ny concern is that -- that
we have the staff go through the process of applying for
these grants, sonetines they' re conpetitive grants, we
succeed, and then we have a debate about whether we should
accept themand |I think that the work's been done,
sonebody's identified the need, and sonebody in the
Departnent decided it was a good policy, it's a good
venture, it's inportant to the health of the people of New
Hanpshire. You go ahead and apply for this. AmI| correct?

MR. TOQUMPAS: Yes.

CHAl RWOVAN WALLNER: Thank you. Representative Eaton
noves ought to pass the item Do | see a second?

REP. LEI SHVAN: Second.

CHAl RWOVAN WALLNER: Representative Lei shman seconds.
Al in favor? Any opposed?

SEN.  SANBCORN: Aye.

SEN. MORSE: No.

SEN. SANBORN: O no. Opposed.

CHAl RWOVAN WALLNER: | think two opposed.

SEN. SANBORN: Three opposed.

CHAI RWOVAN WALLNER: Three opposed.

CHAl RWOVAN WALLNER: The vote was 7 to 3. The item
passes.

***x  {MOTI ON ADOPTED}
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(16) Chapter 224:14, Il and Il1, Laws of 2011, Depart nent
O Health and Human Services; ProgramEligibility,
Addi ti onal Revenues; Transfer Anbng Accounts:

CHAl RMOVAN WALLNER: We nove on to Tab 16, item 13-030.
And this also is a Health and Hunman Service item

*x SEN. MORSE: Move approval .

CHAI RMOVAN WALLNER: The item has been noved by Senat or
Mor se.

REP. EATON: Second.

CHAl RWOVAN WALLNER: Seconded by Representative Eaton.
Any discussion? All in favor? Any opposed?

***  {MOT| ON ADOPTED}

CHAl R\OVAN WALLNER: Move to item 13-031. Also a
Heal th and Human Service item Do we have any questions for
t he Conmmi ssioner ?

** SEN. MORSE: Move approval .

CHAl RWOVAN WALLNER: Senat or Morse noves approval .

REP. EATON: Second.

CHAl RWOVAN WALLNER: Representative Eaton seconds. Any
di scussion? All in favor? Any opposed? The item passes.

**x  {MOTI ON ADOPTED}

CHAIl RAMOVAN WALLNER: |tem 13-032. Al so Health and Human
Service item Any questions for the Conm ssioner?
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*x SEN. MORSE: Move approval .
REP. EATON: Second.
CHAl RWOVAN WALLNER: Senat or Mdrse noves approva

Representative Eaton seconds. Al in favor? Any opposed?
Thank you

*** {MOTI ON ADOPTED}

MR. TOQUMPAS. Thank you

(17) Chapter 224:85, |, Laws of 2011, Departnent of
Admi ni strative Services, Consolidation of Certain
Busi ness Processi ng Functi ons:

CHAl RAMOVAN WALLNER: W nove to Tab 17. And this is
item 13-044, Administrative Services. Do we have any
guestions for the Conm ssioner?

** REP. EATON: Mbve approval.

CHAl RWOVAN WALLNER: Representative Eaton noves
approval . Do we hear a second?
SEN. MORSE: Second.

CHAl RWOVAN WALLNER: Senat or Mrse seconds. Any
di scussion? Al in favor? Any opposed?

*** [ MOTI ON ADOPTED}

(18) Chapter 224:210, Laws of 2011, Departnent of
I nformati on Technol ogy; Transfers Anong Accounts:

CHAl RWOVAN WVALLNER: Moving on to Tab 18. This is item
nunber 13-045. Any di scussi on?
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*x REP. EATON: Move approval .

CHAl RWOVAN WALLNER: Coul d I have a notion?

REP. EATON: Move it.

CHAI RWOVAN WALLNER: Representative Eaton noves.

SEN. MORSE: Second.

CHAl RWOVAN WALLNER: And Senat or Mrse seconds.
Di scussion on this iten? Al in favor? Any opposed?

***  {MOTI ON ADOPTED}

(19) Chapter 224:371, Laws of 2011, Transfer of Funds:

CHAI RWOVAN VALLNER: And noving on to Tab 19. This is
13-014, Departnent of Adm nistrative Services.

*x REP. LEI SHVAN:  Move.

REP. EATON: Second.

CHAl RWOVAN WALLNER: Representative Lei shman noves and
Representati ve Eaton seconds. Any discussion? Al in
favor? Any opposed?

**% {MOT| ON ADOPTED}

(20) M scell aneous:

CHAl RWOVAN WALLNER: That is the end of the regular
agenda. And | believe that under M scel |l aneous, M.
Patti son has sonmething he would like to discuss with us.

VR. PATTI SON: Good norni ng. Thank you. As you know,
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one of ny budget staff has left our office to go to work
for the Governor's Ofice. So | amcom ng before you this

norning for the authority to fill that vacancy. And in
addition to that, |I'malso requesting the authority to fil
one vacancy on our audit side as well. So | seek your

approval for that action.

CHAl RMOVAN WALLNER: Thank you.

REP. EATON: Move we approve the request of the
Director of LBA

CHAl RWOVAN WALLNER: Representative Eaton noves we
accept the recommendati on and Representative Rosenwal d
seconds. Al in favor? Any opposed? Thank you.

***  (MOTI ON ADOPTED)

MR. PATTI SON: Thank you.

CHAl RWOVAN WALLNER: | believe that's the end of the
agenda today. And we'll nove into -- we'll nove into the
audi ts.

Audi ts:

REP. WEYLER: Before they all |eave, you want to set
t he next neeting?

CHAl RWOVAN WALLNER: Yes. We have set the next neeting
for Friday, March 8", and it will be at 10 o' cl ock.

So we'll nove into the Audits. And the first audit is
the State Conprehensive Annual Financial Report. And
believe Edgar Carter and it |ooks like joined by lots and
| ots of people, half the audi ence, actually. Geat. Wuld
you like to introduce the people that are with you?
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RI CHARD MAHONEY, Director, Division of Audits, Ofice
of Legislative Budget Assistant: Yes, Madam Chairman.
Thank you very nuch. Good norning to you and Menbers of the
Comm tt ee.

For the record, I'm Ri chard Mahoney, D rector of
Audits for the Ofice of Legislative Budget Assistant. As
you know, our office is responsible to audit the financial
statenents that are contained in the State's Conprehensive
Annual Financial Report. And our office retains the
services of KPMG to conduct that work with the assistance
of several menbers of our staff.

So joining nme this norning to present the audit
results is Geg Driscoll. Geg is a partner with KPMG
He's joined by Scott Warnetski. Scott is a Senior Audit
Manager responsible for the audit at the state. And
Commi ssi oner Hodgdon is also here as well as Edgar Carter,
the Conptroller for the State

CHAl RMOVAN WALLNER: Great. Thank you.

CGREG DRI SCOLL, Partner, KPM5 LLP. Geat. So | guess
we'll start and provide you the results of the audit. You
shoul d have received as part of the materials for the
nmeeting a four or five-page letter fromus that goes
t hrough our required comrunication. So we'll use that. If
you have that with you, you can follow the bouncing ball as
we go through the comments and wal k through that letter and
since you have had AN opportunity to have a look at it,
we'll try to keep to the highlights so we can nove the
neeti ng al ong.

So we are required to nake certain comuni cations to
t he governing board which is the Fiscal Conmttee here. The
first is we need to tal k about our responsibility under
pr of essi onal standards. So what we do with the financi al
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statenent audit is we are responsible to perform ng and
expressing an opinion on those financial statenents, an
opinion on the fairness of their presentation in conformty
with US GCenerally Accepted Accounting Principles, which
for the State are pronmul gated by a Board called the
Government al Accounting Standards Board. We express an
unqual ified opinion on all of the units of the State's
financial statenents on which we need to express an

opi nion. W know fromreview ng the CAFR there are nultiple
colums so that we give nultiple opinions as part of our
one report. And, again, all of those opinions were
unqual i fi ed.

In performng the audit, we are required to obtain
reasonabl e assurance about whether the financial statenents
are free of material m sstatenents, whether caused by error
or fraud. W cannot give absolute assurance that the
statenents are free of m sstatenent, because there are
certain Managenent estimates that are made to prepare the
financial statenents, and we don't test every transaction
that the State enters into. W use sanpling techni ques and
ot her anal ytical procedures, so we are not detail testing
each individual transaction nmade by the State. Therefore,
we can only provide reasonabl e assurance that those
financial statenents are free of material m sstatenent.

Now, we are doing an audit of those financial
statenents but the responsibility for the preparation of
those financial statenents does remain with Managenent.
Utimtely, Mnagenent is responsible for the preparation
of those financial statenents and it is our responsibility
to express an opinion on their fair presentation in
accordance w th GAAP.

We did performour audit under two sets of standards.
The first is what's called Cenerally Accepted Auditing
Standards of the United States pronul gated by the Al CPA,
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the industry for CPAs, as well as Governnent Auditing

St andar ds which are pronul gated by the Gover nnent
Accountability O fice in Washington. They are also referred
to as the Yell ow Book. So two sets of standards.

The base set of standards is the Al CPA Standards and
t he Yel | ow Book basically incorporates those Al CPA
standards and adds certain standards for the audit firm
that they need to follow, largely around the reporting for
internal control and conpliance, as well as certain
continuing education requirenents and i ndependent
requirenments that we need to follow as the State's
Audi t or s.

We do performwork over the State's internal controls
over financial reporting. We design those tests of interna
control to gather audit evidence that will ultimately form
our opinion on the financial statenents, but we do not give
an opinion on the State's internal control. So a little bit
di fferent than what auditors do for public conpanies where
they do issue an opinion on the effectiveness of the
entity's internal control. W do not do that. W do -- we
test internal controls, and design those tests to
ultimately gather enough audit evidence on the financial
statenents. So a little bit different there. So there is no
opinion on internal controls. However, under the Yell ow
Book Standards we are required to issue a report on
internal control over financial reporting. That would
identify any significant deficiencies in controls, or what
we call material weaknesses in controls. And that report we
will issue as part of the Federal Conpliance Report which
will be issued in March.

So with that, those are the required comuni cations
that | wanted to cover as part of the letter. I"mgoing to
turn the m crophone over to Scott Warnetski and he'll walk
you through the rest of the required comruni cati ons.
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SCOTT WARNETSKI, Senior Audit Manager, KPMG LLP
G eat. Thank you. | amessentially going to follow the
outline that's in the letter that you have starting with
O her Information, which | believe is on the second page.
So the CAFR does contain what we call O her Information.
This includes the Statistical section as well as the
introductory section to the CAFR W do not opine on this
information. This is information that is sort of outside of
the financial statenents. But what we do is read the
information for consistency and determ ne whether or not --
determ ne whether it's inconsistent or rather consistent
with the audited financial statenments and in doing that we
found everything to be consistent across the board.

Foll ow ng that are the significant accounting
policies. Much of themremain the same and are detailed in
Note 1 of the State's financial statenents. However, there
is one thing I would like to point out that was new for
Fi scal Year 2012. This is the Cean Water and Dri nki ng
Water State Revol ving Funds. There's sone detail ed
i nformati on about this transaction, if you want to call it
that in Note 17 to the financial statenents. But briefly,
prior to 2012, the activities of these Cean Water and
Drinki ng Water State Revolving Funds were reported as part
of the State's CGeneral Fund. As a result of some urging and
sone prodding by the U S. EPA the State decided to break
those out separately and report themas enterprise funds in
the State's CAFR Enterprise funds are what we call sort of
busi ness type activities, designed nore to report like a
busi ness and operate sort of like a business. And if the
result of that breakout is shown on Pages 37, 38 and 39 of
t he CAFR under the col um headi ng State Revol vi ng Fund.
That is the sort of biggest change in accounting policy.
This did result in a restatement of the General Fund
begi nni ng bal ance as a result of this change in accounting
policy and that bal ance essentially noved over to the
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enterprise fund as | nentioned.

The next section are unusual transactions. W noted
one this year that sort of out of the ordinary. If you
remenber, or around three or four years ago, the Conmunity
Col | ege System was separated fromthe State, previously was
a departnment. Now it's a stand-alone, legally separate
entity, and the transition has sort of been ongoi ng over
the past few years. And one of the -- one of the |eftover
transactions, if you will, this year was noving of certain
assets out of State control into Community Coll ege control.
I think it was certain | aws of 2011, Chapter 199:1 nandat ed
that. So the result of that was approximately $71 mllion
book val ue of assets that were noved fromthe State contro
over to Community Col |l ege System contr ol

Next I will talk briefly about the estimates in the
financial statenent as G eg nentioned. The preparation of
t hese financial statenments do involve estinates and certain
assunpti ons nade by Managenent relating to the assets and
liability reported. The standards do require us to inform
you about those estinmates and sonme of the procedures that
we perform around those.

So going right down the list there. Taxes. The State
estimates refunds of taxes using history of -- using
hi storical collections and historical refund data. W
eval uate the nethodol ogy that is applied by Managenent and
audit the inputs that are used in their calculation, and we
found everything to be materially correct for taxes.

Next | will talk about other post-enploynent benefits
and workers' conpensation. These are liabilities. These are
sort of ultimate liabilities. What will the State
ultimately owe for other post-enploynent benefit, health
care primarily, and workers' conpensation liability. The
State hires outside actuaries to help them cal cul ate those
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figures. W evaluate the assunptions used by the actuaries,
such as rates of return, nortality data, so on and so
forth. Al so evaluate the conpetency of the actuary that's
hired by the State and to help us do that we utilize our
internal actuaries who are qualified, have all the industry
i censes and desi gnations that an outside actuary would, to
det erm ne whet her or not the assunptions are materially
correct and the conpetency of the actuary seens

appropri ate.

We al so audit conpl eteness and accuracy of the inputs
used into the calculations to ensure that the outside
actuary essentially using the entire picture to devel op
their anal ysis.

Following that is the State's Medicaid liability. This
is an incurred but not reported where the State wll
estimate the anmount of clainms incurred prior to June 30th
but not reported until after June 30th. So the claim-- the
State does a C ainmed Lag Anal ysis which is based on
hi story, howlong it takes for a claimto be sort of paid,
you know, fromin current state. We will audit the accuracy
and conpl eteness of those inputs. Essentially make sure
that everything is going into that calculation that should
and al so evaluate that nethodol ogy. Follow ng that woul d be
pollution renediation liabilities. State estinmtes exposure
on a case-by-case basis. It's an ultimate liability. Wat
they will ultimately owe in any pollution clean-up. W
eval uate the assunptions used, as well as the cost data
that goes into that assunption

And the final, litigation. The State will estimte
| egal exposure for certain | egal cases. W review annual
communi cation fromthe Attorney General which is a sunmary
of cases and potential exposure to the state. And also
revi ew managenent's determ nation of those cases and the
di scl osures around those | egal cases.

JOINT FISCAL COMMITTEE

February 1, 2013



45

Following that, we're required to -- required to
comruni cate to you any uncorrected m sstatenents that we
identified during the year and there was one related to the
reporting of capital assets. Geg alluded to nultiple sort
of opinions and nultiple colums in the financia
statenents. Capital assets primarily are reported in the
governnmental activities colum in the financial statenent,
sort of governnment wide. |It's a conbination of many of the
funds of the State into, for lack of a better term sort of
a consol i dated statenent and that's where the capital
assets are reported.

Over the past few years, including 2012, the
Departnment of Transportation has been involved in an effort
to try to clean-up sone records and in the end report
capital assets as accurately as possible. And through that
effort they identified sonme assets that were not recorded
in previous years and then sonme assets on the books that
have since been put out of service. The result of that was
approxi mately a net $119 nmillion adjustnent to the
governnment -wi de financial statements. The State did correct
the financial statenments. So the ending capital assets
reported are correct.

What this entry has to do with is reporting of the
begi nni ng net assets. Since this was a prior period error,
the correct way to correct this error would be through
begi nni ng bal ance. They decided that it was not materi al
enough to correct beginning balance and ran it through the
current year activity, which we concurred with and have
i ssued an unqualified opinion on that financial statenent.
However, the error is |arge enough that we woul d be
required to report it to you as, you know, the oversight
board of the State's finances.

Foll ow ng that, our corrected audit differences. These
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are differences that we found that the State ultimately did
correct on the financial statenents. There were three in

t he unenpl oynment fund and the State did correct all three,
and that letter gives you a fair anount of detail as far as
t he doll ar anmounts invol ved and what was -- what those were
related to.

Next, our disagreenents with Managenent. Professional
standards require us to notify you if we did have any
di sagreenents with Managenent that m ght have caused a
nodi fication in our audit opinions and there were none.
They also require us to notify you of any consultations
W th other accountants that Managenent m ght have engaged
in, and there are none that we are aware of. That's
essentially if Managenent did not |ike our answer, if you
will, on certain things, and went to go get a second
opi nion, that's what we would report to you. And, again,
t here were none.

| ssues di scussed prior to retention. There's nothing
out si de of the normal course of our professional
relationship that was di scussed prior to retention. And
then finally or not finally but material witten
comuni cations. Attached to your letter is the annua
Managenent representation letter. This is a letter that
Managenent of the State signs. And including in this case,
| guess, the fornmer Governor signed attesting to the
conpl et eness, accuracy, and existence of financial
information and the statements, as well as the underlying
data to the financial statenents. And, finally, any
significant difficulties we encountered during the audit we
woul d present to the Board here or the Commttee, and we
did not encounter any.

So that's the -- essentially the end of our required
comuni cations. | guess if you guys have any questions we
can address them now or the plan was to turn it over to the
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Comptrol l er who would tal k about the financial results for
alittle bit.

CHAl RWOVAN VWALLNER: Ckay. Any questions? No.
Comptrol Il er. Thank you

ED CARTER, State Conptroller, Departnent of
Adm ni strative Services: Good norning. M nane is Ed
Carter. |I'mthe Conptroller of the State. I will keep ny
comments brief because | know you probably have ot her
guestions on the CAFR which |I'm nost happy to answer. But
the CAFR is a very extensive docunent. And while much of it
is audited as Geg said, it is inportant to note that there
are aspects of it that are not subject to the audit and
basically the information that is subject to the audit
starts on Page 13 and called financial section and goes
t hrough the notes and required suppl enental information.

Prior to that, there is a Conmi ssioner's transmttal
letter which provides a fair amount of recap or summary of
what you m ght read. That also includes a surplus
statenent -- excuse ne -- a surplus statenment which
denonstrates that at the end of the year we had a
$23 mllion total undesignated net assets, down slightly
about 3 mllion fromlast year, and that included a
$9 million Rainy Day Fund which has renained intact now for
a few years.

The surplus statenent will be -- will give you all of
the kind of the ins and outs of how the year changed.

The old -- the entire CAFR is nade up of a variety of
types of statenments and funds and they are described as
best as they can be to the reader in the various sections.
I'd be happy to answer any specific questions about them
but to go through all of themwould be quite too tine-
consum ng. But just know that the first set inthe -- in
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the CAFR is the governnment-w de, as Scott referred to, the
government -w de, kind of all contained reflection of the
state. That would be the nost |i ke you would see in an
annual report of a conpany. The rest are all fund bases,
statenents that take a variety of fornms and try to address
di fferent issues.

I"d like to thank the Cormittee for allow ng us an
extension. W cane to the Conmttee in Decenber asking for
a provisional extension that we nmay need. Happy to report
t hough we did not need that. W were able to resolve al
the matters and i ssues and get a CAFR out on a tinmely basis
Decenber 31°t.

The only other area of the CAFR that | wanted to focus
you on was begins on Page 70. You may turn to that if you
wanted to take a note or two but litigation. This is
intended to sunmarize the major litigation matters that
could affect the financial condition of the State. And |I'd
like to just focus you on the fact that the DSH audit that
occurred several years ago was closed out. That was
reported also |ast year in the subsequent period that it
had been reported. And there are ei ght paynents, two of
whi ch took place in Fiscal '12, and six nmore will occur
over '13 and ' 14.

The Chase Hone litigation closed out requiring a
paynment of $3 million net of Federal reinbursenent. There
IS some ongoing -- some ongoi ng di scussions there about
subsequent years. And then the local requirenment Districts
were found in favor of the State concerning the |oca
Districts and State contributions on behalf of themto the
pensi on pl an.

| also would |ike to focus on Page 75, the subsequent
events which include the Hess settlenent, also referred to
as the MIBE issue, in which there is approxi mately
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$77 mllion recovery that the State will see off of that
matter. There are still other -- there is still other
l[itigation with other conpanies in that matter, but that
one in particular was settled. That cl oses out the specific
comments | wanted to nmake. |If anybody has any questions for
any of us, |'d be happy to answer them Excuse ne. Just --
Comm ssi oner Hodgdon is here.

CHAI RWOVAN WALLNER: Thank you, Comm ssioner

M5. HODGDON: |If | could ask folks to | ook at Page 25
there's something I would be remiss if | didn't point to
you -- point out to you so that you're aware of it. On Page
25 underneath governnental activities there's a |line that
says unrestricted net assets. And you can see that there's
a deficit of $742 million. This is sonmething very inportant
for the Fiscal Committee to be aware of and to be thinking
about. When, for exanple, the Community Coll ege System
assets cane off the books, and the State kept the
l[iability, this is where sonmething Iike that would show up.
So you can see at the top of that net asset grouping is
$1.9 billion that's reduced by the $742 mllion. That's
inportant to know as a state or if you were a conmpany. So
t hose kinds of decisions, that's where that shows up.

The other very major piece of this is the OPEB
l[iability and for those that attended the House Finance
presentation you know that | spoke about the OPEB
l[iability. That's the O her Post-Enpl oynent Benefits.
That's sonething that several years ago GASB sai d states,
you have to now start booking this. Businesses had to do it
along tinme ago. If you prom se a benefit for your
retirees, you need to actuarially deternm ne what the
consequences of that and you need to carry that on your
government -w de statenents. It doesn't hit the surplus
statenents because it's not fund specific, but it does hit
your governnment-w de statenents.
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So there are things that the State needs to start
tal king about with regard to the retirees' health insurance
as to howto start to mnimze that. That's -- enbedded
within that is $120 million increase from OPEB from what
you saw |l ast year. It will be a bigger nunber next year
because we're not doing any funding for retirees' health.
We are doing a pay-go. W pay each year what the liability
is, but we are not putting any additional noney aside.

As |'ve said to some conmttees, we collect
$10 million. It cones through in the unrestricted revenue
ot her category, and we spend it every year instead of
setting it aside. We've always historically done that. But
it is collected fromFederal enployees. There's a factor
t hat goes agai nst the Federal enployees that work for us,
and it would be prudent to be setting that $10 mllion
aside as well as looking at the retirees' health for future
hires and what we maybe shoul d be doing different so that
we are starting to mtigate our liability there. It wll
start to be a bigger and bi gger nunber. At sone point you
could, in fact, offset your other assets. So that woul d be
very bad for the State. The rating agencies would be very
unhappy about that. So that's a very serious conversation
that we need to have. So | wanted to nake sure you were
aware of that nunber here.

There is a wite-up in the back in the footnotes on
t he ot her post-enpl oynent benefits that's pretty detail ed
and |1'm happy to, you know, neet wi th anybody individually
and answer any questions in that area.

MR. DRI SCOLL: Maybe to just continue on the
Comm ssioner's coments. One point of clarification is that
O her Post-Enpl oynent Benefits liability in the financial
statenents that the Conm ssioner pointed to, the 679
mllion, that is the anmobunt that -- that is the excess or
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unfunded contributions the State woul d have been required
to make since the accounting standard went into effect. So
every year the State gets an actuarial valuation and they
are given an annual required contribution. That nunber is
the shortfall of the pay-go versus those required
contributions. It is not the ultimate liability that has
been estimated for post-enploynent benefits incurred. That
nunber, which is nore staggering, is on Page 83.

So if you see Page 83 at the top, there's what we call
a Schedul e of Funding Progress for the OPEB Plan. So the

actual liability if you were to consider what benefits
actuarially have been earned to date by State enpl oyees
that is the $2.2 billion nunber. So as the actuary goes

t hrough and does his estimtes of what post-enpl oynent
benefits for health have been earned by enpl oyees to date,
it isthe 2.2 billion nunber. The anpunt in the financial
statenents, the 679, is just when the accounting standard
went into effect, what the State has or the deficiency in
actual pay-go contributions versus required contributions.
So two different nunbers but just to put you in a sense of
how, you know, what liability the State is actually, you
know, |ooking at, as far as funding post-enpl oynent
benefits goi ng forward.

M5. HODGDON: It's just kind of an awareness thing. As
deci sions are made, sonetines through |egislation, they
don't always think about how they may be hitting the

State's financial statenments. | think when the decision was
probably nmade about the Community Col |l ege System | don't

know t hat anybody thought, well, if we take the assets out,
and we keep all the liability, what did we do? And |I'm not
sayi ng that was the wong decision, but | just want to nake

sure you have all the pieces of the puzzle as you think
about that.

CHAl RWOVAN WALLNER: Thank you. Questions? Yes,
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Senat or Sanbor n.

SEN. SANBORN: Thank you, Madam Chair. Thank you
everyone for com ng. Circunvent back to Scott. Wen you
reconciled the $190 million in capital assets, was there a
dramatic gain or |oss you recogni zed quickly?

MR. WARNETSKI: You nmean -- the error you nean --

SEN. SANBCORN:  Yes.

MR. WARNETSKI: -- that | tal ked about?

SEN. SANBORN: WAs the 190 the error?

MR. WARNETSKI: |t was 119.

SEN. SANBORN: 119. | apol ogi ze.

MR. WARNETSKI: That's the book val ue as of June 30th,
2011, of assets that -- net, | should say, of assets that
shoul d not have been on the books or shoul d have been on
t he books. |I'm not sure about, you know, your |ast comment.
But yeah, it's essentially as of -- you know, again, this
af fects the begi nning nunber. As of June 30th, 2011,
that's your net sort of what should have been there.

SEN. SANBORN: WAait a minute, that's a different
number .

MR. WARNETSKI : Correct, yeah.

SEN. SANBORN: Thank you.

CHAl RWOVAN VWALLNER: Any further questions? Thank you.
I think Representative Weyler has a notion to nake.
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** REP. WEYLER Madam Chairman, | nove we accept the
report, place it on file, and release in the usual manner.

CHAl RAMOVAN WALLNER: Do | hear a second?

REP. EATON: Second.

CHAI RWMOVAN WALLNER: Representative Eaton seconds. Al
in favor? Any opposed? Thank you.

***  {MOTI ON ADOPTED}

MR. DRI SCOLL: Thank you very nuch

CHAl RWOVAN WALLNER: Qur next audit is the Coll ege
Tui tion Savings Pl an.

MR. MAHONEY: Thank you, Madam Chairman. Joi ning ne
this norning to present the audit results is Rachael
Bradl ey. Rachael is a partner with PricewaterhouseCoopers.
Pri cewat er houseCoopers i s under contract to our office to
audit the College Tuition Savings Plans. And she will be
joined by Treasurer Catherine Provencher. And | know the
Treasurer, with your perm ssion, Madam Chairnman, would |ike
to make a few comments about the program prior to Rachael
presenting the audit results.

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

CATHERI NE PROVENCHER, State Treasurer, Departnent of
Treasury: Thank you very nuch, Dick. Good norning, Midam
Chai rman, Menbers of the Fiscal Commttee. For the record,
nmy nane i s Catherine Provencher. | amyour State
Treasurer. The audit this norning that Rachael w Il present
is relative to New Hanpshire's Col | ege Savi ngs Pl an known
as the 529 Plan. The 529 refers to a section of the
I nternal Revenue Code.
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New Hanpshire has the third |l argest plan in the
country with $11.3 billion in assets at the end of
Decenber. New Hanpshire's plan is only behind Virginia and
New York, and it's nade up of about 660,000 accounts, only
about 25,000 of those accounts are for New Hanpshire
resi dents.

The plan has been adm nistered by Fidelity since its
i nception back in 1999, and ny predecessor, a couple of
treasurers ago, CGeorgie Thonas, worked with Fidelity to be
one of the first 529 Plans out of the gate when the
I nternal Revenue Code was adopted, and contracted wth
Fidelity to have New Hanpshire's plan the Fidelity Nati onal
Plan. So if you go to Fidelity and you want to open up a
529 account, and you don't specify what state you want to
work with, New Hanpshire's plan conmes up on Fidelity's
site. Fidelity also adm nisters plans for the State of
Massachusetts, State of Delaware, | believe Arizona, so
that -- that is why little old New Hanpshire has the third
| argest 529 Plan in the country.

The Col | ege Savings Plan is, while adm nistered by
Fidelity, it is overseen by a Coll ege Savings Advisory
Comm ssion and that's in statute. And the Deputy Treasurer
my co-worker Bill Dwyer, serves as staff, if youwll, to
t hat Advi sory Comm ssion ensuring that, you know, Fidelity
is meeting up to its contractual obligations, and
nonitoring i nvestnment performance, et cetera.

The ot her thing about the coll ege savings plan that |
wanted to talk to you about because it's not part of this
audit at all, is the managenent fee that the State shares
with Fidelity. So the State receives about 10 bases points
of the market value of the assets in any Fiscal Year. So if
there's $11.3 billion in assets, and we are receiving 10
bases points, we would expect we will receive about

JOINT FISCAL COMMITTEE

February 1, 2013



55

$11.3 million this Fiscal Year in those nanagenent fees.
And, historically, those dollars have been used to provide
schol arshi ps to needy New Hanpshire residents attendi ng New
Hanpshire institutions of higher learning. And for this

bi ennium the | aw was changed via House Bill 2, to have
those dollars fund the University System and the Community
Col l ege System So there was about $16 million in assets
that had built up as of the beginning of this biennium
Thirteen mllion of that, plus an additional $10 million in
Fi scal 12, so about 22, 23 mllion, went to fund the
University System and the Conmunity Col |l ege System And so
for Fiscal 13, we expect we'll generate about $11 million
in fees, and that will be used to fund parts of the

Uni versity System and Community Col |l ege System That was in
the lawis only for this biennium So barring additional

| egi slation, those fees are scheduled to go back into a --
t he schol arship program for the next biennium

W -- | just wanted to, again, that's not part of this
audit at all, but it seened |ike a good tine to notify you
folks of howit relates to this college savings plan and
what that managenent fee is.

Again, as Dick nentioned, the LBA Ofice as the
State's Auditor is responsible for contracting for the
audit of this plan and the Treasurer pursuant to statute
serves as the sole trustee of the plan trust. So |'m goi ng
to turn it over to Rachael now.

RACHAEL BRADLEY, Partner, PricewaterhouseCoopers:
Thank you, Catherine. For the record, ny nane is Rachel

Bradley. I'ma Partner with Pricewat er houseCoopers and am
t aki ng over responsibility for these plans from Steve Hrt
who preceded ne for five years. These plans -- |I'I| take

you through a qui ck overview of what we focused on in the
audits and these financial statenents were actually issued
in Decenber, and | signed the opinion on Decenber 19'"
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related to all 59 of the plans. The plans are nanaged

i ndividually. So each portfolio has its own set of books
and records. And the unit holders of the plans will buy a
specific strategy based on the expected tine frame of when
t hey woul d be wi thdrawi ng noney to pay for their education
costs. So the New Hanpshire plans are actually narketed
under two different nanes. One is the Unique -- the Unique
Col | ege Investing Plan and that has 36 portfolios. Eight of
those portfolios are new this year or were | aunched

Sept ember 28'". So this was the first year we did those
Audi ts. Those eight plans actually provide a new investnent
strategy or new options to unit holders. So the previous

pl ans only held underlying Fidelity funds as well. These
new ei ght plans give the unit hol ders exposure to
non-Fidelity nmutual funds as well. So that is sonething

that's new and New Hanpshire was one of the first states
also to offer the nmulti-firminvestnment options. So that
was -- that was eight new plans that we did for this year.

I think I nmentioned that those opinions that were
i ssued on Decenber 19'" were all unqualified and didn't see
anything during our audits that | think would rai se any
concern, but I'Il take you through the details of those
results.

So if you look at the materials that | provi ded, Pages
3 through 8 go through at a high level the assets that are
in each of portfolios, as well as what the investnent
strategies for those portfolios. That information is
included in our audited financial statenents, but also
included in the fact kit that is used to attract new unit
hol ders.

If you flip to Page 9, this goes through what our
audit approach is and what our areas of focus are. \Wen we
start our audits we focus on identifying significant
accounts or significant risks. And then after |'m assessing
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those risks and accounts, | will focus on the controls that
exist wwthin Fidelity to make sure that the accounting is
done appropriately and then we'll also do sone substantive

testing to nake sure that the values that are presented in
the financial statenments are correct.

So Page 9 goes through the areas that we generally
focus on. As you would inmagine in these plans the areas
that we focus on first would be valuation, because the
majority of these plans are the underlying investnents. So
we will confirmthat the values are appropriate and
represent fair value and then we also will confirmthat the
underlying shares of the funds fromFidelity as well as the
non-Fidelity funds actually exist.

The second thing that we focus on are the fees to nake
sure that the fees are being cal cul ated and charged to the
unit hol ders appropriately.

If you flip to Page 10, there's one -- there's one
adj ustment that was booked in one of the portfolios that I
woul d highlight for you. And this is an adjustnent that
relates to financial reporting only. So has no inpact on
the underlying unit holders froma position perspective or
a strategy perspective. But froman accounting requirenent,
we are required to report the incone earned by the
portfolio with the character of what it was received from
the underlying portfolio. So if it was declared as a
di vidend, we would report it as dividend incone. If it's
reported as a capital gain distribution, we would need to
report it as a capital gain distribution.

For financial reporting purposes, that classification
is a manual process within Fidelity. And so sonetines they
make m stakes and in this instance we found one
re-classification that was not nade appropriately, was
corrected before we issued the financial statenent. But,

JOINT FISCAL COMMITTEE

February 1, 2013



58

again, that is for financial reporting purposes only and
woul dn't have an inpact on the sharehol ders.

If you flip to Pages 11 through 14, these are the
requi red communi cations that are simlar to what KPMG j ust
took you through. So |I'mnot going to take you through them
in detail. This is what we are required to communicate to
t he Advisory Conmission. | included themin here for your
reference. But if you |ook through our conmentary, there is
not hi ng other than that adjustnment | just nentioned to you
that's of note or that | think would warrant specific
attention fromthe Conm ssion.

So that is all | wanted to present. | don't know if
you have any questi ons.

CHAl RWOVAN WALLNER: Thank you. Anyone have any
guestions? Senator dell.

SEN. ODELL: Thank you. | just want to ask the
Treasurer a question. O that noney, the 11 mllion per
year, at the present tine in this bienniumno noney is
going to scholarships at all?

M5. PROVENCHER: O the 11 mllion that's comng in per
year, no. But the -- but the law that was anended for this
bi ennium all owed for $3 mllion as a hol dback to provide
schol arshi ps to needy New Hanpshire students attending
private institutions. And for Fiscal 12, the earnings, we
-- 165 awards were granted at $500 a piece totaling
$82,500. But let ne give you a franme of reference. In
Fiscal 11 there was $4.1 nillion in schol arshi ps awarded.
So the 82,500 was the earnings on the $3 mllion. Again, we
are not in a very good earnings environment. And because
there's $3 million, we weren't -- we're not doing |long-term
investing with those dollars right now, |ike we were doing
with the $16 nmillion that we had prior to this biennium
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SEN. ODELL: Thank you.

CHAl RWOVAN VWALLNER: Furt her questions? No.
Representative Weyler with a notion.

** REP. WEYLER: Madam Chair, | nove we accept the report,
pl ace on file and rel ease in the usual manner.

REP. EATON: Second.

CHAI RMOVAN WALLNER: Representative Eaton seconds. Any
further discussion? All those in favor? Any opposed?
Thank you very nuch.

***  {MOTI ON ADOPTED}

CHAl RWOVAN WALLNER: Qur next audit is the Turnpike
System

MR. MAHONEY: Thank you, Madam Chai rman. Joining ne to
present the audit report to the Committee this norning is
Jean Mtchell. Jean is a Senior Audit Manager w th our
of fice, and Jean was responsi ble to manage the audit on a
daily basis at the Departnment of Transportation. W are
al so going to be joined by Patrick MKenna, who is the
Director of Finance for the Departnent of Transportation,
as well as Len Russell who is the Adm nistrator of
financial reporting for the Departnent.

CHAl RMOVAN WALLNER: Thank you.

JEAN M TCHELL, Senior Audit Manager, Audit Divi sion,
Ofice of Legislative Budget Assistant: Good norning, soon
to be afternoon, Representative Wallner, Menbers of the
Committee. M nane is Jean Mtchell. |1'mhere to present
to you the Conprehensive Annual Financial Report of the
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Turnpi ke System for the Fiscal Year ended June 30th, 2012.
The reporting, including the financial statenents, is the
responsibility of the Turnpi ke System Managenent. The
Auditor's responsibility is to express an opinion on the
financi al statenents based on our audit. Qur audit report
can be found on Pages 14 and 15. And as noted in paragraph
four, we have issued an unqualified opinion on the Turnpike
System

The financial statenents are |ocated on Pages 23
t hrough 25 of the report. The Auditor's opinion covers the
financial statenents and rel ated notes. The other sections
of the report, again, are the responsibility of Managenent.
And whil e these sections of the report have not been
audited by us, they did receive limted review by our
office, largely for consistency of information in relation
to the financial statements and notes.

In accordance with governnent auditing standards, we
are in the process of issuing a report on our consideration
of the internal control over financial reporting conpliance
in other matters. The report will be included in the
Managenent letter that will be presented to the Commttee
at a future neeting. Auditing standards al so require that
we make additional disclosures to you and they include the
fol | owi ng:

We are satisfied with the qualitative aspects of
Managenent accounting practices, including accounting
policies, estimtes, and financial disclosures and no
material uncertainties were noted. There were several
di scussi ons with Managenent, including the State
Comptroller, related to the financial statenent
presentation of certain capital assets. The issues
pronpti ng those di scussions were resolved during the course
of the audit prior to the issuance of the financial
statenents. We understand that the Conptroller also
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di scussed the presentation of capital assets with Auditors
from KPMG.

I"d now like to call your attention to two letters
that are located in the back of the report. The first is
the two-page letter, and this letter identifies certain
corrected and uncorrected m sstatenents in the financial
statenents. As identified by itens one and two, Turnpikes
made two significant adjustnments to the statenent of cash
flows as a result of our audit work. The adjustnents
reflect inprovenments in Turnpike's reporting of cash flow
activity. Itemnunber one is a classification area that has
no effect on cash flow, while item nunber two had a net
$1.2 mllion decrease in cash flow The letter also
identifies a significant immterial unadjusted error that
is described in the bulleted paragraph found on Page 2.

Duri ng Fiscal Year 2012, Turnpi ke undertook an effort
to reviewits capital asset record. The effort identified
certain prior year errors that were corrected in the
current year. The anount reported in this error as an
uncorrected error is the inpact of Turnpike's
identification and correction of the prior year error in
the current period.

The second letter that's in the report is conmonly
referred to as a debt covenant letter. There are a nunber
of financial conditions that the Turnpi ke Revenue Bond
Resol uti ons i npose upon the operations of the Turnpike
System This letter conveys that we identified no
reportabl e i nstances of non-conpliance with the revenue
bond covenants in our audited financial statenments in the
Tur npi ke System

That concludes ny presentation. 1'd like to thank the
Tur npi ke System Managenent and staff for all their help and
cooperation during the audit. And 1'd like to turn the
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presentation over to Patrick and Len who will cover the
report for you.

CHAl RWOVAN WALLNER: Yes.

PATRI CK MCKENNA, Director of Finance, Departnent of
Transportati on: Good norning. For the record, nmy nane is
Patrick McKenna. |'mthe Director of Finance, Departnent
of Transportation. As nentioned, Len Russell is with ne.
He's our Adm nistrator of Financial Reporting.

I"d like to -- 1'd Iike to begin by thanking Len
Russell and a nunber of our staff nenbers who worked | ong
and hard to both do our reconciliations and cone forward
with financial statenments. Mary Ellen Emerling is a
Fi nanci al Anal yst in the Bureau. W have Margaret Bl acker
in the Turnpike Systemis a big help to us. Also like to
recogni ze behind us sone this norning M. Chris Waszczuk is
the Admi nistrator of Turnpikes. He really runs the show at
Turnpi kes. We really appreciate his efforts.

In general, I'd -- without going into repetition, 1'd
just like to call the Commttee's attention to a
transmttal |letter beginning on Page 5 from Comm ssi oner
Clenent. Really does highlight the financial results and
the significant activities of the Turnpi ke System over the
course of the past year. In summary, Turnpi ke System
transactions, as well as Turnpi ke System revenue, are
stabl e year to year. Nearly flat, as a matter of fact, from
Fi scal Year 11. Reported results we have approxi mately 109
mllion transactions on the Turnpi ke Systemresulting in
just under $117 million in total toll revenue.
Approxi mately $3 million in mscellaneous revenue,
i ncl udi ng transponder sales and m scel |l aneous fines and
fees associated with that. But the baseline revenue for the
Turnpi ke Systemis the toll collection activity. That
collection activity runs at approximtely now we are
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pl eased to report the utilization on the E-ZPass Programis
approxi mately 66% of total transactional activity. That's
certainly cone up in volunme in the past couple years since
t he advent of the Open Road Tolling Project in Hanpton. And
we're presently working on the -- the expansion of that
type of functionality on the Hooksett Plaza as well. It
seens to be very well-received.

The -- there is a general statenent of the system
itself as follows with the Comm ssioner's letter. W al so
have a transmittal letter fromthe D vision of Finance,
al so. Goes into the details of the report itself, the
different sections, the associated supplenental materi al
t hat gi ves good conparison year on year in the back of the
docunent itself. Rather than going into a detailed
di scussi on of each section, | thought | would concl ude at
that point and ask if the Conmittee has any questions. W'd
be happy to respond to any.

CHAI RWOVAN WALLNER: Thank you. Do we have questions?
Yes, Representative Lei shman.

REP. LEI SHVAN: Thanks for bringing up the open road

tolling. I've always been rather curious and | see that the
cost of Hooksett is about 22 mllion. | think the Seabrook
was around 16 mllion. Wat's the payback for that? Seens

i ke an awmful |ot of expense. | know it nmakes it easier for

the travelling public but it's an awful ot of noney.

MR. MCKENNA: Thank you for the question. Wth regard
to the Hooksett Plaza, the actual open road toll conmponent
of that capital project is very simlar in cost to what it
was in Hanpton. There is additional work on the roadway
itself that is really, in our opinion, overdue for the
Plaza itself. The approaches as well as sone of the
drainage in the area as well. So just in conparison, the
cost is simlar.
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Good question on the payback itself. Wat we really
find is the payback is in large part covered by the service
and the safety and the throughput of noving through the
tolls on a quicker basis rather than having the travelling
public backup in tines. Hanpton, in particular, on holiday
and weekend traffic, we could see and experience frequently
multi-m | e backups. And so the expansion of that enables
the travelling public to nove through at a nmuch faster
rate. The toll revenue itself is the sanme. So the -- it's
an added cost to the systemin order to inprove the service
| evel and the throughput and the ability to nove through
the tolls.

REP. LEI SHVAN: Further questi on.

CHAI RWOVAN WALLNER: Furt her question.

REP. LEI SHVAN. On Page 32 of the report, Note 7. It
nmentions there are no operating or capital |eases for this
fiscal period. Have there been in the past? Just a
curiosity question.

LEN RUSSELL, Adm nistrator of Financial Reporting,
Departnent of Transportation: No.

MR. MCKENNA: No, there haven't been.

REP. LEI SHVAN. One | ast question

CHAl RWOVAN WALLNER: Yes.

REP. LEI SHVAN. A question that |I've heard increasingly
is our litigation costs and | noticed under your litigation
comrents on Page 38 there's an ongoing case between G anite
Commerci al Real Estate over the Right-To-Know Law. Do you
have any information on that or could you get us

JOINT FISCAL COMMITTEE

February 1, 2013



65

i nformati on?

MR. MCKENNA: | believe that's a reference to there's
an RFP process the Departnent has worked through with
regard to sone degree of commercialization of the rest area
in Hooksett. That case specifically relates to a previous
bi dder and a previously unapproved bid that the vendor
t hensel ves is requesting additional information through the
Right-to-Know. 1It's being handl ed right now by the
Attorney General's Ofice.

REP. LEI SHVAN. Thank you. Thank you, Madam Chair

CHAl RWOVAN WALLNER: Thank you. Any further questions?
Thank you. Thank you very much

CHAI RWOVAN WALLNER: Representative Wyl er.

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

REP. EATON: Second.

CHAI RWOVAN WALLNER: Representative Eaton seconds. Al
in favor? Any opposed? Thank you.

*HE { MOTI ON ADOPTED}

CHAIl RAMOVAN WALLNER: And | believe this is our final
audit for the day is fromthe New Hanpshire Lottery.

MR. MAHONEY: Thank you, Madam Chairnman. |'mjoi ned by
El i zabeth Bielecki. Elizabeth is a Manager with our office
who was responsible to nanage the audit at the Lottery
Comm ssion on a daily basis. W are also joined by Charles
McIntyre, the Executive Director of the Lottery, as well as
Cassie Strong, the chief accountant. So with your
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perm ssion, Madam Chairman, |1'd like to turn it over to
Eli zabeth to present the audit results.

CHAI RWOVAN WALLNER: Thank you.

ELI ZABETH Bl ELECKI, Manager, Audit Division, Ofice of
Legi sl ati ve Budget Assistant: Good norning, Madam Chair,
and Menbers of the Commttee. For the record, nmy nane is
El i zabeth Bielecki. W are here to present to you the 2012
Conmpr ehensi ve Annual Financial Report of the Lottery
Comm ssi on.

The report, including the financial statenents, is the
responsibility of the Lottery Conmm ssion's Managenent. The
Auditor's responsibility is to express an opinion on the
financial statenents contained in the report. W have
i ssued an unqualified opinion, conmonly referred to as a
cl ean opi nion on those financial statenents. The
information and the introductory and statistical sections
of the report was not subjected to audit procedures; and
the information in the Managenent di scussion and anal ysis
was subject to limted audit procedures. And as a result,
we expressed no opinion on that information.

In accordance with Governnent Auditing Standards,
there are a nunber of required disclosures that we need to
make which includes notifying the Commttee that we were
satisfied with the qualitative aspects of Managenent's
accounting practices, including accounting policies,
estimates, and financial statenent disclosure. There were
no material uncertainties noted, no disagreenments with
Managenent, and we received the full cooperation of the
Lottery Comnm ssi on.

There are two letters included in the back of the
report. The one-page letter reports an uncorrected
m sstatenent. This represents a m sclassification of
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operating revenues and has no effect on the Lottery's
operating profit. This is not considered a materi al
m sst at enent .

The nmulti-page letter reports the results of certain
agreed upon procedures we perforned on the Lottery's
operation of the Lucky for Life Gane, which was introduced
by the Lottery last March. Al states offering the Lucky
for Life Gane had these procedures performed as a condition
of gane participation. No reportabl e exceptions were
identified through these procedures at the Lottery.

In accordance with Governnent Auditing Standards, we
have al so issued a report on the Lottery's internal contro
over financial reporting and on conpliance and ot her
matters based upon our audit of the financial statenent.
That report will be included in a Managenent |etter which
will be presented to the Conmttee at a future neeting.

At this point | would like the turn the presentation
over to the Executive Director who will speak to the
report.

CHARLES MCI NTYRE, Executive Director, New Hanpshire
Lottery Conm ssion: Good afternoon. Oficially good
afternoon, Madam Chair, Menbers of the Comm ttee.

Initially, 1'd like to thank LBA for their participation
for their diligence in this matter, their professional and
exceptional. Secondly, 1'd like to thank Cassie Strong and
George Roy for this CAFR which they produced. And notably
M. Roy, this is the last time his nane will appear on this
docunment after | believe three decades at the Lottery

Comm ssion. He is and will continue to be sorely m ssed.
Thi s docunent will be submitted to the Governnent Financi al
O fice Association of America for their certification which
is a prestigious designation and has been done and has been
certified 15 years running -- 16 years running and that
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certification appears on Page 11 of this CAFR

Two notable introductions in 2012 Fiscal Year are
contained in the CAFR but 1'Il briefly talk about them
Power bal | changed in January of 2012 on the 15'" exactly,
and we noted significant increase in revenues whi ch has
carried through to this Fiscal Year, Madam Chair, and
Menbers of the Conmittee.

Second, as noted by the Auditors, Lucky for Life was
introduced as a nulti-state gane with the New Engl and
states, the first effort that has been successful in that
endeavor, having all New Engl and states join together to
repl ace a ganme which had been failing and the results of
that gane are nore than twice the gane it replaced. That
started on March 15'", 2012. And really for us, Fiscal Year
2012 represents a watershed year in ternms of stopping what
had been a 5-year decline averaging 6% | oss per year.

Fi scal Year 12 was net 7% growh year. So the delta was 13%
in terns of decline to growth. We're currently one of the
top five or six lotteries in the U S. in growh, where

two years ago we were dead |ast and that growth continues
through this Fiscal Year. So we are certainly proud of the
acconpl i shments which are reflected in this Fiscal Year's
financial report. So certainly welcone the Cormittee's
guesti ons.

REP. WEYLER: Congratul ati ons.

MR. MCI NTYRE: Thank you, sir.

CHAl RWOVAN WALLNER: Any questions? Yes, Senator
Qdel | .

SEN. ODELL: Thank you, Madam Chair. Just a quick
guestion, M. Mlintyre. Lucky for Life replaced which gane?
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MR. MCINTYRE: Weekly Grand Extra. It was a tri-state
game which was a lifetime prize as well or annuity prize as
well. You won, | think, a thousand dollars a week, Wekly
Grand, you won it a week for 20 years which is a thousand
dollars a day for life and we had to add liquidity. Add al
t hat popul ati on count of New England in order to fund a
prize that pays $365,000 a year until you cease, you know.
So that's why a gane and the hook. And we are actually
updati ng changes to that game, changing the prize structure
that will come in Septenber.

SEN. ODELL: Thank you.

CHAl RWOVAN WALLNER: Any further questions?

REP. EATON. Does that nmean you have to be 65 or ol der
to buy the ticket?

CHAl RWOVAN WALLNER: Hoping the wi nners are.

MR. MCINTYRE: W estinated on a 45-year old male. For
actuari al purposes 45-year old male we estimated on and
it's been just about right in terns of four w nners.

CHAl RWOVAN WALLNER: Thank you. Thank you very nuch.
Representative Weyl er, you have a notion for us?

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

REP. EATON: Second.

CHAl RWOVAN WALLNER: Representative Eaton seconds. Al
those in favor? Any opposed? Thank you. See you on
March 8'M.

***  {MOTI ON ADOPTED}
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REP. EATON: You need a notion to adjourn?

CHAl RAMOVAN WALLNER: Ch, do we?

*x REP. EATON. So nove.

CHAI RMOVAN WALLNER: Ckay. Representative Eaton noved
t hat we adj ourn.

REP. ROSENWALD: Second.

CHAl RWOVAN WALLNER: And Representative Rosenwal d
seconds. Al in favor? Any opposed? |f people want to
stay, they're wel cone to.

***  {MOTI ON ADOPTED}

(Adj ourned at 12:06 p.m)
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