ONE BALDWIN STREET
MONTPELIER, VT 05633-5701

SEN. M. JANE KITCHEL, CHAIR
REP. JANET ANCEL, VICE-CHAIR
SEN. TIMOTHY ASHE

SEN. CLAIRE AYER

REP. CAROLYN BRANAGAN

9:30 a.m. A.
9:35 a.m. B.
10:00 a.m. (@
10:10 a.m.

10:40 a.m. D.

TEL: (802) 828-2295
FAX: (802) 828-2483
www.leg state vtus/jfo

REP. MITZI JOHNSON
REP. BILL LIPPERT

SEN. RICHARD SEARS
REP. DAVID SHARPE
SEN. RICHARD WESTMAN

STATE OF VERMONT
LEGISLATIVE JOINT FISCAL COMMITTEE

Agenda
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Room 10, State House

Call to order and approve minutes of November 13, and December 1, 2015, and
April 7, 2016 [Approved]

Recap of Revenue Update - Tom Kavet, Legislature’s Economist [dod

Administration's Fiscal Updates:
1. Unencumbered Balances [Sec. 53 of Act 68 of 2016] [dod
Michael Pieciak, Commissioner, Department of Financial Regulation

2. Fiscal Year 2016 Contingent General Fund Appropriations Status [doq]

Andy Pallito, Commissioner, Department of Finance & Management

a. Housing and Global Commitment [Sec. C.108 of Act 58 of 2015 as amended
by Sec. 55 of Act 68 of 2016}

b. 53 Week of Medicaid [Sec. 55a of Act 68 of 2016 as amended by C.109 of
Act 172 of 2016] [dod

c. Fiscal Year 2017 One-Time 53 Week of Medicaid Cost Funding
[Sec. B.1104 of Act 172 of 2016]

d. FY2016 Preliminary Closeout

Governor’s Proposed FY2017 Rescission Plan [doc-also see handont from #2 above]
Commissioner Pallito [Approved]

11:00 a.m. Public Hearing on the Governor’s Proposed FY2017 Rescission Plan [32 V.S.A. § 704]

11:30 a.m. E.

11:45 a.m. F.

11:55 a.m.

Medicaid Year-End Report - Stephanie Barrett, Associate Fiscal Officer, and [dod
Emily Byrne, Director, Budget and Man. Division, Dept. of Finance & Management

Vermont Economic Employment Growth Incentive Program [dod

1. Cost-Benefit Model Proposed Update [10 V.S.A. Sec. 3326(b) added in Sec.
H.1 of Act 157 of 2016] [Approved]
Fred Kenney, Executive Director, VI Economic Progress Council, and Ken
Jones, Economic Research Analyst, Agency of Commerce & Community Dev.
Tom Kavet, Legislature’s Economist {dod

2. Presentation - VT Economic Employment Growth Incentive Program —
Technical Working Group [Sec. H.14 of Act 157 of 2016] [Approved]
Sara Teachout, Senior Fiscal Analyst, Joint Fiscal Office
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12:00 p.m. G. Federal Single Audit Review [Sec. E.100.5 of Act 172 of 2016}; CAFR [dod
1.  Shawn Warren, Partner, and Renee Bourget-Place, Partner, KPMG
12:10 p.m. 2.  Commissioner Pallito, and Brad Ferland, Deputy Commissioner,
Department of Finance and Management

12:30 p.m. H.  Fiscal Office Updates
1. Fiscal Officers’ Report - Stephen Klein, Chief Fiscal Officer [dod]
2. Future of Health Connect RFP — Catherine Benham, Associate Fiscal Officer
[Sec. E.127.1 of Act 172 of 2016}
3. Education Fund Outlook — Mark Perrault, Senior Fiscal Analyst

1:00 p.m. I, Discussion on Next Meetings and Adjourn
[September 15, and November 14]

NOTE : Health Reform Oversight Committee at 1:30 p.m., Room 10, State House

Other Report Submissions:

Gen vernment
L Quartery report on excess receipts. [32 V.S.A. § 511] [Administration] [Received 3 and 4" Quarters]

0. Small Grants Quarterly Report [32 V.S.A. § 5(2)(3) [Joint Fiscal Office] [Received 3™ quarter]

OI. Vermont Health Connect monthly reports. [Sec. C.106 of Act 58 of 2015] [Chief of Health Care
Reform] [Received: May and June 2016]

IV. Position Pilot Program — Department for Children and Families [Sec. E.100(d) of Act 179 of 2014]
[Human Resources] [Received April and June reports]

V. Position Pilot Program — Department of Environmental Conservation [Sec. E.100(d) of Act 179 of
2014] [Human Resources] [Received]

Human Services
Report on statewide statistics related to the use of emergency housing vouchers. [Act 50, Sec. E.321.2(c)
of 2013 as amended by Sec. E.321.2 of Act 58 of 2015 further amended by Sec. E.321.2 of Act 172 of
2016] [AHS] [Received]

Natural Resources
Annual report of the Agency of Natural Resources of costs and expenditures for proceedings of

the Federal Energy Regulatory Commission [30 V.5.A. § 20(2)(2)(C) as amended by Sec. E.233 of
Act 172 of 2016] [ANR] [Received]

Protection
Quarterly report of costs and expenditures for proceedings of the Federal Energy Regulator)
Commission [30 V.S.A. § 20(b)(9) as amended by Sec. E.233 of Act 172 of 2016] [Dept. and
Board — Public Service] [Received]
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Monday, July 25, 2016

Minutes

Members present: Representatives Ancel, Branagan, Johnson, Lippert, and Sharpe, and
Senators Ashe, Ayer, Kitchel, Sears, and Westman.

Other Attendees: Administration, Joint Fiscal Office, Legislative Members, and various media,
lobbyists, and advocacy groups.

The Chair, Senator Kitchel, called the meeting to order at 9:40 a.m., and Representative
Ancel moved to approve the minutes of November 13 and December 1, 2015, and of
April 7, 2016. Senator Ayer seconded the motion and the Committee approved.

B. Recap of Revenue Update

Tom Kavet, Legislature’s Economist, reviewed the reasons for the revenue downgrade
that was presented to the Emergency Board on July 21. The State revenues were down 1.4% in
General and Transportation Funds, and the forecast was off by 1% from the previously accepted
forecast submitted in January 2016. In addition, there was a glitch in how the Department of
Motor Vehicles determined two-year registrations that created a gap in revenues. In response to
Representative’s Sharpe’s question, Mr. Kavet referred to the last page of the forecast (page 37 -
Addendum: Administration and JFO Revenue Comparison) and explained how May 2016
assumptions for the FY2018 budget used the January 2016 revenue forecast as its estimate.
Another factor for the decrease in revenues lower-than-expected corporate income tax receipts
which tended to be a more volatile revenue source. Representative Sharpe inquired if the student
debt bubble within banking institutions was an issue with economic stability. Mr. Kavet stated
the majority of student debt was held by the federal government and did not have the volatility
the banking industry had with subprime mortgages during the recent recession. However, student
debt in addition to fewer available jobs could lower the overall economic buying power of
Vermonters, lower the house turnover or building rate, and then have the effect of delayed or
reduced family size. Mr. Kavet added that credit standards had been tightened since the
recession, which caused more hurdles for new home buyers.

Mr. Kavet referred to the forecast (page 6) showing U.S. Unemployment Rate by Age.
Representative Ancel suggested a break-out of the Vermont demographics of age in the
workplace and the various economic constraints those groups are challenged by over time.

Mr. Kavet agreed the information would be interesting to follow on a regular basis but would
have to investigate whether the data could be broken out to reflect just Vermont. Senator Kitchel
added that data reflecting Vermont could be important to Committee policy discussions because
of possible social implications that may drive human services and education delivery systems.

VT LEG #318738 v.1



Legislative Joint Fiscal Committee
July 25, 2016 Minutes
Page2 of 8

The Chair reflected on the last page of the July 2016 revenue forecast, offering that the
information in the addendum helped to put revenue changes over time in perspective.

C. Administration’s Fiscal Updates — 1. Unencumbered Balances

Michael Pieciak, Commissioner, Department of Financial Regulation, distributed a memo - -

showing the FY2016 receipts available to the General Fund. Senator Ashe asked for clarity on
how the receipts would impact the FY2016 and FY2017 budgets. Stephen Klein, Chief Fiscal
Officer, Joint Fiscal Office, responded that the funds would help in the close-out of FY2016.
Representative Ancel added that these receipts were part of the estimation of the normal revenue
and budget process. Emily Byrne, Director of Budget and Management Division, Department of
Finance and Management, offered that the receipts were $2 million above the previous estimate
of $11.2 million.

Senator Kitchel inquired what the potential impacts were for other states’ legislation to
domicile captives within their own states. Commissioner Pieciak responded that Vermont had a
good infrastructure compared to other states which equated to almost an industry to support
captives. There will always be competition amongst the states but Vermont has the most
aggressive and helpful laws to assist captives. Senator Westman inquired how Vermont could do
a better job of marketing itself to avoid failures such as those in Bermuda. Senator Kitchel
offered that Vermont has an annual captive insurance conference through the Department that
has had a large turnout each time. Commissioner Pieciak stated that the Department was
confident of Vermont’s ability to retain captives.

2. FY 2016 Contingent General Fund Appropriations Status — a. Housing and Global
Commitment

Andy Pallito, Commissioner, Department of Finance and Management, distributed a
document with information for the next five agenda items. He summarized the contingent
appropriations in FY2015 for LIHEAP, temporary housing, and Global Commitment.

b. 53" Week of Medicaid and d. FY2016 Preliminary Close-out
Commissioner Pallito reviewed the FY2016 General Fund close-out which showed a total

revenue shortfall of $11.19 million. Of this amount, $16.21 million was forecasted revenues
coming in below expectation that were partially offset by higher transfers from other funds,
including Department of Financial Regulation’s (DFR) abandoned property and tax system
development funds. The $11.21 gap was closed by $6.5 million of unobligated funds, i.e., left on
the bottom line in FY2016, and $4.87 million that was appropriated but unspent in Medicaid
funds that were reverted to bring the FY2016 General Fund budget balance position to $0.

c. Fiscal Year 2017 One-time 53" Week of Medicaid Cost Funding

Commissioner Pallito explained that the actual cost of the Medicaid 53 week payment at
$7 million was lower than the initial estimate of $10 million and that this cost was fully covered
in FY2016 within existing Medicaid resources. This allowed for $5.29 million in the FY2017
appropriation to be set aside in the new 53/27 reserve fund, created in the 2016 session.
Senator Kitchel offered that the Legislature established the fund because every seven years
Medicaid, and every 13 years the State employee payroll had an additional payment on a cash
basis. Representative Johnson stated that in 2022 both the payments would be due, causing
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significant stress on the General Fund. She explained that it was important to understand not only
that FY2016 closed in balance, but FY2017’s $20 million revenue downgrade was addressed
without program impact. In addition the first installment for these 7/13 year payments was made
with this additional $5.29 million in reserves.

D. Governor’s Proposed FY2017 Rescission Plan- :

The Committee dialed in the conference number for participating members.
Representative Peter Fagan was the only member on the conference call. Commissioner Pallito
reviewed the Governor’s Proposed FY2017 Rescission Plan by referring to page 2 of his earlier
handout. The revenue downgrade was $20.75 million minus $20.51 million of underspending
within the Agency of Human Services, and other available funds brought the budget gap down to
$240,000 which would be covered through a technical adjustment to the stabilization reserve in
FY2016.

The Chair recessed the meeting and convened a public hearing at 11:00 a.m. She
explained that there was a statutory requirement for a public hearing with a rescission plan per
32 V.S.A. § 704. She then offered for anyone to testify regarding the proposal.

Karen Lafayette, Vermont Low Income Advocacy Council, asked about the $1.7 million
contingent fund for LIHEAP and how it was reflected in the proposed plan. Mr. Klein responded
that the Legislature had a contingent $1.2 million saved in a reserve for LIHEAP in case of a
downgrade, which was still available. The allocation would need to be approved at the
Committee’s September or November meeting, or the Emergency Board could transfer the
money from that reserve to LIHEAP.

Representative Barbara Murphy, Franklin-2 district, asked for clarification on the 5 3
Medicaid4nd 27™ pay period reserve funds. Commissioner Pallito explained that the
Administration would develop an amortization schedule in the fall to determine the actual
amount needed to set aside each fiscal year for the 2022 payments, but the amount set aside in
FY2017 was untouched. Senator Kitchel added that the Legislature had learned a lesson from
preparedness of future obligations, such as teachers’ retirement and was determined to have the
53/27 payments ready in 2022.

The Chair asked if Representative Fagan had any questions on the proposed plan and he
responded that he did not.

The Committee adjourned the public hearing and reconvened the Committee meeting.
The Chair then asked for a motion on the proposed plan since the Committee had no further
questions and declined discussion. Senator Ayer moved to accept the Governor’s Proposed
FY2017 rescission plan, and Representative Johnson seconded the motion. The Committee
unanimously accepted. Representative Ancel commented that the rescission plan presented and
approved had been a much easier path to travel compared to past rescission plans, and she was
relieved.

The Chair postponed action on the agenda item pertaining to the Vermont Economic
Growth Incentive updates.
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E. Medicaid Year-End Report for FY2016

Stephanie Barrett, Associate Fiscal Officer, Joint Fiscal Office, and Emily Byrne,
Director, Budget and Management Division, Department of Finance and Management, gave a
summary of the Medicaid year-end report that was distributed at the Emergency Board meeting
of July 21, 2016. Ms. Barrett explained that there was underspending of expenditures in both
State Only funded programs (pharmacy, clawback payment, and cost sharing assistance) and $28
million in Global Commitment. Ms. Barrett stated approximately one-half of the reason for this
occurrence was a better-than-expected rebate experience for the pharmacy program. The
Administration changed Pharmacy Benefit Managers (PBM) mid fiscal year (January 2016) and
the rebates were coming in higher under the PBM. Further investigation was needed to discover
how much of the gain was from one-time and ongoing actions. Representative Branagan inquired
about the process of the rebate program. Ms. Barrett explained that there was a federal process in
place for rebates to acquire the best price possible for pharmaceuticals.

In responding to Senator Kitchel, Ms. Byrne explained that the Department of Vermont
Health Access (DVHA) was determining whether these gains in rebates were from the new PBM
who had recouped the costs of rebates from the previous PBM, or whether drug manufacturers
were doing a better job with rebate costs. Representative Sharpe asked if there were a more
transparent way to determine the rates of rebates and best practices of individual PBMs.
Ms. Barrett suggested the Committee hear from DVHA on specifics to do with the program and
the change of PBMs. Representative Johnson expressed frustration that the State was only
allowed to review the cost of a specific pharmaceutical but not the rebate amount, which made it
difficult for legislators to understand the net cost of a drug when appropriating funds for the
program. Senator Sears asked if experience rates of rebates could be compared with other states.
Ms. Barrett stated she would be comparing data with other states at the National Council of State
Legislatures (NCSL) at its next conference. Senator Ashe requested that DVHA inquire of other
states on rebate experience rates and then report back to the Committee, and the Chair agreed.

The Chair requested the Commissioner of DVHA brief the Committee on the PBM
change and what information led to that decision. She then asked Ms. Barrett for the information
on the other half of the underspent expenditure gains. Ms. Barrett explained that they were
awaiting the redetermination assessments that should become clearer by the end of the year.
Additional information on expenditures had not yet been broken out into smaller categories of
cost and Medicaid eligibility groups for review but was on track for the fall. She concluded by
pointing out that within the report there was a summary on the redeterminations, and HROC
would be receiving a more in-depth presentation on that information per reporting requirements.

Senator Ashe inquired why it was so difficult to determine eligibility of the
redeterminations when it was a relatively small group of people. Ms. Barrett responded that
DVHA was redetermining 9,000 households a month for the Modified Adjusted Gross Income
(MAGI), and 700-900 a month for the Aging, Blind and Disabled (ABD) category. Within this
process, it could become potentially lengthy with people not responding to DVHA and with
additional notices and timelines occurring. The Chair added that some of the process was not
automated and may slow the process down.
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Representative Sharpe expressed concern on recent media reports of hospitals receiving
triple profits, while the State struggled to pay for Vermonters’ health insurance. Representative
Ancel suggested HROC invite the Chair of the Green Mountain Care Board to give more
information on this issue.

F. Vermont Economic Employment Growth Incentive (VEGI) Program - 1. Cost-Benefit Model

Proposed Update

Mr. Kavet explained the technical aspects of the proposed updates to the Vermont
Economic Growth Incentives program submitted by the Vermont Economic Progress Council.
He recommended approving the proposed update with the caveat that more information be
submitted to the Joint Fiscal Office as listed in his memo.

Fred Kenney, Executive Director, Vermont Economic Progress Council, and Ken Jones,
Economic Research Analyst, Agency of Commerce and Community Development, reviewed the
proposed updates to the VEGI model with the Committee as explained in a memo dated July 11.
Mr. Kenney in responding to Representative Sharpe’s question stated an estimated average of $2
million in incentives had been paid out annually from VEGI, and there was additional authority
to approve $10 million annually that would be paid out over nine years to businesses. He agreed
with Kavet’s suggestions and confirmed the Council would follow up with that requested
information.

Mr. Kavet clarified that typical VEGI expenditures (expenditures paid out) were
$2 million annually but the previous fiscal year they were $4 million. He added he was
comfortable with Mr. Kenney’s stating that VEPC would follow through with the suggestions in
his memo:

The Chair asked for a motion to accept the proposed updates to the VEGI cost-benefit
model per Mr. Kenney’s memo with the understanding that VEPC would provide further
information as requested in Mr. Kavet’s memo. Representative Sharpe moved to postpone action
on the updates until a more conclusive evaluation of the impacts to the VEGI model, as written
in Mr. Kavet’s memo, was sent to the Joint Fiscal Office. Representative Ancel seconded the
motion for the purposes of discussion, and a discussion ensued on whether to postpone action on
the proposed updates. Mr. Kenney showed concern for delaying the updates if consideration of
applications were to be delayed as well. Representative Ancel stated that the technical working
group on the VEGI cost-benefit model would be the most critical in determining any changes
needed to the model. She expressed concern that delaying the updates could interfere with the
group’s work moving forward.

Based on comments by Mr. Kavet that he was comfortable with the approval of the
updates and supplying the additional information on the impacts later, Representative Sharpe
withdrew his motion. Representative Ancel moved to accept the updates with the understanding
that Mr. Kavet’s suggestions be completed by VEPC. Representative Branagan seconded the
motion and requested that another update on VEGI and the working group be included in the
Committee’s September meeting agenda. The Committee approved the motion with
Representative Sharpe voting no.
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2. Presentation — VEGI Incentive Program — Technical Working Group
Sara Teachout, Senior Fiscal Analyst, Joint Fiscal Office, listed the members of the

working group as follows: Tom Kavet for the Joint Fiscal Office, Ken Jones for the Agency of
Commerce and Community Development, Matt Barewicz for the Department of Labor, and
Rebecca Sameroff for the Department of Taxes. The Group’s first meeting was scheduled for the
following day along with a meeting the first week in-August. The findings would be presented in
January 2017 with the final report.

The Chair requested a motion to approve the VEGI technical working group’s
membership as listed by Ms. Teachout, and to convene its first meeting. Representative Ancel
made the motion and Senator Ayer seconded it. The Committee approved.

G. Federal Single Audit Review; CAFR — 1. Auditor’s Office (KPMG)

Shawn Warren, Audit Partner, and Renee Bourget-Place, Audit Partner, KPMG, were
contracted by the State Auditors’ Office for the federal single audit review process.
Ms. Bourget-Place gave a summary of the audit reports’ findings for FY2015. The first audit
report related to the CAFR on controls and compliance that had ten findings with five material
weaknesses and five significant deficiencies. The second report reviewed controls and
compliance over federal rewards with an estimated $2.1 billion in FY2015 from federal grants.
Out of the 27 programs audited in FY2015, 21 of those were repeated in the previous fiscal year,
due to continued significant findings or high risks. The Committee requested a written summary
sheet to be sent to them. In responding to Senator Ayer, Ms. Bourget-Place explained that a
finding of material weakness was a higher risk. She then stated that of the 48 findings for the
federal rewards audit, 26 were repeat findings, and 22 were new. In FY2015, for the first time,
KPMG gave adverse opinions on Medicaid and CHIP (Children’s Medicaid), and 12 programs
with modified opinions.

Ms. Bourget-Place offered that with the revised regulations for federal rewards audits in
FY2016, it would not be necessary to repeat audits on programs with significant deficiencies.
Senator Kitchel offered these new rules should reduce costs to Vermont and Ms. Bourget-Place
agreed. Representative Lippert inquired what the impacts were for the adverse opinions to
Medicaid and CHIP programs. Mr. Warren responded that the federal agency in charge of the
grant awards would assess what the penalty would be to Vermont, and whether it would be
retroactive or prospective. It could range from increased scrutiny or regulation, a demand for
returned funds, or elimination of future funding. In responding to Representative Lippert, Ms.
Bourget-Place explained that it took 6 to 12 months for the federal government to review the
audit findings. Senator Ashe asked what led KPMG to determine that Medicaid and CHIP would
be afforded an adverse opinion. Ms. Bourget-Place responded that there were very significant
deficiencies in the eligibility findings in terms of the volume of items not in compliance. In
addition, almost every other area, besides eligibility, had a finding.

The Chair reiterated the Committee’s request for a summary of the audit reports. She
added that the summary should highlight the key findings that legislators should understand for
each of the programs. Representative Branagan asked for the full audit report, and Mr. Klein
stated JFO would send a link to Committee members. The Chair asked for a few printed copies
for members that preferred that type of media. Representative Ancel requested additional
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information within the requested summary, from the Auditor’s office, on how audits were
performed; and a continued discussion at the Committee’s September meeting.

Ms. Bourget-Place responded to Senator Westman that the audit report would not
quantify the financial impacts of being out of compliance in regard to eligibility. Senator Ashe
asked if historically audit findings from previous years had improved. Ms. Bourget-Place
explained that with the current amount of reaudits, there appeared to be no improvement. Senator
Ashe offered that there should be a conversation on how standing committees monitor adverse
audit findings in departments. Senator Kitchel added it brought up the question on how a
committee evaluates a department’s full performance.

2. Administration’s Response to Auditor’s Findings

Commissioner Pallito and Brad Ferland, Deputy Commissioner, Department of Finance
and Management, responded to the KPMG’s audit findings. Deputy Commissioner Ferland
explained that the Administration did not disagree with KPMG’s audit findings, and agreed that
the audits should be improved. There were two audits that the State was subject to: the basic
financial audit and the federal funds audit. The basic financial audit included all State funds,
such as General Funds, Special Funds, Transportation Funds, and other funds. These types of
audits have received top ratings as good reports. The second audit on federal funds could have
large implications and high risks to Vermont’s bond rating opinions due to negative financial
perceptions.

Deputy Commissioner Ferland offered that of the 27 programs audited, 7 had no findings.
The Agency of Human Services (AHS) and Agency of Education each had 3 programs with no
findings, and the Department of Military had 1 program with no findings. In addition, one-half of
the programs from 2015 would not be reaudited in 2016. The Administration had established a
new process of including commissioners and department heads into the entrance conferences
with KPMG. KPMG has agreed to send periodic updates to departments before audits are
reported, and the departments would send quarterly updates to the Administration to review their
progress to address findings. New Policy, Bulletin 5, addresses all the federal requirements and
the Administration’s policies. A challenge that departments face in avoiding repeat findings was
that the federal reporting deadline was toward the end of March and it made it programmatically
impossible for some departments to implement a mediation plan in response to findings before
the next audit began in July.

Deputy Commissioner Ferland explained that of the 27 audited programs, 14 were in
AHS, 5 in Agency of Education, 2 each in the Agency of Transportation and Department of
Labor, 1 each in the Department of Public Safety, Agency of Commerce, Department of
Military, and Department of Environmental Conservation. An internal audit group was formed
within AHS to address its repeat audit findings. Senator Ashe asked what could be done to
enhance better internal controls reporting. Deputy Commissioner Ferland responded that
documentation was important to the process along with expertise of federal requirements, and
also an awareness of the magnitude of adverse findings.

The Chair suggested that standing committees would have an interest in the correction
action plans for departments and could be included in findings discussions. Doug Hoffer,
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Vermont State Auditor, stated his office was pleased with the actions the Administration had
taken to address the audit findings.

H. Fiscal Office Updates — 1. Education Fund Outlook

Mark Perrault, Senior Fiscal Analyst, Joint Fiscal Office, gave an update on the
Education Fund Outlook. Based on the July revenue forecast, Lottery, Purchase and Use Tax,
and Sales Tax receipts were down $3.8 million over 2 fiscal years (FY2016 and FY2017). This
would be offset by the Property Tax adjustment from FY2016 of an estimated $8 million. Early
estimates also predicted an additional $10 million available in FY2018. Part of this surplus is
from a possible reversion from Special Education.

2. Future of Health Connect RFP

Catherine Benham, Associate Fiscal Officer, Joint Fiscal Office, referred to the statutory
language that directed the Office to “conduct an analysis for the General Assembly on or before
December 15, 2016 regarding the current functionality and long-term sustainability of the
technology for Vermont Health Connect” per Sec. E.127.1 of Act 172 of 2016. The Office sent
out a Request for Proposal (RFP) for a third party to assist in this analysis. In responding to
Senator Kitchel, Mr. Klein estimated that a contract would be signed the following week or as
soon as it possibly could in order to begin its work.

3. Fiscal Officers Report
Mr. Klein presented his report and the Committee had no questions.:

Senator Ashe suggested a JFC subgroup be formed to discuss preliminary thoughts on
future monitoring of audit findings. The Chair and Vice Chair volunteered to review information
on how to manage and review audits along with the current findings and report back to the
Committee at its September meeting. The Committee confirmed its next meetings: September 15
and November 14.

The Chair requested a motion to adjourn. Senator Ayer made the motion and
Representative Sharpe seconded it. The Committee adjourned at 1:00 p.m.

Respectfully Submitted,

’f/’/“%ﬁ’*"?

S

Theresa Utf)n-J erman

Legislative Joint Fiscal Office
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Economic Review and Revenue Forecast
Update
July 2016

Overview

Continued sluggish macroeconomic growth and one of the worst winter
tourism seasons on record combined to leave FY16 revenues slightly below
January projections. This combination of events resulted in an aggregate
revenue variance across all three major funds of about 1% below January
targets. Ailthough some of the affected consumption taxes will bounce back if
more “normai” seasonal weather patterns prevail in FY17, a further slowing of
macroeconomic growth expectations will challenge future State revenues to
match spending pressures that exceed general rates of inflation over the
forecast horizon. Without new funds from the fee increases enacted during
the last legislative session, revenues would have been downgraded about
1.4% in all funds in both FY17 and FY18 (see Addendum on page 37).

By virtue of the fee and other increases in both the General and Transportation
Funds, revenues in FY17 and FY18 will be slightly above prior expectations
(see below chart). The portion of the Education Fund analyzed herein (which
excludes State property taxes) is expected to decline slightly, as weaker
consumption tax revenues offset slight gains in Lottery receipts.

Recommended Net Revenue Changes from January 2016 Forecast
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July 2016 Economic and Revenue Forecast Commentary

The current economic expansion is entering its 85" month, the fourth longest
of the 34 U.S. business cycles since 1857. It is gradually making up in sheer
endurance what it has lacked in vigor, slowly amassing more than 14 million
new jobs over the last 69 months. Against a relentless array of ever-changing
global and domestic headwinds, however, the economy has again performed
below expectations, and projections for near-term economic growth have been
lowered accordingly. Real economic growth in Vermont is now expected to
total 1.9% in 2016, almost a full percentage point below prior estimates, with
growth in 2017 (2.3%) and 2018 (1.7%) also lowered (by 0.1 and 0.3
percentage points, respectively). While this is not a seismic change in
expectations, it will result in slightly lower growth in many revenue categories.
Despite this more subdued growth trajectory, risks of recession remain low.
There are no major imbalances in the economy that currently point towards
imminent decline, and steady improvement in labor, real estate and capital
markets all suggest further, albeit unspectacular, growth ahead.

Vermont Employment Growth Converges With Steady U.S. Gains

(Total Nonagriculturai Employment, Percent Change vs. Year Ago, Seasonally Adjusted Data)
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The steady job growth has pushed the U.S. unemployment rate below 5% and
Vermont's rate to nearly 3%, the fourth lowest in the nation (see charts on
pages 4-5). Although the “official” unemployment rate (referred to as “U3” by
the Bureau of Labor Statistics) does not reflect all aspects of labor markets and
the general economy, it is a consistent and timely proxy for relative economic
conditions. Other measures of unemployment include rates shown in the table
below, such as U1, which only measures persons unemployed for 15 weeks or
longer (recently down to 2.2% nationally and 1.0% in Vermont) and U6, which
includes marginally attached workers and those working part-time who are
seeking full-time work (which for the most recent period available topped 10%
in the U.S. and 8% in Vermont).

Unemployment and Unemployment...
Various Concepts: 2015Q2 to 2016Q1

U1 U2 u3 U4 us 8]
u.s. 2.2% 2.5% 5.1% 5.5% 6.2% 10.1%
Vermont 1.0% 1.7% 3.6% 3.9% 4.6% 8.1%
Ratio
Us.nvT 2.20 1.47 1.42 1.41 1.35 125

U-1, persons unemployed 15 weeks or longer, as a percent of the civilian labor force
U-2, job losers and persons who completed temporary jobs, as a percent of the civilian labor force

U-3, total unemployed, as a percent of the civilian labor force (this is the definition used for the
official unemployment rate)

U-4, total unemployed plus discouraged workers, as a percent of the civilian iabor force plus
discouraged workers

U-5, total unemployed, plus discouraged workers, plus all other marginally attached workers, as a
percent of the civilian labor force plus ail marginally attached workers

U-6, total unemployed, plus all marginally attached workers, plus total employed part time for
economic reasons, as a percent of the civilian labor force plus all marginally attached workers

Source: U.S. Bureau of Labor Statistics

Although Vermont unemployment rates have been below those of the nation
for the past 300 consecutive months (25 years), and most of New England as
well, the spread between the various unemployment rates varies. In the most
recent period available (see above table) the ratio of the U.S. to Vermont rates
ranged from 2.2 for U1 to 1.25 for U6.

As shown in the charts on pages 6-7, recent unemployment rates also vary
significantly by age and race. Compared to a total U.S. unemployment rate in
2015 of 5.3%, the unemployment rate among those ages 16-17 years old was
18.3%, for those 18-19 years old, 16.2%, and for those 20-24 years old, 9.7%.
For African-Americans, rates across all age groups are roughly double those
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2015 U.S. Unemployment Rate By Age
(Source: U.S. Bureau of Labor Statistics, U.S. All Ages Rate = 5.3%)

16 to 17 years 18.3%
18 to 19 years 16.2%
20 to 24 years 9.7%
25 to 29 years 6.0%
30 to 34 years 4.9%
35 to 39 years 4.4%
40 to 44 years 3.9%
45 to 49 years 3.7%
50 to 54 years 3.7%
55 to 59 years 3.7%
60 to 64 years 3.8%
65 to 69 years 3.9%
70 to 74 years 3.9%
75 years and over 3.6%
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2015 U.S. Unemployment Rate By Age and Selected Race

(Source: U.S. Bureau of Labor Statistics)
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for Whites, with unemployment rates approaching 30% for those ages 16-19
years old, and more than 16% for those 20-24 years old. The social costs
created by these differentials can be enormous. The inability of young people
to find work at any wage deprives them of the development of important life
skills, work habits and perhaps most importantly, hope for the future. Even
those who do find work confront wages that do not cover even minimal basic
living costs. To have such a stark racial divide in the employment prospects of
a population underscores the legacy of slavery that persists and stili surfaces
in the racial discord and violence experienced of late.

Amidst the details of the State budgets, it is important to recognize some of the
tectonic external changes occurring that affect the Vermont economy and State
revenues. Although these have been detailed periodically in these Economic
Reviews, they bear repeating, especially at this stage of the business cycle.
They include: 1) The decline in births and aging of the U.S. and State
population; 2) The rapid expansion of globalized markets, especially China and
Asia; 3) The inexorable development and application of new technologies in
both business and consumer spheres, and; 4) Growing inequality in both
income and wealth in the U.S..

The aging of the Vermont population is illustrated in the chart on page 9. Total
population growth, however, has also slowed, even registering slight declines
in three of the past four years, due to the combined effects of a long term
decline in fertility rates and a shorter term recession-induced decline in net in-
migration (see charts on pages 12-13). An aging and more slowly growing
population affects revenues in several ways: as a population ages, taxable
income may actually increase, as maximum earnings occur later in life (circa
ages 45-63), however, as this and immediately younger cohorts eventually
decline in number, taxable income will recede. It should be noted that just
because a person stops working that their taxable income does not disappear.
In fact, both the average Adjusted Gross Income and average Vermont Income
Tax paid among those 65 and older regularly exceeds the average amounts
received and paid for those 65 and under. Consumption tax revenues,
however, are generally negatively affected and have already been impacted by
the fact that older cohorts spend more of their income on services and far less
on taxable goods than younger cohorts. This also impacts housing and related
expenditures in a similar way.

Declining State births, which started about 25 years ago (see chart on page 10)
are also now affecting the size of the labor market. Reflecting these declines,
the age-adjusted labor force has been shrinking since 2011 and even if total
population growth resumes via increased net migration, this cohort will be
unlikely to register much if any growth (see chart on page 13). Thus for
employment to expand, either labor force participation will need to increase (of
which it is capable) or net migration will need to dramatically increase (as it has
during some historical periods). The current forecast only assumes modest
increases in both participation rates and net migration growth.
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Vermont Population - Age 0 (Births)
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2014 Fertility Rates

(Source: CDC/National Center for Health Statistics)
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Births per 1000 Women Ages 15-44
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Percent Change vs. Year-Ago

1.20%

1.00%

0.80%

0.60%

0.40%

0.20%

0.00% !

-0.20%

-0.40%

-0.60%

Working Age Population Growth vs. Total Population Growth in Vermont

=== Total Population

- Age Adjusted Labor Force




The rapid expansion of global trade and the rise of China have linked both
Vermont and the U.S. ever more closely, for better or worse, to these global
forces. China (including Taiwan and Hong Kong) is now Vermont’'s second
largest export market after Canada, supporting some of the highest paying jobs
and industries in the State. China’s emergence has lowered business and
consumer prices on a wide array of manufactured products, but this has also
driven some U.S. companies out of business, stressed others and driven
wages down across a wide spectrum of the economy. This, in turn, has
exacerbated income inequality and created a class of economic losers,
especially among unskilled, lower-educated workers. Technological change is
also contributing to this massive shift in global fortunes, by increasing
productivity and returns on capital, eliminating many jobs and further
depressing the value of unskilled labor.

Ioﬁdew NGt TR A AL,

e

1 ThE Gooh NEWS 1S THAT THe zoliolY i< TAKING OFF"

The income inequality that stems from this has both increased revenues from
personal income taxes (by shifting more income into higher income classes,
which are generally taxed at higher effective rates), corporate income taxes
(where returns on capital have soared), and estate taxes (absent aggressive
avoidance measures). The concentration of tax receipts among fewer and
fewer wealthier taxpayers, however, will continue to cause increased revenue
volatility. Growing income inequality has also, however, had the opposite effect
on State consumption taxes, since lower income groups have a higher
propensity for taxable in-state spending than higher income groups. For much
of the early part of the past decade, the vast expansion of sub-prime lending
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Total VT Exports - Millions of Dollars - 4 Quarter Moving Totals

Vermont Exports Battered by Strong Dollar and Weak Loonie

(Source: World Institute of Strategic Economic Research, Federal Reseve Bank of Boston)
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British Pounds Sterling Per U.S. Dollar

allowed lower income families to replace real earnings with debt - an obviously
limited strategy that ended in disaster with the recent financial collapse. Now
faced with more stringent credit standards, the inability of lower income families
to borrow and spend has reduced consumption tax receipts relative to
aggregate income levels.

Tarnished Sterling: Brexit Fears Pound the Quid

GBP-USD Exchange Rate, Source: Board of Governors of the Federal Reserve System
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One of the biggest downside risks to the forecast comes from the political
discontent engendered by those who are negatively affected by these
overarching trends. The Brexit vote is an example of such discontent and there
could be more coming. While the impact of this decision will probably have
relatively minor economic impacts on Vermont, unless a more widespread
destabilization of Europe follows, any effects will be transmitted primarily
through exchange rate shifts that could affect Vermont exports (including British
tourism to Vermont) and imports that could displace Vermont workers.

The winter ski season went from one of the best on record in FY15 to one of

the worst in FY16. Even though some of the economic costs of this were
anticipated amidst a slow start to the season at the time of the January forecast,
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Millions of Skier/Rider Visits

few anticipated the catastrophe in store. Per the chart below, skier visits
dropped to just 3.22 million, the lowest in 35 years and just 6% of total U.S.
vigitation, down from almost 9% last year. This affected, to varying degrees,
not just Meals & Rooms revenues (-$1.4M in FY16 relative to targets) but also
Sales & Use (-$7.5M), Gasoline (-$0.3), Personal Income (-$13.8M) and
Property Transfer (-$0.3M) receipts.

From Best to Worst: Skier Visitation Plunges in FY16

{Source: Vermont Ski Areas Association)
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Personal Income revenues were also more prominently affected by weak year-
end equity and property markets, less revenue from prior session tax changes
than expected, including software snafus by the leading tax preparation
companies that shifted at least $2.3M in what shouid have been FY16 PI
revenues into FY17 “All Other” General Fund revenues, and lethargic
macroeconomic growth in the last two quarters of the fiscal year.

Sales & Use tax revenues will rebound slightly in FY17, assuming more

“normal” winter weather, but will be confronted with continued headwinds in the
coming years from constant tax base erosion from both mounting exclusions
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Percent Change Vs. Year Ago (Trough to Peak Percent Change in Bubbles)

and internet sales, and lower consumer demand due to demographic and
distributional income changes cited above. Accordingly, growth is likely to be
limited to 2%-3% per year — representing real growth of less than 1% per year.

Harbinger of Recession? Corporate Profits Decline in Last 3 Quarters
U.S. corporate profits with inventory valuation and capital consumption adjustment; Source: US BEA;
Data in bubbles indicate number of consecutive quarters of growth and %change from trou
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e Corporate tax revenues had an exceptional year in FY16, closing the year
$12.8M above target. Much of this strength, however, was due to unusual
payment activity that is not likely to be reproduced or replaced in FY17 and
beyond. The changing mix of corporate ownership in Vermont, slowing U.S.
corporate profits as the business cycle ages (see chart on preceding page),
and attendant increases in refunding will likely result in FY17 declines of at
least 10% before stabilizing at about $90-$100M per year in FY18 and beyond.
Individual company profitability and tax payment timing variation can create
extreme volatility in this category from year to year — especially if economic
growth appreciably slows.
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Property transfer tax revenues grew very close to expectations in FY16 and are
expected to grow at a rate nearly double that of total General Fund revenues
in both FY17 and FY18. As real estate prices firm and eventually exceed prior
cyclical peaks, and with relatively unattractive stock and bond investment
options, investment in real estate could accelerate. As shown in the chart on
page 21, for the eighth consecutive quarter, housing prices increased on a year
over year basis in every state in the nation. 21 states now have reached or
exceed their peak pre-recession price levels. Although no New England state
has achieved this yet, Vermont is likely to be the first to do so in the coming
year. Although it will take awhile for construction markets to fully respond to
firming price signals, they, too, will eventually recover. Residential construction
activity, however, will be muted by both distributional age (older populations)
and income (more concentrated income and wealth) issues discussed above.

Estate tax revenue, which is among the most volatile revenue categories, was
true to form in FY16, closing the year $8M below targets. Even with FY17
revenue expectations lowered by nearly $5M, Estate revenue will need to grow
nearly 40% to return to longer term average annual rates. With strong growth
in equity markets over the past 5 years and property markets beginning to firm,
potential Estate tax liabilities could grow substantially in future years.

Telephone Property tax revenue dropped from $7.2M in FY15 to $3.1M in
FY16, due to prior overpayments connected to changes in property valuation
methods. Tax Department acceptance of these changes in assessed
valuations, will result in FY17 revenues of about $6.3M, with declines of about
$0.2M per year thereafter.

Bank Franchise tax receipts will benefit from a tax change in FY17 (requiring
monthly instead of quarterly tax payments) that will provide a one-year boost
of an additional $1.8M. FY18 will see a return to prior annual revenue levels
and the subaltern growth rates that are the result of ever-mounting credits taken
before Bank revenues are reported and slow underlying deposit growth.

General Fund Service revenue is expected to receive additional income
associated with a creative prison bed arbitrage that should push total revenues
to $3-$4 million per year in FY17 and beyond. This revenue is based on sales
of Vermont prison beds by the Department of Corrections to the U.S. Marshal
Service at a price exceeding the Vermont State cost to house Vermont
prisoners out-of-state.

The Lottery was one of the few bright spots in FY16 revenues, up $2.8M relative
to targets, due to a combination of exceptionally large jackpots and low
gasoline prices. With gas prices rising throughout FY17 and FY18, the
legislated removal of lottery consoles, and a low probability of another billion
dollar jackpot, revenues should drop about $2 million in FY17 before resuming
modest growth of about 1-2% per year in FY18 and beyond.
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Like Lottery ticket sales, Cigarette and Other Tobacco tax revenues have
benefitted from low gasoline prices, closing FY16 more than $1M above
targets. Continued smoking cessation, however, and expected gas prices
increases will erode revenues in both FY17 (-3.9%) and FY18 (-2.6%).

Transportation Fund revenues ended the fiscal year 0.8% below target ($2.1M),
but will be boosted by a wide array of fee and other measures designed to raise
revenues in FY17 and beyond. These include about $8M per year in vehicle
registration and other Motor Vehicle Fees, about $0.5M per year in Gas and
Diesel revenues via “shrinkage” reduction changes to taxable gallonage (which
will also extend to TIB Fund revenues), and smaller enhancements to Motor
Vehicle Purchase & Use revenues ($0.3M). Although these changes will
contribute to a one-year spike in total T-Fund revenues of 4.9% in FY17, growth
in FY18 and beyond will be return to only 1.1% to 1.6% per year — implying total
revenue growth below rates of inflation.

Five year revenue projections are included in Appendix A, on pages 32 to 36.
Although these are not required by statute, they have been requested by both
the JFO and Administration for several years for longer term planning
purposes. During the 2015 legislative session, there was considerable
misinformation and confusion regarding the role these longer term projections
played in the recent (though not new) discussions of structural budget deficits.
As a result of this, these tables will be published on a regular basis, so as to
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provide clarity with respect to longer term revenue potential and expectations.
As illustrated in these tables, and consistent with past projections, longer term
revenue growth from the mix and structure of the taxes in the three funds
analyzed herein is unlikely to keep pace with recent levels of expenditure
growth.

o The U.S. and Vermont macro-economic forecasts upon which the revenue
forecasts in this Update are based are summarized in Tables A and B on pages
25 and 26, and represent a consensus JFO and Administration forecast
developed using internal JFO and Administration State economic models with
input from Moody’'s Analytics June 2016 projections and other major
forecasting entities, including the Federal Reserve, EIA, CBO, IMF, Conference
Board and private forecasting firms.

o Due to the reduced availability of forecasts from the New England Economic
Partnership (NEEP), State consensus macroeconomic forecasts were
developed using a new State on-line modeling capability provided by Moody’s
Analytics. This forecasting capability allows timely, customized state forecasts
with modeling capabilities similar to the prior NEEP capability.

o Forecast versus actual revenue variance data for the most recent ten years are
illustrated in the chart on the following page. The below table summarizes the
same data since FY2001. As would be expected, January projections are
generally more accurate than July — though in the most recent forecast, the
July (2015) variance in the Transportation Fund was 0.4% below actual FY16
revenues while the January variance was slightly worse, at 0.8% below. Since
fiscal year 2001, there have been 32 regular Consensus forecasts (January
and July for each year) for each of the three major funds (General Fund,
Transportation Fund and Education Fund) for a total of 96 observations. Over
this sixteen year period, there have been 47 variances that were low (under-
forecast actuals) and 49 variances that were high (over-forecast actuals). The
average absolute value of the variance for these 16 years was about 1.9% for
total revenues across all three major funds.

AVERAGE ABSOLUTE VALUE OF FORECAST VS. ACTUAL VARIANCE
(FY2001 to FY2016)

Fund Forecast Period
January July All Periods
Education Fund 0.9% 2.0% 1.5%
Transportation Fund 1.2% 1.9% 1.6%
General Fund 1.9% 3.1% 2.6%
Total 1.4% 2.3% 1.9%
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Vermont Consensus Revenue Forecasting Record
(Forecast Percent Variance from Actual, FY2007 to FY2016 - Source: Joint Fiscal Office)

vsS. | VvS. | vs. | vs. | vs. | vs. | vs. | vs. | vS. | Vs. | Vs,
iJan July | Jan | July | Jan | July | Jan | July | Jan | July

FY16|FY16|{FY15|FY15 |FY14 FY14 |FY13 |FY13|FY12 FY12"FY11 FY11|FY10|FY10|FY09 |[FYos | FY08|FYO08 |FYO7 |FYO7
VS,

=
3
s
5
P2
=3
JE mTotal
> = B
¢ @General Fund
- =
» = —T
23 — m Transportation Fund
. DN
g3 .
=5 Education Fund
X
> -
- C———
£3 o
§5 B ) EY e A
10.0% -8.0% -6.0% -4.0% -2.0% 0.0% 2.0% 4.0% 6.0% 8.0% 10.0%
FY16 | EY16 | EY45 | EY15 | FY14 | FY14 | FY13 | FY13 | FY12 | FY12 | FY11 [ FY11 | FY10 | FY10 | FY09 [ FYO09 | FYO08 | FYO8 | FY07 | FYO7
P vs. Jan |vs. July|vs. Jan |vs. July|vs. Jan |vs. July|vs. Jan|vs. July[vs. Jan vs. July|vs. Jan|vs. July|vs. Jan |vs. July|vs. Jan|vs. July|vs. Jan |vs. July|vs. Jan |vs. July|
BTofal 1.0% | 1.3% | -1.0% | -0.6% |0.422% -0.357%, -1.4% | -1.2% | -0.4% | -0.2% | -2.6% | -4.3% | -0.7% | -1.1% | 0.2% | 42% | -0.5% | -1.1% | -1.6% | -1.6%
mGeneral Fund 11% | 1.5% | 1.3% | -0.6% | 0.3% | -0.3% | -2.0% | -2.2% | -0.7% | -0.5% | -3.1% | -56.5% | -0.7% | -1.3% | 0.1% | 3.7% | -1.2% | -2.5% | -24% | 2.5%
@ Transportation Fund | 0.8% | 0.4% | 0.3% | -0.3% | 0.7% | -1.0% | 04% | 2.0% | 1.5% | 1.7% | 0.1% | 04% | -0.5% 02% | 1.4% | 6.1% | 22% | 2.8% | 1.4% | 1.6%
B Education Fund 03% | 0.6% | 02% | -0.7% | 0.8% | 0.2% | 0.2% | 1.3% | -0.7% | -0.6% | ~1.3% | -1.8% | -1.3% | -0.5% | -0.9% | 4.9% | 1.0% | 3.7% | 0.6% | 0.5%
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TABLE A
Comparison of Recent Consensus U.S. Macroeconomic Forecasts
December 2014 through June 2016, Selected Variables, Calendar Year Basis

2010 2011 2012 2013 2014 2015 2016 2017 2018
Real GDP Growth

December-14 25 16 23 22 22 36 38 31 286
June-15 25 16 23 22 24 26 32 30 28
December-15 25 18 22 15 24 25 29 391 28
June-16 25 16 22 15 24 24 22 29 28
S&P 500 Growth (Annual Avg.)

December-14 203 114 87 19T WS L1 183 22 5H3A
June-15 203 114 87 191 175 78 19 23 6.8
December-15 203 11.4 87 191 17.5 0.7 27 48 6.9
June-16 203 114 87 191 175 68 -21 1.5 02
Employment Growth (Non-Ag)

December-14 L7 1.2 1.7 1y 20 24 28 {17 OB
June-15 L7 12 .7 ¥ TP 22 22 23 1.6
December-15 O.7 2 47 17 18 21 20 20 19
June-16 By P2 7 16 08 23 1B 8 45
Unemployment Rate

December-14 96 88 81 74 62 54 51 48 46
June-15 96 B9 81 74 61 B3 48 47 47
December-15 96 89 81 74 6.2 53 48 47 4.9
June-16 96 89 81 74 62 53 47 46 45
West Texas Int. Crude Oii $/Bbl

December-14 79 95 94 98 94 63 76 81 85
June-15 79 95 94 98 94 58 70 79 80
December-15 79 95 94 98 93 49 55 64 71
June-16 80 95 94 98 93 49 43 53 55
Prime Rate

December-14 325 325 325 325 325 387 ‘512 . 652 695
June-15 3.25 325 325 325 3.25 3.30 4.70 620 6.83
December-15 3.25 325 325 325 325 326 397y 574 691
June-16 225 325 325 325 325 3268 350 420 550
Consumer Price Index Growth

December-14 76 8B4 27 15 16 1o ‘23 28 29
June-15 18 &1 2% 45 16 05 25 2B 285
December-15 6 &4 2§ 4% f8 D2 22 29 39
June-16 18 39 21 15 M8 01 12 23 24
Average Home Price Growth

December-14 -4.0 -37 -01 41 57 50 54 57 5.9
June-15 4.1 -3.7 -01 41 57 47 51 55 6.1
December-15 4.1 -37 -01 40 56 55 57 59 6.1
June-16 4.1 -3.8 -02 40 55 56 57 59 6.1
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TABLE B
Comparison of Consensus Administration and JFO Vermont State Forecasts
December 2013 through June 2016, Selected Variables, Calendar Year Basis

2010 2011 2012 2013 2014 2015 2016 2017 2018
Real GSP Growth

December-13 a6 13 12 4 31 #t 289 22
June-14 56 13 12 048 29 H40 32 24
December-14 44 22 11 19 40 B3 368 28 19
June-15 44 22 A4 189 $2 24 IO 26 2.9
December-15 37 28 04 03 06 22 28 24 20
June-16 37 29 06 HY P33 PHT 189 23 L7
Population Growth

December-13 0.2 DY 071 07 01 04 62 062
June-14 pe 61 01 OA V041 01 B2 B2
December-14 bz 67 oeb Bt 00 B4 D2 63 D2
June-15 02 0.¢ L 81 60 b1 02 03 02
December-15 02 01 -01 01 -01 -01 02 02 03
June-16 02 01 00 07 Bt -B.71 VY 02 V3
Employment Growth

December-13 H2 By A2 16 13 22 18 14
June-14 0.3 08 13 05 14 20 18 16
December-14 03 88 3 WOBH +0 16 185 13 DY
June-15 0.3 09 13 08 {106 17 19 18 1.3
December-15 DB 09 3 o8 0 b 47 kB8 18
June-16 03 08 {8 0¥ B9 B8 68 N7 16
Unemplioyment Rate

December-13 64 56 50 44 41 36 33 30
June-14 64 56 49 44 39 36 33 30
December-14 64 56 49 44 37 35 32 29 28
June-15 6.1 55 49 44 41 36 32 29 28
December-15 67 85 49 4» 49 37 34 33 32
June-16 6.1 55 49 44 40 37 383 32 31
Personal Income Growth

December-13 33 4F 3J4 B8 HY B2 BH1 45
June-14 i G By 28 43 56 50 #E
December-14 1.7 ¥4 37 28 ‘38 &HF B4 A4F 44
June-15 16 2 34 25 40 48 52 47 44
December-15 22 68 86 14 35 45 51 46 45
June-16 22 68 88 14 '35 30 83 Wi 42
Home Price Growth (JFO)

December-13 g B 05 U5 J5 23 3t 37
June-14 -1.2 -0.& 05 B2 04 1.7 289 87
December-14 1.2 “0:6: 5 0.2 09 24 27 34 4.1
June-15 -1.2 -0.7 04 02 07 2 28 34 4.1
December-15 A2 08 g Wy OF 28 29 34 47
June-16 1.3 08 04 01 06 22 23 30 38
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Methodological Notes and Other Comments

This analysis has benefited significantly from the input and support of Tax
Department and Joint Fiscal Office personnel, as well as Deb Brighton of Ad Hoc
Associates. In the Joint Fiscal Office, Sara Teachout, Stephanie Barrett, Dan
Dickerson, Catherine Benham, Neil Schickner and Mark Perrault have
contributed to numerous policy and revenue impact analyses and coordinated
JFO forecast production and related legislative committee support functions.
Theresa Utton-Jerman, Dan Dickerson and Sara Teachout have painstakingly
organized and updated large tax and other databases in support of JFO revenue
forecasting activities. In the Tax Department, Sharon Asay, Mary Cox, Rebecca
Sameroff, Jake Feldman and Doug Farnham provided important analytic
contributions to many tax and revenue forecasts, including tax law change
analyses and statistical and related background information associated with the
detailed tax databases they maintain. Our thanks to all of the above for their
many contributions to this analysis.

The analysis in support of JFO economic and revenue projections are based on
statistical and econometric models, and professional analytic judgment. All
models are based on 39 years of data for each of the 25 General Fund categories
(three aggregates), 36 years of data for most of the Transportation Fund
categories (one aggregate), and 17 to 39 years for each of the Education Fund
categories. The analyses employed includes seasonal adjustment using U.S.
Census Bureau X-12, X-13-ARIMA-SEATS and TRAMO-SEATS methods,
various moving average techniques (such as Henderson Curves, etc.), Box-
Jenkins ARIMA type models, pressure curve analysis, comparable-pattern
analysis of monthly, quarterly and half year trends for current year estimation,
and behavioral econometric forecasting models.

Because the State does not currently fund an internal State or U.S. macro-
economic model, this analysis relies primarily on macroeconomic models from
Moody’s Analytics and, when available, the New England Economic Partnership
(NEEP). The NEEP forecast for Vermont is managed by Jeff Carr, of Economic
& Policy Resources, inc., who is also the current Administration economist.
Since October of 2001, input and review of initial Vermont NEEP model design
and output prior to its release has been provided by the Joint Fiscal Office
through KRA. In this forecast cycle, consensus macroeconomic State forecasts
were developed using a new Moody’s on-line Vermont model. Dynamic and
other input/output-based models for the State of Vermont, including those from
Regional Economic Models, inc. (REMI), Regional Dynamics, Inc. (REDYN),
and IMPLAN are also maintained and managed by the JFO and KRA for use in
selected economic impact and simulation analyses used herein.

The Consensus JFO and Administration forecasts are developed following
discussion, analysis and synthesis of independent revenue projections,
econometric models and source data produced by Administration and Joint
Fiscal Office economic advisors.
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SOURCE G-FUND

revenues are prior to all E-Fund allocations

TABLE 1A - STATE OF VERMONT
LEGISLATIVE JOINT FISCAL OFFICE

SOURCE GENERAL FUND REVENUE FORECAST UPDATE
Consensus JFO and Administration Forecast - July 2016

and other out-transfers; used for FY 2012 % FY 2013 % FY 2014 Yo FY 2015 % FY 2016 % FY 2017 % FY 2018 %
analytic and comparative purposes only (Actual) Change (Actual) Change (Actual) Change {Actual) Change (Proliminary) Change (Forecast) Change (Forecast) Change
REVENUE SOURCE
Personal Income $597.0 7.9% $660.6 10.7% $671.1 1.6% $705.9 5.2% $747.0 5.8% $776.4 3.9% $803.6 3.5%
Sales & Use* $341.8 5.0% $346.8 1.4% $353.6 2.0% $364.6 3.1% $370.7 1.7% $383.2 3.4% $394.0 2.8%
Corporate $85.9 -4.2% $95.0 10.5% $94.8 -0.1% $121.9 285% $117.0 -4.0% $102.7 -12.2% $98.1 -4.5%
Meals and Rooms $126.9 3.5% $134.8 6.2% $142.7 5.9% $150.8 5.7% $154.2 2.2% $161.0 4.4% $166.2 3.2%
Cigarette and Tobacco** $80.1 9.9% $74.3 -7.2% $71.9 ~3.3% $76.8 6.7% $80.7 5.2% $77.6 -3.9% $75.6 -2.6%
Liquor $16.4 7.0% $17.0 3.4% $17.7 4.0% $18.2 2.9% $18.3 0.8% $19.0 37% $19.6 3.2%
insurance $56.3 2.5% $55.0 -2.3% $57.1 3.7% $653 -3.1% $56.2 1.7% $56.8 1.0% $57.5 1.2%
Telephone $9.6 -153% $9.4 -2.6% $9.1 -2.9% $7.7 -14.9% $3.2  -59.2% $6.3 99.3% $6.1 -3.2%
Beverage $6.0 3.3% $6.2 3.3% $6.4 3.6% $6.7 4.2% $6.7 0.6% $6.9 3.0% $7.1 2.9%
Electric*™* $2.9 0.3% $8.9 204.5% $13.1  46.9% $9.4 -282% $0.0 -100.0% $0.0 NM $0.0 NM
Estate $13.3 -62.8% $154  15.4% $355 131.0% $9.9 -72.2% $125 26.5% $17.3  38.3% $19.2  11.0%
Property $24.1 -6.0% $285 18.3% $30.9 8.5% $33.6 8.6% $35.7 6.2% $39.0 9.2% $41.6 6.7%
Bank $10.7 -30.9% $10.7 0.2% $11.0 2.7% $10.7 -2.0% $10.7 -0.6% $125 17.4% $10.8 -13.6%
Other Tax $1.2 -66.7% $1.8 42.9% $1.9 9.6% $2.0 4.5% $1.8 -9.0% $2.0 8.6% $2.2  10.0%
Total Tax Revenue $1372.4 28%  $1464.3 6.7%  $1517.0 36% $15735 37% $1614.8 26%  $1660.8 2.8% $1701.6 2.5%
Business Licenses $3.0 2.8% $2.8 -8.0% $1.1  -61.4% $1.1 0.2% $1.1 -1.6% $1.1 3.1% $1.1 2.7%
Fees $20.9 2.1% $21.4 2.2% $20.6 -3.4% $22.1 7.0% $23.0 4.2% $451  96.2% $46.4 2.9%
Services $2.3 105.8% $2.5 8.3% $1.3 -47.3% $1.5 125% $2.8 86.6% $3.3  18.4% $3.8 152%
Fines $7.4 28.7% $4.7 -359% $36 -24.2% $3.5 -3.1% $3.7 5.5% $3.9 6.7% $4.1 5.1%
Interest $0.4 42.4% $0.6 26.3% $0.2 -59.2% $0.3  40.4% $0.7 130.6% $1.0 33.3% $1.2  21.5%
Lottery $22.3 4.2% $22.9 2.7% $22.6 -1.6% $22.8 0.8% $264 16.1% $24.2 -8.3% $24.5 1.2%
All Other**** $0.9 15.8% $1.7 93.1% $1.3 -24.0% $1.0 -204% $1.3  259% $3.7 190.9% $1.5 -59.5%
Total Other Revenue $57.3 8.6% $56.6 -1.2% $50.7 -10.4% $52.2 3.0% $68.9 12.9% $82.3 39.7% $82.6 0.4%
[TOTAL GENERAL FUND __ [$1429.7 __ 3.0%| [$1520.80 _ 6.4%| [$1567.6 _ 3.1%)| [$1625.7 _ 3.7%| [$1673.7  2.0%| [$1743.0  4.1%| [$§1784.2  2.4%]

* Includes Telecommunications Tax; includes $3.76M transfer in FYO08 to the T-Fund for prior years Jet Fuel tax processing error
** Includes Cigarette, Tobacco Products and Floor Stock tax revenues
»* Reflects closure of Vermont Yankee in December of 2014, taxed per Act 143 of 2012 effective in FY13; Stated Electric Energy Tax revenues exclude appropriations to the Clean Energy Development Fund and Education Fund

*+ Excludes $5 million Vermont Yankee settlement agreement transitional payment in FY2015.

= ncludes $2.3 million in one-time payments in Y2017 by tax software vendors for errors related to Personal Income tax deduction changes effective in tax year 2015.
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TABLE 1 - STATE OF VERMONT
LEGISLATIVE JOINT FISCAL OFFICE

AVAILABLE GENERAL FUND REVENUE FORECAST UPDATE
Consensus JFO and Administration Forecast - July 2016

CURRENT LAW BASIS

including all Education Fund FY 2012 % FY 2013 % FY 2014 % FY 2015 % FY 2016 % FY 2017 % FY 2018 %
allocations and other out-transfers (Actual) Change {Actual) Change {Actual) Change (Actualy Change (Preliminary) Change {Forscasl) Change (Forecast) Change
REVENUE SOURCE

Personal Income $597.0 7.9% $660.6  10.7% $671.1 1.6% $705.9 52% $747.0 5.8% $776.4 3.9% $803.6 3.5%
Sales and Use” $227.9 5.0% $231.2 1.4% $2299  -0.6% $237.0 3.1% $241.0 1.7% $249.1 34% $256.1 2.8%
Corporate $85.9 -4.2% $95.0 10.5% $94.8 -0.1% $121.9  285% $117.0 -4.0% $102.7 -12.2% $98.1 -4.5%
Meals and Rooms $126.9 3.5% $134.8 6.2% $142.7 5.9% $150.8 57% $154.2 2.2% $161.0 4.4% $166.2 3.2%
Cigarette and Tobacco $0.0 NM $0.0 NM $0.0 NM $0.0 NM $0.0 NM $0.0 NM $0.0 NM
Liquor $16.4 7.0% $17.0 3.4% $17.7 4.0% $18.2 2.8% $18.3 0.8% $19.0 3.7% $19.6 3.2%
insurance $56.3 2.5% $55.0 -2.3% $57.1 3.7% $55.3 -3.1% $56.2 1.7% $56.8 1.0% $57.5 1.2%
Telephone $9.6 -15.3% $9.4 -2.6% $9.1 -2.9% $7.7 -14.9% $3.2 -59.2% $6.3  99.3% $6.1 -3.2%
Beverage $6.0 3.3% $6.2 3.3% $6.4 3.6% $6.7 4.2% $6.7 0.6% $6.9 3.0% $7.1 2.9%
Electric** $2.9 0.3% $8.9 204.5% $13.1 46.9% $9.4 -282% $0.0 -100.0% $0.0 NM $0.0 NM
Estate™* $13.3 -36.5% $15.4 15.4% $35.5 131.0% $9.9 -722% $125 26.5% $17.3 38.3% $19.2  11.0%
Property $7.9 -6.2% $9.2 16.5% $10.0 9.3% $10.9 8.7% $11.5 6.0% $12.6 9.5% $13.5 6.7%
Bank $10.7 -30.9% $10.7 0.2% $11.0 2.7% $10.7 -2.0% $10.7 -0.6% $125 17.4% $10.8 -13.6%
Other Tax $1.2 -66.7% $1.8  42.9% $1.9 9.6% $2.0 4.5% $1.8 -8.0% $2.0 8.6% $2.2  10.0%
Total Tax Revenue $1162.1 3.6%  $1255.0 8.0%  $1300.3 36% $1346.4 35%  $1380.1 25% $1422.6 3.1%  $1460.0 2.6%
Business Licenses $3.0 2.8% $2.8 -8.0% $1.1  -61.4% $1.1 0.2% $1.1 -1.6% $1.1 3.1% $1.1 2.7%
Fees $20.9 2.1% $21.4 2.2% $206 -34% $22.1 7.0% $23.0 4.2% $451 96.2% $46.4 2.9%
Services $2.3 105.8% $2.5 8.3% $1.3 -47.3% $1.5 12.5% $2.8 86.6% $3.3  184% $3.8 15.2%
Fines $7.4  287% $4.7 -35.9% $3.6 -24.2% $3.5 -3.1% $3.7 5.5% $3.9 6.7% $4.1 5.1%
Interest $0.4 52.6% $0.5 20.5% $0.2 -66.6% $0.2 51.9% $0.6 136.1% $0.8 42.2% $1.0 25.0%
All Other**** $0.9 15.8% $1.7  93.1% $1.3  -24.0% $1.0 -204% $1.3 25.9% $3.7 190.9% $1.5 -59.5%
Total Other Revenue $349 11.5% $33.5 -3.9% $28.0 -16.4% $29.4 4.7% $32.3  10.1% $579 79.1% $57.9 0.1%
[TOTAL GENERAL FUND ___[51197.0__ 3.8%| [$1288.6 _ 7.7%| [513284  3.1%) [$1375.8  3.6%| [$14124  2.7%| [§14805 _ 4.8%| [$1517.9  2.5%]

* Includes $2.5M transfer to the T-Fund in FY08 for prior years Jet Fuel tax processing errors; Transfer to the Education Fund increases from 33.3% to 35.0% effective in FY14

* Reflects closure of Vermont Yankee in December of 2014, taxed per Act 143 of 2012 effective in FY13;

Stated Electric Energy Tax revenues exclude appropriations to the Clean Energy Development Fund and Education Fund

*+ Excludes transfer to the Higher Education Trust Fund of $2.4M in FY0S5, $5.2M in FY06 and $11.0M in FY11
s+ Eycludes $5 million Vermont Yankee settiement agreement transitional payment in FY2015.
wrncludes $2.3 million in one-time payments in FY2017 by tax software vendors for errors related to Personal Income tax deduction changes effective in tax year 2015.
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SOURCE T-FUND

revenues are prior to all E-Fund allocations

TABLE 2A - STATE OF VERMONT
LEGISLATIVE JOINT FISCAL OFFICE

SOURCE TRANSPORTATION FUND REVENUE FORECAST UPDATE
Consensus JFO and Administration Forecast - July 2016

and other out-transfers; used for FY 2012 % FY 2013 % FY 2014 % FY 2015 % FY 2016 % FY 2017 % FY 2018 %
analytic and comparative purposes only (cay  Change acuah  Change ey Change wewa)  Change (Protiminary)  Change (Forecasty  Change (Foracasy  Change
REVENUE SOURCE

Gasoline $59.3 -2.2% $59.9 1.1% $76.5 27.6% $77.6 1.5% $78.0 0.5% $78.6 0.7% $78.6 0.0%
Diesel $16.0 3.9% $15.6 -2.2% $17.2 9.7% $19.1 11.5% $18.3 -4.4% $19.5 6.5% $19.9 21%
Purchase and Use* $81.9 6.3% $83.6 2.0% $91.8 9.9% $97.3 5.9% $100.1 2.9% $104.7 4.6% $108.8 3.9%
Motor Vehicle Fees $73.5 1.7% $77.9 5.9% $79.0 1.5% $80.1 1.4% $82.0 2.3% $90.0 9.8% $90.8 0.9%
Other Revenue™ $18.3 2.2% $19.1 4.2% $19.5 2.3% $19.7 0.8% $19.6 -0.5% $19.8 1.2% $20.2 2.0%
[TOTAL TRANS. FUND [ $249.0  2.3%] [ $266.0  2.8%| [ $284.0 10.9%] [ $293.8 _ 3.5%] [ $298.0 _ 1.4%| [ $312.6 _ 4.9%| [ $3183 _ 1.8%]

TABLE 2 - STATE OF VERMONT
LEGISLATIVE JOINT FISCAL OFFICE
AVAILABLE TRANSPORTATION FUND REVENUE FORECAST UPDATE
Consensus JFO and Administration Forecast - July 2016

CURRENT LAW BASIS

including all Education Fund FY 2012 % FY 2013 % FY 2014 % FY 2015 % FY 2016 % FY 2017 % FY 2018 %
allocations and other out-transfers (Actual) Change (Actual) Change (Actual) Change {Actual) Change (Preliminary) Change (Foracast) Change (Foracast) Change
REVENUE SOURCE

Gasoline $59.3 -2.2% $59.9 1.1% $76.5 27.6% $77.6 1.5% $78.0 0.5% $78.6 0.7% $78.6 0.0%
Diesel $16.0 8.9% $15.6 -2.2% $17.2 9.7% $19.1 11.5% $18.3 -4.4% $19.5 6.5% $19.9 2.1%
Purchase and Use* $54.6 6.3% $55.7 2.0% $61.2 9.9% $64.8 5.9% $66.8 2.9% $69.8 4.6% $72.5 3.9%
Motor Vehicle Fees $73.5 1.7% $77.9 5.9% $79.0 1.5% $80.1 1.4% $82.0 2.3% $90.0 9.8% $90.8 0.9%
Other Revenue™* $18.3 2.2% $19.1 4.2% $19.5 2.3% $19.7 0.8% $19.6 <0.5% $19.8 1.2% $20.2 2.0%
ITOTAL TRANS. FUND I $221.7 1.9%] I $228.2 2.9%| I $253.4 11.0%| I $261.4 3.2%| | $264.6 1.2%] ] $277.7 4.9%| I $282.0 1.6%|
OTHER

TIB Gasoline $209 26.6% $21.2 1.4% $19.2 -9.5% $18.2 -5.2% $13.0 -28.4% $12.6 -3.4% $12.6 0.2%
TIB Diesel and Other*** $1.9 -2.1% $1.8 -8.1% $1.8 4.0% $2.1 11.4% $1.9 -6.2% ek 8.5% $2.1 21%
Total TIB $22.8 23.5% $23.0 0.6% $21.0 -8.4% $20.2 -3.8% $14.9 -26.1% $14.7 -1.9% $14.7 0.5%

* As of FY04, includes Motor Vehicle Rental tax revenue
** Beginning in FY07, includes Stabilization Reserve interest; FY08 data includes $3.76M transfer from G-Fund for prior Jet Fuel tax processing errors and inclusion of this tax in subsequent years
“** Includes TIB Fund interest income (which has never exceeded $15,000 per year)
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TABLE 3 - STATE OF VERMONT
LEGISLATIVE JOINT FISCAL OFFICE
AVAILABLE EDUCATION FUND* REVENUE FORECAST UPDATE

(Partial Education Fund Total - Includes Source General and Transportation Fund Allocations Only)
Consensus JFO and Administration Forecast - July 2016

CURRENT LAW BASIS

Source General and Transportation

Fund taxes allocated to or associated FY 2012 % FY 2013 % FY 2014 % FY 2015 % FY 2016 % FY 2017 % FY 2018 %

with the Education Fund only acua)  Change ueway  Change @cwey  Change mcway  Change (ereiiminary) - Change (Forecasy  Change Forecasy  Change
GENERAL FUND

Sales & Use** $113.9 5.0% $115.6 1.4% $123.8 7:4% 127.6 3.1% $129.8 1.7% $134.1 3.4% $137.9 2.8%
Interest $0.0 -7.5% $0.1 72.8% $01  -17.2% 0.1 3.6% $0.2 135.7% $0.2 3.7% $0.2 5.7%
Lottery $22.3 4.2% $22.9 2.7% $22.6 -1.6% 22.8 0.8% $26.4 16.1% $24.2 -8.3% $24.5 1.2%
TRANSPORTATION FUND

Purchase and Use*** $27.3 6.3% $27.9 2.0% $30.6 9.9% 324 5.9% $33.4 2.9% $34.9 4.6% $36.3 3.9%
|[TOTAL EDUCATION FUND | $163.6 51%] | $166.5 1.7%] | $177.0 6.3%| [ 1829 3.3%| | $189.7 3.7%| | $193.4 1.9%| | $198.9 2.8%|

* Includes only General and Transportation Fund taxes allocated to the Education Fund.

This Table excludes all Education Fund property taxes, which are updated in October/November of each year and are the largest Education Fund tax sources.
“ \ncludes Telecommunications Tax; Includes $1.25M transfer to T-Fund in FY08 for prior Jet Fuel Tax processing errors; Transfer percentage from the General Fund increases from 33.3% to 35.0% effective in FY14
= Includes Motor Vehicle Rental revenues, restated
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TABLE 1A - STATE OF VERMONT
LEGISLATIVE JOINT FISCAL OFFICE
SOURCE GENERAL FUND REVENUE FORECAST UPDATE

Consensus JFO and Administration Forecast - July 2016
SOURCE G-FUND

rovenuos are peior to al E-Fund slocations

and other out-transfors; used for FY 2012 % FY2013 % FY2014 % FY2015 % FY2016 % FY2017 % FY2018 % FY2019 % FY2020 % FY2021 %
anaitic and comparative pposes only wucwsy  Change sy Change mewsy  Change ucww  Change ramesry)  Change rorcasy  Change ey Change Faecasy  Change (koscesy  Change Foscasy  Change
REVENUE SOURCE

Personal income $597.0 7.9% $6606 10.7% $671.1 1.6% $705.9 5.2% $747.0 5.8% $§776.4 3.9% $803.6 3.5% $829.4 3.2% $855.4 3.1% $881.4 3.0%
Sales & Use* $341.8 5.0% $346.8 1.4% $353.6 2.0% $364.6 31% $370.7 1.7% $383.2 3.4% $384.0 2.8% $403.5 2.4% $412.7 2.3% $421.8 2.2%
Corporate $85.9 -4.2% $950 10.5% $948 -0.1% $1219 285% $117.0  -4.0% $102.7 -122% $98.1  4.5% $96.7 -1.4% $99.2 2.6% $102.3 31%
Meals and Rooms $126.9 3.5% $134.8 6.2% $142.7 5.9% $150.8 57% $154.2 2.2% $161.0 4.4% $166.2 3.2% $171.3 3.1% $176.4 3.0% $181.6 2.9%
Cigarette and Tobacco™ $80.1 9.9% $743  -7.2% $719  -3.3% $76.8 6.7% $80.7 5.2% $776  -3.9% $758 -2.6% §$7385 -2.6% $71.7 -27% $69.7  -2.7%
Liquor $16.4 7.0% $17.0 3.4% $17.7 4.0% $18.2 2.9% $18.3 0.8% $19.0 3.7% $19.6 3.2% §$20.2 3.1% $20.8 3.0% $21.4 2.9%
Insurance $56.3 2.5% $55.0 -2.3% $57.1 3.7% $653  -3.1% $56.2 1.7% $56.8 1.0% $57.5 1.2% $58.2 12% $58.8 1.0% $59.4 1.0%
Telephone $96 -15.3% $94  -2.6% 391 -2.9% $7.7 -14.9% $3.2 -582% $6.3 99.3% 361  -32% $589  -3.3% $68 1.7% $5.7  -1.7%
Beverage $6.0 3.3% $6.2 3.3% $6.4 3.6% $6.7 4.2% $6.7 0.6% $6.9 3.0% $7.1 2.9% $7.3 2.8% $7.5 2.7% $7.7 2.7%
Electric*™* $2.9 0.3% $8.8 204.5% $13.1  46.9% $9.4 -28.2% $0.0 -100.0% $0.0 NM $0.0 NM $0.0 NM $0.0 NM $0.0 NM
Estate $133 -62.8% $154 15.4% $355 131.0% $9.9 -722% $125 26.5% $17.3  38.3% $19.2  11.0% $204 6.3% $21.4 4.9% $22.2 3.7%
Property $24.1 -6.0% $285 18.3% $30.9 8.5% $33.6 8.6% $35.7 6.2% $39.0 9.2% $416 6.7% $43.3 4.1% $45.0 3.9% $46.7 3.8%
Bank $10.7  -30.9% $10.7 0.2% $11.0 2.7% $10.7  -20% $10.7 -06% $125 17.4% $10.8 -13.6% $10.9 0.6% $11.0 0.6% $11.0 0.5%
Other Tax $1.2 -66.7% $1.8  429% $19 9.6% $2.0 4.5% $1.8  -9.0% $2.0 8.6% $22 10.0% $2.4 9.1% $26 8.3% $2.8 7.7%
Total Tax Revenue $13724 28% $14643 6.7%  $1517.0 3.6%  $15735 37% $1614.8 26%  $1660.8 28% $17016 25%  §1743.2 24%  $1788.2 26%  $18338 2.5%
Business Licenses $3.0 2.8% $28 -8.0% $1.1  61.4% $1.1 0.2% $1.1 -1.8% $1.1 3.1% $1.1 2.7% $1.2 2.7% $1.2 2.6% $1.2 2.5%
Fees $20.9 2.1% $21.4 2.2% $206  -3.4% $22.1 7.0% $23.0 4.2% $45.1 96.2% $46.4 2.9% $47.7 2.8% $49.0 2.7% $50.3 2.7%
Services $2.3  105.8% $2.5 8.3% $13 -47.3% $1.5 125% $28 86.6% $33 184% $38 15.2% $4.0 5.3% $4.1 2.5% $4.2 2.4%
Fines $74  287% $4.7 -359% $36 -242% $35 -3.1% $3.7 5.5% $3.9 6.7% $4.1 51% $4.2 2.4% $4.3 2.4% $4.4 2.3%
Interest $04  42.4% $06 26.3% $0.2 -59.2% $03  404% $0.7 130.6% $1.0 33.3% $1.2  215% $1.3  11.8% $1.6 18.9% $1.8  16.9%
Lottery $22.3 4.2% $229 2.7% $226 -1.6% $22.8 0.8% $264 16.1% $242 -83% $24.5 1.2% $24.8 1.2% $25.0 0.8% $252 0.8%
All Other*** $09 158% $1.7  93.1% $1.3  -24.0% $1.0 -204% $1.3 259% $3.7 190.9% $1.5 -50.5% $1.6 6.7% $1.7 6.3% $1.8 5.9%
Total Other Revenue $57.3 8.6% 3566 -1.2% $50.7 -10.4% $52.2 3.0% $58.9 12.9% $823 397% $82.6 04% $84.8 2.6% $86.9 2.5% $88.9 2.4%

[TOTAL GENERAL FUND 314297 __3.0%| [515209  64%) [815676 _ 3.1%] [$16257 _ 3.7%| [$16737 _ 29%] [S17430 4% [$17842 24%] [318279  2.4%] [s18751 26% 1319227 2.5%

* Includes Telecommunications Tax; includes $3.76M transfer in FY08 10 the T-Fund for prior years Jet Fuel tax processing error

* Inciudes Cigarette, Tobacco Products and Floor Stock tax revenues

» Reflects closure of Vermont Yankee in December of 2014, taxed per Act 143 of 2012 effective in FY13; Stated Electric Energy Tax exclude appropriati to the Clean Energy D P Fund and E on Fung

e Exeludes $5 million Vermont Yankee settiement agreement transitional payment in FY2015. Includes $2.3 million in one-time payments in FY2017 by tax sofiware vendors for errors related to Personal Income tax deduction changes effective in tax year 2015.
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TABLE 1 - STATE OF VERMONT
LEGISLATIVE JOINT FISCAL OFFICE
AVAILABLE GENERAL FUND REVENUE FORECAST UPDATE
Consensus JFO and Administration Forecast - July 2016

CURRENT LAW BASIS

inciuding all Educetion Fund FY 2012 % FY 2013 % FY 2014 % FY 2015 % FY 2016 % FY 2017 % FY 2018 % FY 2019 % FY2020 % FY2021 %
afocations and other out-fransfors “away  Change (evay  Change wuenan  Change sy Change (Proliminary)  Change (Forecast)  Change (rorecasy  Change Forscasy  Change (romcasy  Change Forcasy  Change
REVENUE SOURCE

Personal income $597.0 7.9% $660.6 10.7% $671.1 1.6% $705.9 5.2% $747.0 5.8% $776.4 3.9% $803.6 3.5% $829.4 3.2% $855.4 3.1% $881.4 3.0%
Sales and Use” $227.9 5.0% $231.2 1.4% $2299 -0.6% $237.0 3.1% $241.0 1.7% $249.1 3.4% $256.1 2.8% $262.3 2.4% $268.3 2.3% §274.2 22%
Corporate $859 -4.2% $95.0 10.5% $94.8 -0.1% $121.9 28.5% $117.0  -4.0% $102.7 -122% $98.1  -4.5% $96.7 -1.4% $99.2 2.6% $102.3 3.1%
Meals and Rooms $126.9 3.5% $134.8 6.2% $142.7 5.9% $150.8 5.7% $154.2 2.2% $161.0 4.4% $166.2 3.2% $171.3 3.1% $176.4 3.0% $181.6 2.9%
Cigarette and Tobacco $0.0 NM $0.0 NM $0.0 NM $0.0 NM $0.0 NM $0.0 NM $0.0 NM $0.0 NM $0.0 NM $0.0 NM
Liquor $16.4 7.0% $17.0 3.4% $17.7 4.0% $18.2 2.9% $18.3 0.8% $19.0 3.7% $19.6 3.2% $20.2 3.1% $208 3.0% $21.4 2.9%
Insurance $56.3 2.5% $55.0 -2.3% $57.1 3.7% $55.3 -3.1% $56.2 1.7% $56.8 1.0% $57.5 1.2% $58.2 1.2% $58.8 1.0% $59.4 1.0%
Telephone $9.6 -15.3% $94  -26% $9.1  -29% $7.7 -14.9% $3.2 -59.2% $6.3 99.3% $6.1 -3.2% $59 -3.3% $58 -1.7% $65.7  17%
Beverage $6.0 3.3% $6.2 3.3% $6.4 3.6% $6.7 4.2% $6.7 0.6% $6.9 3.0% $7.1 2.9% $7.3 2.8% $7.5 2.7% $7.7 2.7%
Electric*™* $2.9 0.3% $8.9 204.5% $13.1  46.9% $9.4 -28.2% $0.0 -100.0% $0.0 NM $0.0 NM $0.0 NM $0.0 NM $0.0 NM
Estate™* $13.3 -36.5% $154  154% $35.5 131.0% $9.9 -722% $125 26.5% $17.3  38.3% $19.2  11.0% $20.4 6.3% $21.4 4.9% $22.2 3.7%
Property $7.9 -6.2% $9.2 16.5% $10.0 9.3% $10.9 8.7% $11.5 6.0% $12.6 9.5% $13.5 86.7% $14.0 4.1% $146 3.9% $15.1 3.8%
Bank $10.7 -30.9% $10.7 0.2% $11.0 2.7% $10.7  -2.0% $10.7  -0.6% $125 17.4% $10.8 -13.6% $10.9 0.6% $11.0 0.6% $11.0 0.5%
Other Tax $1.2 -66.7% $1.8  42.9% $1.9 9.6% $2.0 4.5% $1.8 -9.0% $2.0 8.6% $22  10.0% $2.4 9.1% $26 8.3% $2.8 1.7%
Total Tax Revenue $1162.1 3.6% $1255.0 8.0%  $1300.3 36% $13464 35%  $1380.1 25% $1422.6 31%  $1460.0 2.8%  $1498.0 27%  $1541.7 28% $1584.8 2.8%
Business Licenses $3.0 2.8% $28 -8.0% $1.1  -61.4% $1.1 0.2% $11 1.6% $1.1 31% $1.1 2.7% $1.2 2.7% $1.2 2.6% $1.2 2.5%
Fees $20.9 21% $21.4 2.2% $206  -3.4% $22.1 7.0% $23.0 4.2% $451  96.2% $46.4 2.9% $47.7 2.8% $49.0 2.7% $50.3 2.7%
Services $2.3 105.8% $2.5 8.3% $1.3 -47.3% $1.5 12.5% $2.8 86.6% $3.3  184% $38 152% $4.0 5.3% $4.1 2.5% $4.2 2.4%
Fines $7.4 28.7% $4.7 -35.9% $3.6 -24.2% $3.5  -31% $3.7 5.5% $3.9 6.7% $4.1 5.1% $4.2 24% $4.3 2.4% $4.4 2.3%
Interest $04 52.6% $0.5 20.5% $0.2 -66.6% $0.2 51.9% $0.6 136.1% $0.8 422% $1.0 250% $11  10.0% $1.3 18.2% $1.5 154%
All Other $09 15.8% $1.7 931% $1.3 -24.0% $1.0 -204% $1.3 25.9% $3.7 190.9% $1.5 -59.5% $1.6 6.7% $1.7 6.3% $1.8 5.9%
Total Other Revenus™** $349 11.5% $33.5 -3.9% $28.0 -16.4% $29.4 4.7% $32.3  10.1% $57.9 79.1% $57.9 0.1% $59.8 3.2% $61.6 3.1% $63.4 3.0%
[TOTAL GENERAL FUND [$1197.0 _ 3.8%| [51268.6 _ 7.7%| [$1328.4 _ 3.1%| [$1375.8  3.6%| [$14124  2.7%| [$1480.5 _ 48%| [$1517.0  2.5%| [§1558.7 27%| [$16033  2.9%| [$1648.2  2.8%|

* Includes $2.5M transfer to the T-Fund in FYOB for prior years Jet Fuel tax processing errors; Transfer to the Education Fund increases from 33.3% to 35.0% effective in FY14
= Reflects closure of Vermant Yankee in December of 2014, taxed per Act 143 of 2012 effective in FY13;

Stated Electric Energy Tax revenues exclude appropriations to the Clean Energy D

Fund and

ion Fund

=+ Excludes transfer to the Higher Education Trust Fund of $2.4M in FY05, $5.2M in FY08 and $11.0M in FY11
=+ Excludes $5 million Vermont Yankee settiement agreement transitional payment in FY2015
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SOURCE TRANSPORTATION FUND REVENUE FORECAST UPDATE

TABLE 2A - STATE OF VERMONT

LEGISLATIVE JOINT FISCAL OFFICE

Consensus JFO and Administration Forecast - July 2016

SOURCE T-FUND

revenues are prior {o al E-Fund allocations

and other outtransfers; used for FY 2012 %  FY2013 %  FY 2014 %  FY2015 %  FY2016 %  FY2017 %  FY2018 %  FY 2019 %  FY2020 %  FY2021 %
analytic and comparative pumoses only acwwy  Change owsy  Change awsy  Change sy Change (Prasminay)  Change (Fwecos)  Change (roscesy  Change Fomcaey  Change (Foscssy  Change Foscasy  Change
REVENUE SOURCE

Gasaline $59.3  -2.2% $59.9  1.1% $76.5 27.6% $776  1.5% $780  0.5% $786  0.7% $786  0.0% $783  -04% $779  -0.5% §774  -06%
Diese! $160  3.9% $156  -2.2% $172  97% $191  11.5% $183  -4.4% $195  6.5% $19.9 2.1% $202  1.5% $205  15% $208  1.5%
Purchase and Use* $81.9  63% $83.6  2.0% $91.8  9.9% $97.3  59% $1004  2.9% $104.7  4.6% $1088  3.9% $1127  36% $1185  3.4% $1202  32%
Motor Vehicle Fees $735  1.7% $77.9  59% $790  1.5% $80.1  1.4% $820  2.3% $90.0  98% $90.8  0.9% $914  0.7% $920  0.7% $928  09%
Other Revenue™ $183  2.2% $19.1  42% $19.5  2.3% $197  08% $19.6  -0.5% $19.8  12% $202  2.0% $205  1.5% $208  1.5% $21.0  1.0%
[TOTAL TRANS.FUND [$245.0  2.3%] | $256.0  28%] [ 2840 100%] [ 52938 _ 3.6%] [ $2980 1.4%| [ $3126 _ 4.9%| [ 83183 18%| [ 3231 156%] [ $3277 _ 1.4%| [ $332.2 __ 1.4%]

TABLE 2 - STATE OF VERMONT
LEGISLATIVE JOINT FISCAL OFFICE
AVAILABLE TRANSPORTATION FUND REVENUE FORECAST UPDATE
Consensus JFO and Administration Forecast - July 2016

CURRENT LAW BASIS

inckacing alt Education Fund FY 2012 %  FY2013 %  FY2014 %  FY2015 %  FY2016 %  FY2017 %  FY2018 %  FY2019 %  FY2020 %  FY2021 %
aifocations and other out-transfers o) Change sy Change sy Change awy  Change (Presninary)  Change (Foscamy  Change (rorecasy  Change Faecarty  Change (Frecssy  Change waecosty  Change
REVENUE SOURCE

Gasoline $59.3 -2.2% $50.9  1.1% $76.5 27.6% $776  1.5% $780  05% $786  0.7% $786  0.0% §783  -04% $779  -05% §77.4  -06%
Diesel $160  3.9% $15.6  -22% $172 9.7% $19.4  11.5% $18.3  -4.4% $19.5  B8.5% $19.9  2.1% $202 1.5% $205  1.5% $208  1.5%
Purchase and Use” $546  6.3% $55.7  2.0% $612  9.9% $64.8  59% $66.8  2.9% $69.8  4.6% $725  3.9% $75.1  3.6% $77.7  34% $80.1  32%
Motor Vehicle Fees $735  1.7% $77.9  59% $790  1.5% $8041  1.4% $820  2.3% $90.0  9.8% $90.8  0.9% $91.4  0.7% $020  0.7% $928  0.9%
Other Revenue™ $183  22% $191  42% $19.5  2.3% $197  0.8% $19.6  -0.5% $19.8 12% $202  2.0% $205  1.5% $208  1.5% $21.0 1.0%
[TOTAL TRANS. FUND [s22i7  10%] [$228.2  2.0%)| [ 52534 11.0%| [$2614  3.2%] [ $264%6 1.2%] [ $2777 49%) [ 52820  1.6%| [ 52855 1.2%| [ s2885  1.2%) [ $2021  1.1%|
OTHER

TIB Gasoline $209 26.6% $212  1.4% $192  -95% $182  -52% $13.0 -28.4% $12.6  -3.4% $126  0.2% $137  8.5% $149  9.1% $160  74%
TIB Diesel and Other*** $19  21% $1.8  -81% $1.8  4.0% $21  11.4% $1.9  -8.2% $21  85% $21  21% $22  1.5% $22  15% $22 15%
Total TIB $228 235% $23.0  0.6% $21.0  -8.4% $202  -3.8% $14.9 -26.1% $14.7  1.9% $147  0.5% §158  75% $174  8.0% $183  6.7%

* As of FY04, includes Motor Vehicle Rentat tax revenue
** Beginning in FY07, includes Stabilization Reserve interest; FY08 data includes $3.76M transfer from G-Fund for prior Jet Fuel tax processing errors and inclusion of this tax in subsequent years
* {ncludes TIB Fund interest income (which has never exceeded $15,000 per year)
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CURRENT LAW BASIS

Source General and Transportation

TABLE 3 - STATE OF VERMONT

LEGISLATIVE JOINT FISCAL OFFICE

AVAILABLE EDUCATION FUND* REVENUE FORECAST UPDATE

(Partial Education Fund Total - Includes Source General and Transportation Fund Allocations Only)
Consensus JFO and Administration Forecast - July 2016

Fund taxes akocated to or associated FY 2012 % FY 2013 % FY 2014 % FY2015 % FY 2016 % FY 2017 % FY 2018 % FY 2019 Y% FY2020 % FY2021 %

with the Education Fund only ey Change ucuay  Change eway  Change mcwsy  Change (ereimioeyy  Change tromcasy  Change Forscasy  Change rowonsy  Change (Fomcesy  Change rorscasy  Change
GENERAL FUND

Sales & Use™ $113.9 5.0% $115.6 1.4% $123.8 7.1% 1276  31% $120.8 1.7% $134.41 3.4% $137.9 2.8% $141.2 2.4% $144.4 2.3% $147.6 2.2%
Interest $0.0 -7.5% $01  72.8% $0.1  -17.2% 0.1 3.6% $0.2 135.7% $0.2 3.7% $0.2 5.7% $02 21.6% $03 222% $03 18.2%
Lottery $22.3 4.2% $22.9 2.7% $226 -1.6% 228 0.8% $26.4 16.1% $242 -8.3% $24.5 1.2% $24.8 1.2% $25.0 0.8% $25.2 0.8%
TRANSPORTATION FUND

Purchase and Use*** $27.3 6.3% $27.8 2.0% $30.6 9.9% 324 59% $33.4 2.9% $34.9 4.6% $36.3 3.9% $37.6 3.6% $38.8 3.4% $40.1 32%
[TOTAL EDUCATION FUND | $163.6 51%| | $166.5 1.7%] [ $177.0 63% [ 1829 3.3%| [ $183.7 3.7%| [ $193.4 1.9%) | $198.9 2.8%| [ $203.8 2.5%| | $208.6 :Z_._@f@] [ $213.2 2.2%]

* Includes only General and Transportation Fund taxes allocated to the Education Fund,
This Table excludes all Education Fund property taxes, which are updated in October/November of each year and are the largest Education Fund tax sources,
«* Includes Telecommunications Tax; Includes $1.25M transfer to T-Fund in FY08 for prior Jet Fuel Tax processing errors; Transfer percentage from the General Fund increases from 33,3% to 35.0% effective in FY14

*** |ncludes Motor Vehicle Rental revenues, restated
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Addendum:

Administration and JFO
Revenue Comparison

FY17 Revenue Assumption Comparison
Session Changes

Fund January 2016
Revenue Forecast
General Fund $ 1,473.5
Transportation Fund $ 271.8
Education Fund $ 196.7
TIB Fund $ 14.7

¥ 9 & o5

as Originally May 2016* July 2016
Estimated Revenue Assumption Revenue Forecast™
280 $§ 15015 § 1,480.5
99 ¢ 2812 § 277.7
01 § 196.8 $ 1934
07,8 148 § 14.7

“May 2016 revenue assumptions did not include any update to the January revenue forecasts

*“Proposed Consensus recommendation

*Variance includes re-estimated session changes, changes in macroeconomic assumptions and technical adjustments
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Variance***
(21.0)
(3.5
(3.4)
(0.1)
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State of Vermont

Department of Financial Regulation
89 Main Street

Montpelier, VT 05620-3101
www.dfr.vermont.gov

July 25, 2016

Senator Jane Kitchel
Joint Fiscal Committee
1 Baldwin Street
Montpelier, VT 05602

Dear Senator Kitche!:

For consumer assistance

[All Insurance] 800-964-1784
[Securities] 877-550-3907
[Banking) 888-568-4547

Below are the final figures for Fiscal Year 2016 receipts available to the General Fund from the
Insurance, Securities and Captive Regulatory Funds.

Pursuant to Section 53(a}{2) of Act No. 68 of 2016, | hereby certify that the transfer of the below
amounts will not impair the ability of this Department in Fiscal Year 2017 to provide thorough,
competent, fair, and effective regulation of insurance companies, banking and other financial services
companies, and securities companies or impair the ability of the Department to maintain accreditation
by the National Association of Insurance Commissioners.

Fund

Insurance Regulatory and Supervision Fund
Securities Regulatory and Supervision Fund
Captive Insurance Regulatory and Supervision Fund

Total

Sincerely,

Amount
$8,010,356.36
$5,777,691.70
$32,792.90

$13,820,840.96

M7

Michael Pieciak
Commissioner

q

Banking Insurance

802-828-3307

802-828-3301

Securities
802-828-3420

Captive Insurance
802-828-3304

Health Care Admin
802-828-2900
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ltem 2a.

FY 2015 Contingent Appropriation Status Report - 2015 Act 58 Sec.
C.108 as amended by 2016 Act 68 Sec. 55

Sec. C.108(a)(1) - Housing and LIHEAP 5.0
Transfer to AHS for LIHEAP (3.4)
Appropriation for Temporary Housing (1.6)

Balance Sec. C.108(a)(1) - Housing and LIHEAP

Sec. €.108(a)(2) -Global Commitment Program Expenditure 13.0
Transfer to AHS for Global Commitment Expenditures (5.1)
Reversion to the General Fund in FY 2016 BAA Build (7.9)

Balance Sec. C.108(a)(2) - GC Prgm Expenditure

Item 2b & 2d.

item 2c.
2016 Act 172 Sec. B. 1104 - FY 2017 funding for the 53rd week
Gross$  State $

Actual Cost of the 53rd Week 15.30 7.04

AHS funding available due to lower than anticipated

Medicaid cgsts ) 2 ns

Anticipated Receipt from Finance and Management

per 2016 Act 172 B.1104 (a) i i
Balance of the 53rd week remaining - -
Sec. B.1104 - FY 2017 53rd Week Appropriation 5.29
Transfer to AHS 0
Reserved in 27/53 Reserve 5.29

FY 2016 Closeout Surnmary & Contingent Appropriations Determined by the Commissioner
of Finance and Management Pursuant to 2016 Act 68 Sec. 55a as amended by 2016 Act

172 Sec C. 109

As Passed Actual
FY2016 FY2016 Delta

Current Law Revenue 1,428.60 1,412.39 (16.21)
Tax Data warehouse 20% 1.24 1.50 0.26
VEDA Debt forgiveness {0.05) - 0.05
Direct Applications & Reversions 41.43 46.80 5.37
Property Transfer Tax Redirect 10.93 10.27  (0.66)
Total Revenue 1,482.15 1,470.96 (11.19)
FY 2016 Closeout Summary

Current Law Revenue Short Fall (11.19)
General Fund Balance Position 6.50
Balance (4.69)
Reversion From AHS 4.87
Net all other Changes (0.18)

FY 2016 Balance

Funding available for contingent appropriations

le— Item 2b.

July 25, 2016
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FY 2017 Rescission Plan Summary

Presented to the Joint Fiscal Committee July 25, 2016

FY 2017 General Fund Revenue Changes

Change in FY 2017 Revenue from January to July (21.04)
Change in Property transfer Tax transfer to GF (0.34)
Technical Reconciliation of Direct Applications 0.58
Full amortization of VEDA Debt Forgiveness 0.05
Total Revenue Changes (20.75)
Budget Changes
Reversion of Carryforward

B.301 AHS Secretary's Office - Global Commitment 8.31

B.307 DVHA - Medicaid Program - State Only 1.56
Reallocation of Expenditures To State Health Care Resources Fund 3.60
Reduce B. 301 - AHS Global Commitment Appropriations for 53rd week trend 7.04
Total Budget Changes 20.51
Balance Remaining (0.24)
Technical Adjustment to Stabilization Reserve Based FY 2016 Final Appropriation 0.24

() Bala o 0.0U

Reserve Balances:

Stabilization Reserve 71.25
Balance Reserve 6.80
27/53 Reserve 5.29

July 25, 2016
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State of Vermont Agency of Administration
Department of Finance & Management
109 State Street, Pavilion Building [phone] 802-828-2376
Montpelier, VT 05620-0401 [fax] 802-828-2428
MEMORANDUM
TO: Joint Fiscal Committee 1/{#
FROM: Andrew Pallito, Commissioner

RE: 53" Week of Medicaid Cost F,

2 nding
DATE: July 22,2016

In accordance with 2016 Act 172 Sec. B.1104, | hereby report that the of the $5,287,591
appropriated in this section, $0 needs to be transferred to the Agency of Human Services to cover
costs associated with the 53" week of Medicaid. The 53™ week Medicaid was paid in full in FY
2016 with available funds and is no longer a state liability. The balance of funds in this
appropriation, in accordance with 2016 Act 172 Sec. B.1104, will be placed in the 27/53
Reserve.

Pursuant to 32 V.S.A. § 308e, a report will be provided to the Joint Fiscal Committee at the
September meeting outlining the anticipated liability of the 27 payroll and 53 week of
Medicaid Payments, the current reserve balance, and the schedule annual amounts needed to
meet the future obligations.

Please contact me if you require additional information.

cc:  Justin Johnson, Secretary of Administration
Brad Ferland, Deputy Commissioner, Finance and Management
Steve Klein, Chief Fiscal Officer, Joint Fiscal Office
Stephanie Barret, Associate Fiscal Officer, Joint Fiscal Office
Maria Belliveau, Associate Fiscal Officer, Joint Fiscal Office




PRESS RELEASE

Legislative Joint Fiscal Committee — One Baldwin St. — Montpelier, VT 05633-5701 — 802-828-2231 — Fax: 802-828-2483

FOR IMMEDIATE RELEASE

Date: July 21, 2016
Contact: Theresa Utton-Jerman, Joint Fiscal Office
Phone: 802-828-2295
Fax: 802-828-2483

PRESS RELEASE: Public Hearing on the Governor’s Proposed FY 2017
State Budget Rescission Plan.

The Administration will present its plan to the Legislative Joint Fiscal Committee at the
Committee’s scheduled meeting starting at 10:40 a.m. in room 10 of the State House on
Monday, July 25, 2016. A public hearing will be held following the Administration’s
presentation.

The Committee will take testimony on the Governor’s Proposed FY 2017 State Budget
Rescission Plan at 11:00 a.m. Anyone interested in testifying should come to the hearing. Time
limits on testimony may apply depending on volume of participants.

For more information about the format of this event or to submit written testimony, e-mail
Theresa Utton-Jerman at the Joint Fiscal Office: tutton@leg.state.vt.us, or call: 802-828-5767 or
802-828-2295; or fax: 802-828-2483.

To view the Governor’s Proposed FY2017 Rescission Plan, go to www.leg.state.vt.us/jfo.

VT LEG #301864 v.1




TEL: (802) 828-2295
FAX: (802) 828-2483
www legstate.vtus/jfo

ONE BALDWIN STREET
MONTPELIER, VT 05633-5701

SEN. M. JANE KITCHEL, CHAIR
REP. JANET ANCEL, VICE-CHAIR
SEN. TIMOTHY ASHE

SEN. CLAIRE AYER

REP. CAROLYN BRANAGAN

REP. MITZI JOHNSON
REP. BILL LIPPERT

SEN. RICHARD SEARS
REP. DAVID SHARPE
SEN. RICHARD WESTMAN

STATE OF VERMONT
LEGISLATIVE JOINT FISCAL COMMITTER
Memorandum
To: The Legislative Joint Fiscal Committee
From Senator Jane Kitchel, Chair, Joint Fiscal Committee

Representative Janet Ancel, Vice-Chair, Joint Fiscal Committee
Date July 21, 2016

This afternoon the Emergency Board reduced the FY 2017 General Fund revenue
estimate by $21 million, which at 1.5% of the State budget, is over the 1% threshold that triggers
the formal rescission process under 32 V.S.A. § 704. This process requires the Governor to
submit a plan for the Joint Fiscal Committee to consider.

The positive news is that the plan proposes to address the downgrade without any
change to programs, services or benefits. The key components of the plan consist of using
carryforward and a lower Medicaid spending trend.

The Joint Fiscal Committee will be meeting on Monday to review and act on the
Administration’s proposal, which is attached. The Joint Fiscal Committee is statutorily required
to hold a public hearing, which we will do as part of our Joint Fiscal Meeting on Monday. We
will also arrange a call in number for members who want to listen to the Administration present
its proposal, comments from the public hearing and the Committee’s deliberations. Please use
the conference call information from 10:40 a.m. until 11:30 a.m. You may want to call in a
couple of minutes early.

Please contact us or the Joint Fiscal staff if you have any questions

Conference Information:
Dial: 1-877-278-8686
Pin: 730-008 [no need to enter the hyphen]

VT LEG #318720 v.1



TEL: (802) 828-2295
FAX: (802) 828-2483
www.leg.state.vt.us/jfo

ONE BALDWIN STREET
MONTPELIER, VT' 05633-5701

SEN. M. JANE KITCHEL, CHAIR
REP.JANET ANCEL, VICE-CHAIR
SEN. TIMOTHY ASHE

SEN. CLAIRE AYER

REP. CAROLYN BRANAGAN

REP. MITZI JOHNSON
REP. BILL LIPPERT

SEN. RICHARD SEARS
REP. DAVID SHARPE

SEN. RICHARD WESTMAN

STATE OF VERMONT
LEGISLATIVE JOINT FISCAL COMMITTEE

Memorandum
To: All Members of the House and Senate
From: Senator Jane Kitchel, Chair, Joint Fiscal Committee

Representative Janet Ancel, Vice-Chair, Joint Fiscal Committee
Date July 21, 2016
Re: FY 2017 Rescission Plan from the Administration

This afternoon the Emergency Board reduced the FY 2017 General Fund revenue
estimate by $21 million, which at 1.5% of the State budget, is over the 1% threshold that triggers
the formal rescission process under 32 V.S.A. § 704. This process requires the Governor to
submit a plan for the Joint Fiscal Committee to consider.

The positive news is that the plan proposes to address the downgrade without any
change to programs, services or benefits. The key components of the plan consist of using
carryforward and a lower Medicaid spending trend.

The Joint Fiscal Committee will be meeting on Monday to review and act on the
Administration’s proposal, which is attached. The Joint Fiscal Committee is statutorily required
to hold a public hearing, which we will do as part of our Joint Fiscal Meeting on Monday. We
will also arrange a call in number for members who want to listen to the Administration present
its proposal, comments from the public hearing and the Committee’s deliberations. Please use
the conference call information from 10:40 a.m. until 11:30 a.m. You may want to call in a
couple of minutes early.

Please contact us or the Joint Fiscal staff if you have any questions

Conference Information:
Dial: 1-877-278-8686
Pin: 730-008 [no need to enter the hyphen]

VT LEG #318722 v.1
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State of Vermont Agency of Administration
Department of Finance & Management
109 State Street, Pavilion Building [phone] 802-828-2376
Montpelier, VT 05620-0401 [fax] 802-828-2428
MEMORANDUM
TO: Joint Fiscal Committee 2
FROM: Justin Johnson Secretary of Administration
Andrew Pallito, Commissioner of Finance and Management
RE: FY 2017 Rescission Plan ad‘-
DATE: July 21, 2016

At the Emergency Board held today, an updated FY 2017 revenue forecast was adopted that is

$21.04

million less than the forecast used to construct the FY 2017 budget adopted by the

Legislature. Pursuant to 32 V.S.A. § 704(b)(1) the Secretary of Administration hereby submits
the following plan to realign expenditures with the reduction in the General Fund Revenue:

As outlined in the Medicaid report presented to the Emergency Board, expenditures in the
Medicaid program came in under projection in FY 2016 by a total of $28 million. The
state share of these funds, after encumbrances and Long Term Care reinvestment
obligations, is $8.3 million. Additionally, the State-Only Medicaid program came in
under budget, mostly due to increased pharmacy rebates in FY 2016. $1.56 million
remained in this appropriations after using some of these funds to balance the FY 2016
budget. The $8.3 million and $1.56 million were carried forward into FY 2017 and are
available for reversion to the General fund.

The 53™ week was paid for in FY 2016 using based funds appropriated to the Agency of
Human Services. The final total cost of the 53™ was $15.4 million. The state share of
this cost was $7 million. Because the 53™ week was a one-time expenditure in FY 2016,
these funds will not be needed to cover base expenditures in FY 2017, and appropriations
can be reduced accordingly without effecting programs.

The Emergency Board adopted a higher than budgeted forecast for the State Health Care
Resources Fund. This coupled with the cash balance at the end of FY 2016 leaves
sufficient funding to cover the general fund shortfall as well as leave funds to be used in
the FY 2016 BAA.

Finally, reconciliation of several small items, such as the property transfer tax, the
transfer to the stabilization fund, and direct applications, provide an additional $0.53
million of available funds.

The Administration believes that this proposal is the best way to manage the current revenue
downgrade because it uses available resources without negatively programmatic impact.
Additionally, this plan keeps the stabilization and balance reserves intact while leaving other
resources available for the budget adjustment.

CC!

Steve Klein, Chief Fiscal Officer, Joint Fiscal Office
Stephanie Barret, Associate Fiscal Officer, Joint Fiscal Office
Maria Belliveau, Associate Fiscal Officer, Joint Fiscal Office




FY 2017 Governor's Proposed Rescission Plan - Summary

Adopted Revenue Shortfall 21.04
AHS GC Carryforward 8.31
DVHA State Only Carryforward 1.56
State Health Care Resources Fund 3.60
DVHA Trend for 53rd week 7.04
Net Other Changes (PTT Tax, Direct Apps, Stabilization reserve) 0.53

Total 21.04

Difference -

Notes

» Neither the Stabilization or the Balance Reserve are used to manage the revenue downgrade
* Leaves a balance in the SHCRF of $3.15M, after accounting for encumbrances

s Transfers the $5.29M appropriated in FY 2017 for the 53rd week to the 27/53 reserve

¢ Leaves 51.2M appropriation available for LIHEAP or other FY 2017 BAA pressures

¢ Uses available onetime funds to cover the shortfall

* Uses excess appropriation balances that were used for the 53rd week rather than make
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July 21, 2016
Emergency Board Meeting
Report on Medicaid for Fiscal Year 2016

32 V.S.A. § 305a(c) requires a year end report on Medicaid and Medicaid-related expenditures
and caseload. Each January the Emergency Board is required to adopt specific caseload and
expenditure estimates for Medicaid and Medicaid-related programs. Action is not required at the
July meeting of the Emergency Board unless the Board determines a new forecast is needed as a
result of the year-end report. This report contains the following:

Year End Summaries:
e Summary of Enrollment
o Status of Redeterminations
o FY16 monthly enrollment

e Summary of Total Expenditures
e Global Commitment Fund Cash Basis Summary
o State Health Care Resources Fund Detail
o Choice for Care Year End Summary
Key Issues

The data in this report reflects the most current actual FY16 information to date. The comparison
for the budgeted amount for FY16 reflects the changes made to the as passed budget by the
budget adjustment process. There may be changes as the financial close-out for the fiscal year is
completed and finalized. If necessary, changes will be included in a subsequent report.

Context

FY 16 is the second full state fiscal year under the federal Affordable Care Act (ACA) and
reflects the third open enrollment period in the Vermont Health Connect (VHC) Exchange. The
exchange provides the portal for both Qualified Health Plans (QHP) and income eligibility for
most Medicaid enrollees.

Expenditures

The close-out experience of FY16 is fully 180 degrees different from the close-out experience of
FY15. Medicaid expenditures came in below the budgeted level in both the DVHA State Only’
and the AHS Global Commitment lines of the budget. Total summary is on Page 11.

o The State Only line ended with $6.4m of GF unspent. Of this amount, $4.87m was
reverted in FY16; this allowed the state GF to close the FY'16 year in balance despite the
GF revenue collections coming in below estimate. The remaining $1.5m is carried
forward to FY'17 and is available to be reallocated to FY17 needs.

!State Only includes programs and payments that are 100% state funded without any federal match; they include the
Clawback payment, expanded Pharmacy program, and Cost Sharing assistance.

VT LEG #248543 v.7
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o Most of the programs in the State Only line came in slightly below expectation,
but the primary reason for the available funds is in the Rx programs, driven by
much higher than expected rebates.

Medicaid Global Commitment (GC) program expenditures came in $28m (gross state and
federal dollars) below the level budgeted through the budget adjustment. Within this
amount is the Choices for Care (CFC) balance which is statutorily defined as well as the
normal year-end identified encumbrances. The total GC expenditures also included the
full amount to make the 53rd week of claims payments in FY16.

o The total amount of unobhigated GF in the AHS Global Commitment line 1s
$8.3m (after CFC and encumbrances). This is carried forward to FY17 and is
available to be reallocated to FY 17 needs.

The 53rd week of claims payment was budgeted separately across FY 16 (in the form of
contingent GF) and FY 17 (in the form of a one-time appropriation). However, in FY16

the program was able to absorb this cost in the base and still result in the positive fiscal

positions described above.

o The actual 53rd week expense was $15.4m” gross with a state match of $7m
across all departments with the largest share in DVHA.

o The current base has absorbed this non-recurring expense. It appears likely that
the 53rd week expense can be removed from the base budget without negative
program impact.

Both the GC and State-Only programs were positively impacted by continued higher
pharmacy rebate activity. Rebates were estimated to come in at $98.4m or roughly 50%
of total Rx spending. Rebates actually came in at $124.6m or roughly 60% of Rx
spending. This $26.2m’ difference is a large part of the reason Medicaid could come in
below expectation and absorb the 53rd week in FY'16.

o The state began using a new contractor for the pharmacy rebates part-way through
the fiscal year. At the end of the fiscal year, national litigation on rebates with one
manufacturer concluded in favor of the states.

o Further analysis is needed to determine how much of the additional rebates are
ongoing and how much were one-time.

How much of the under-expenditure is due to lower caseload/redeterminations (see
discussion below) and how much is due to lower utilization is not yet clear. Analysis will
be conducted between October and December for the January 2017 Emergency Board

* Based on weekly average.
? A portion of this roughly $4m is attributed to the state funded Rx programs; the remainder is in the GC programs.
Rebates are netted against Rx cost in both so in GC the rebate reflects the same split as the expenditure.

VT LEG #248543 v.7
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update. Actual enrollment and spending activity in the first few months of FY 17 will help
to inform the analysis.

Enrollment

On page 8 is the summary chart of annual enrollment for the past six years. The FY16 actual
compared to the estimates adopted are fairly close in most groups with full coverage. The actual
enrollment for the partial coverage groups came in a bit below expectation.

However because we are in the midst of eligibility redetermination for the majority of enrollees
it is difficult to derive significant meaning from annual average information and how that might
inform our next round of estimates.

On page 9 is the actual monthly enrollment for FY16. The second half of the year should
increasingly reflect the impact of redeterminations as well as the normal program churn and new
enrollments. Retroactive enroliments can also significantly impact the counts for the most recent
months.

Status of the Re-Determination Processes

Waiver authority granted by CMS allowed the state to suspend redeterminations in Medicaid.
The waiver for the categorically eligible groups* expired in February 2016, and the waiver for
Modified Adjusted Gross Income (MAGI) eligible groups expires in November 2016.

The CMS approved redetermination process began last fall for categorically eligible enrollees
and began in January 2016 for Modified Adjusted Gross Income (MAGI) enrollees. The process
will be completed by the end of calendar 2016. This rolling re-determination process was
designed so that only low numbers of Medicaid re-enrollees would need to be processed during
the commercial plan open enrollment period (Nov-Jan) in this year and in future years.

On page 10 is a summary of the status of the redeterminations through July 11, 2016 for the
MAGI enrollees. This summary is a work in progress and will continue to be fleshed out so that
final closure/ineligibility determinations can be understood and analyzed for budget impacts and
future caseload forecasts including likely reenrollment.

The redeterminations of 10,800 Categorical /ABD households’ began in November 2015 in
groups of 700 to 900 per month. Review dates are based on when enrollees first received
coverage and are conducted on an annual basis. Approximately 4,500 households remain to be
reviewed from now through October 2016. ABD enrollees typically respond promptly, often
after the first notice, which by and large is unlike the MAGI enrollees who tend to wait longer to
respond.

Approximately 3,000 closed ABD enrollment cases have been closed, 86% of these cases were
because of incorrect coding that placed them in an ABD group erroneously. These roughly 2,600

4 Categorically eligible enrollees meet a need definition such as aged, blind, disabled or medically needy. The
income eligibility for these categories is based on the Protected Income Limit (PIL).

? Aged Blind and Disabled (ABD) includes ABD Duals, Adults and Children but SSI recipients are automaticaily
eligible so are not subject to this redetermination process.

VT LEG #248543 v.7
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incorrectly coded enrollees were eligible under MAGI and have since been enrolled in the proper
MAGI group. Work remains to understand the characteristics and expenditure experience of the
remaining 400 ABD closed enrollment cases in the context of normal “churn” in the program.

Global Commitment Fund (GCF)

The cash position of the GCF is another area of very good financial news in FY 16, see Page 12.
At the end of FY 14, the cash balance fell from the $86m established level to $29.5m as result of
insufficient state funds to fully draw the entire federal match on current eligible expenditures. In
other words, there was a state funds induced time lag on our ability to draw matching funds as
we paid claims.

In FY15, the balance was able to recover to $47.5m° as result of increased funding and the
ability to partially catch up on the federal draw timing.

At the close of FY'16 the cash balance in the fund has fully recovered to $86.8m. This was
possible because:

o Services provided to childless New Adults draw a much higher federal match under the
ACA. Within the total utilization of services the percentage actually used by this group
was $38.5m higher than initially attributed to this group. Now that these expenditures
have been fully attributed, the New Adult match rate results in an $11.3m swing in the
share of these expenditures from the state to the federal side.

e The process of truing up the certified matching funds with actual associated expenditures
resulted in $4m state funds available’.

e This $15.3m of freed up state funds was then available as state match. It was used to
draw the federal funds for eligible expenditure within FY16 in a timely manner and to
increase the cash balance of the GCF back to the pre-FY14 level.

The $86m GCF balance provides the reserve for the “tail” of the GC program. The program is
budgeted on a cash basis but there are “incurred but not reported” (IBNR) expenditures at any
given time in the program. The intent of the balance is to be used at the end of the waiver
demonstration to address this “tail” or IBNR. Once the demonstration ends, the State has two
years to process outstanding claims. The current estimate for IBNR claims is $122m on a three
month period and $156m across 24 months.

Status of the Global Commitment Waiver Renewal Process

The current Global Commitment Waiver ends on December 31, 2016. Late last fall, the State
requested essentially a “no change” five year renewal of the current waiver from the Federal
Centers for Medicare & Medicaid Services (CMS). Since that initial request the status of
renewal negotiations is:

5The FY15 balance provided in this report last year was $37.9m because federal matching funds on some MCO
mvestments were not included at the time of the report. FY15 balance has since been adjusted.
7 State funds had provided the match prior to this reconciliation.

VT LEG #248543 v.7



e Vermont is unique in the depth and scope of its GC waiver and CMS wants to achieve
greater standardization in the waiver process, which has been diverse across regions of

the country.

o (CMS, at Regional and Central Office levels, has been reviewing the MCO Investments in
detail as part of the renewal negotiations.

o The 5-year agreement will likely result in the gradual phase out of some of these
investments and/or the replacement of some of these mmvestments with other approaches.

o The timing and scope of any fiscal impact to the state is not yet clear as Vermont
continues to negotiate a transition plan as part of the renewal process. We expect the
watver will allow Vermont sufficient time to plan and adjust to the full impact of a
tightened ability to draw federal match for certain current investments by the end of this

final renewal period.

e Vermont will need to plan for the post GC replacement waiver earlier than in the past
renewal time frames and will likely need to initiate this process sooner with CMS as well.

Choices for Care (CFC)

Sec. E.308 of the budget specifies uses of unobligated funds in the Choices for Care program. The
FY 16 year ended with $714k available for program reinvestment as summarized below:

Choices for Care FY16 Close Out

FY16
GCF available funds $185,216,109 adjusted for actual 53rd week
GCF expenditures $182,434,143 includes 53rd week payment
Total unspent $2,781,966 ‘savings'
CFC GCF 'Savings' Uses
1% program reserve $1,856,979 held for moderate needs
Base budget included $445,000 amount anticipated in FY17 budget
Total $2,301,979 required uses
Reinvestment Available
Remaining GCF $479,987 carryforward for reinvestment
Available GF $234,306 CFC GF carryforward in DDAIL grants
Total $714,293 available for reinvest H&C rebalance

State Health Care Resources Fund (SHCRF)

The FY'16 balance in the fund closed with $4.7m on the bottom line. This was primarily due to:

¢ $2.3m of one-time recoveries revenue, including the settlement from Wyeth

VT LEG #248543 v.7
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¢ $2m higher hospital provider tax revenue

¢ The remainder is from modest overages in cigarette and tobacco products taxes as well as
the claims and employer assessments.

The FY17 updated funds revenue estimate is $289.3m which is $3.4m higher than the level
counted on when the budget was passed in May. This includes the newly adopted ambulance
provider tax. With the $4.7m from FY 16 brought forward, the result is a current projected fund
balance of $8.0m at the beginning of FY'17.

This fund does not have a reserve requirement like the other major state funds, so the utilization
of this fund balance should include consideration of the current GCF balance in the context of
known or likely outstanding liabilities.

Update on Other Medicaid Fiscal Issues

Federal Medical Assistance Percentage (FMAP)

We will receive final notification from FFIS on the FY18 FMAP in September. The preliminary
figures provided indicate a potential modest improvement in the base state share from 45.68% in
FY17 to 45.61% in FY 18 which would have a beneficial GF impact of $1.1m.

Clawback

We have not received state specific Clawback estimates for FY 17, but the April and May FFIS
briefs and State Policy reports indicate that FFIS projects significant increases in Medicare
Clawback in 2017 in the 10% to 12% range.

Medicare Part B Premiums for Dual Eligible Enrollees

Under the intermediate assumptions of the 2016 Annual Report of the Board of Trustees for the
Social Security Trust Funds, the cost-of-living-adjustment on Social Security checks 1s expected
to be 0.2 percent. High cost and low cost assumptions suggest increases of 0.0 percent and 0.7
percent, respectively. If the increase in Social Security checks turns out to be 0.2 percent, the
mcreased amount paid by about 70 percent of Social Security beneficiaries for Medicare Part B
premiums is limited to 0.2 percent. For dual beneficiaries who receive both Medicare and
Medicaid, Medicaid payments by the State of Vermont would have to pick up the increased
Medicare Part B premiums.

Following a bipartisan deal on the federal budget late in 2015, the Part B premium in 2016 was
$121.80 per month for new beneficiaries, higher-income recipients, and Medicare recipients who
do not collect a Social Security check. Nationwide, those groups make up about 14 percent of
Social Security beneficiaries. About 16 percent are low-income people whose premiums are paid
by their states, also set at $121.80 per month in 2016. Where the 2017 premiums end up for the
state covered group may result in a substantial impact to the program, preliminary estimate is
$4.7m.
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Current ACO Contract FY17 payment

The second annual payment under the current ACO contract will be due in FY17 if warranted.
This payment is based on half the demonstrated savings (in the form of avoided costs) as
specified by the baseline and performance provisions established in the contract. In FY16 this
was calculated at $13m of which $6m was state funds. The FY17 calculation is not yet known,
but no funds were budgeted so to the extent a payment is owed, this will need to be included as a
budget adjustment item if other fiscal offsets are not identified.

2015 Reconciliation of VHC/QHP
Once the reconciliation is finalized a 100% state funded payment could be necessary.

FY17 Practice Changes

There were several changes in the budget that could result in fiscal impacts.

The budget included a $2m savings estimate associated with clinical reviews for psychotherapy
visits after a certain number of visits. The practical outcome, based revisited data and
assumptions indicate this may not be achieved.

On July 1, 2016, the provider based billing was ended. While the intention was to remain budget
neutral with the offsetting increase in rates, actual services and billing may not result in a net
neutral impact.

Status of State All Payer Model and Medicaid ACO Full Risk Contract

The State (the Administration and the Green Mountain Care Board) have been negotiating with
the CMS for an agreement that would include Medicare in a statewide All Payer Model based on
the CMS Next Generation ACO program. DVHA issued an RFP for a full risk ACO contract
that would enable Medicaid to participate in the all payer model. DVHA is in negotiation with
the winning bidder. The full risk ACO contract anticipates a prospective, capitated payment
arrangement for a specific number of Medicaid attributed lives. Some portion of the payment
will be contingent on the ACO achieving quality goals. Contract negotiations have begun.
DVHA anticipates reaching a contract in the early Fall, conducting a readiness review in
November, and having the contract begin January 1, 2017.
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Medicaid Caseload - FY12-FY16 Average (Based on Monthly Enroliment)

E-BRD E-BRD
actual actual actual actual actual Jan-16 actual® Jan-16
AVERAGE ANNUAL CASELOAD FY11 FY12 FY13 FY14 FY15 FY16 FY16 FYL?
Full Coverage/Primary’
Categorical Aged, Blind, or Disabled (ABD)/MedIc_aIIy Needy 13,786 | 13,977 14,309 14,852 15,956 16,508 15,757 17,229
MAGI/VHC General Adults 10,896 11,235 11,387 13,115 17,381 20,228 20,315 22,041
n/a : VHAP Adults - ended in 2014 36,706 36,991 37,475 36,637 nfa n/a n/a n/a
MAGI/VHC New Adult all - began 1/1/2014 n/a n/a n/a 47,315 53,153 58,292 61,292 59,021
Categorical Blind or Disabled (BD)/Medically Needy Kids 3,696 3,712 3,701 3,639 3,603 3,503 3,242 3,417
MAGI/VHC General Kids 55,053 55,274 55,394 56,431 60,863 62,462 60,006 64,846
MAGI/VHC SCHIP (Uninsured) Kids 3,686 3,909 3,986 4,105 4,466 4,649 4,567 4,874
Subtotal -Full/Primary 123,823 125,098 126,251 139,457 155,422 165,641 165,179 171,428
Partial Coverage/Supplemental
Categorical Choices for Care (incl moderates) 3,889 3,891 ]--. 3911 4,147 4,342 4,516 4,218‘ 4,623
Categorical ABD Dual Eligibles 16,014 16,634 17,155 17,384 18,244 18,772 18,612 19,153
Categorical Rx -Pharmacy Only Programs 12,751 12,655 12,535 12,653 11,878 11,761 11,612 11,026
n/a Catamount - ended in 2014 9,921 10,713 11,484 13,329 n/a n/a n/a n/a
n/a ESI progs {(VHAP&Catamount) - ended in 2014 1,650 1t il 1,535 1,409 nfa n/a n/a n/a
QHP/MAGI VPA-Vermont Premium Assistance® n/a n/a n/a 14,013 16,906 17,244 14,893 17,588
subset | i CSR-Cost Sharing Reduction - subset of VPA n/a n/a nfa} 4452 5,322 5,481 4,976 5,646
MAGI/VHC Underinsured Kids (ESI) 1,131 1,068 978 949 916 865 819 820
Subtotal -Partial/Supplemental 47,006 48,062 | 49,133 50,555 52,386 53,158 50,153 53,211
Total All 170,829 173,160 175,383 190,012 207,808 218,799 215331 224,640
NOTES

1
2

Some Full Coverage enrollees may have other forms of insurance.
Redetermination process began in Fall 2015 at 1,000 households/mo for most Categorical groups, and January 2016 at 9,000 households/mo for MAGVVHC groups
This process is currently ongoing and will be completed at the end of 2016. Itis expecied that this will impact the actual enrollment for most groups some significantly

3 VPA-Vermont Premium Assistance counts are subsribers notindividuals
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Medicaid Enrpllmkéntb for FY_lS By‘Mont'hk
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Sep-15

' Mar-16

. Apr-16

‘ May-16

Jul-15  Aug-15 Oct15 .~ Nov-15  Dec-15 ~ Jan-16 ~ Feb-16 Jun-16 |

- _ABD Adult 16,209 16391 16515 16595 16,633 16538 16,180, 15915 15580 15149 13940 13,340

 General Adult 19276 19647 19918 20127 20339 20572 20,726 20848 20721 20,822 20,798  19,990°

_New Adult - childless 47363 47871 48251 48701 49231 49807 51,048 51,367  51,460: 51,767 50,220 46,464

 New Adult 11,060 11,001 11,024 14110 11,472 11,375 11,751 12229 12567 13,064 12,889, 12,624

" BD Child 3424 3410 3362 3349 332 3271 3231 3218 3219, 3187, 3006 2903

 General Child 62755 63007 63362 63554 63,693 63920 63444, 63679 63677  63767. 62254 60,006

~ _SCHIP (Uninsured) Kids | 4433 4414 4433 4453 4470 4502 4427 4460 4505 4539 4583 4,567

 Subtotal 164,610 165741 166,865 167,889 168,859 170,075  170,807° 171,716 171,788° 172,205 167,690 159,804
Partial Coverage/Supplemental : ; : ; ; : . ;

~_ Choices for Care 3977 4002 3996 4008 4016 4013 4015 3999 3964 3942 3887 3845

WM 240 231 21 228° 234 245 252: 251, 257, 254 257 266

" ABD Dual 19,008 19064 19,099 19,120 19069 18907 18594 18539 18316 18116 17,804 17621

. Global Dual Rx 11574 11562 11521 11488 11486 11482 11,567 11,766 11,675 11,703, 11,743 11,771

_ VPA-Vermont Premium Assistance! 15627 15640 15671 14818 14535 14138 12801 13242 13915 15752 15960 16,523

; Cost Sharing Reduction (CSR) subset 5106 5119 5127 4882 4810 4697 4451 4838 4722 5343 5379 5529

" Underinsured Kids (ESI) ! 809 820 832 825 825. 845 831: 855 826 810 787 765

. Subtotal 51,235 51,319 51,350 50487 50,165  49630: 48,150, 48652 48,953 50577, 50,528 50,791

Total 215845 217,060 218215 218376 219,024 219705 218957 220,368 220,691 222,872 218218 210,685

NOTES _

_1'Some Full Coverage enrollees may have other forms of insurance.

- 2; VPA-Vermont Premium Assistance counts are subsribers not indiyiduais '
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DRAFT Redetermination status as of Week of July 11 2016
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work in progress

----=DVHA HH Pie Chart Data--—-------

MAGI eligibility in VHC Starting universe of Status Determination Finding Status of
Waiver expires in Nov.2016 Households: 89,140 |Of Initital Outreach Of Responding Of Completed Ineligibles
No No
To Be Un- Response | Response
Contacted Initial Reachable | Closure | w/in Time For QHP
& Just Sent | Outreach Closed Notice Window |Responded| Pending | Complete Eligible Ineligible fVPA/cSR
Households Ct 36,000 53,140 5,707 15,642 31,791 8,584 23,207 20,190 3,017 2,353
| 40%) 60%) 11% 29% 60%) 27% 73 87% 13%) 78%
No Response Total
Coverage
Type {individuals Unreachable & Closure Notice
Full General Adults 8,319 1,604 602 6,113‘ 952 nfa
Full New Adults -all 30,034 9,124 3,179 17,731 1,622 n/a
Full General Kids 49,103 10,168 5,435 33,500 872 n/a
Full | SCHIP {Uninsured) Kids 564 s 9 524 14 nfa
Partial Underinsured Kids {ESI) 195 17 5 175 8 nfa
Total 88,215 20,944 9,230 58,041 17,394 40,647] 37,179 3,468 n/a
24% 10% 66% 30% 70% 91% 9%
% of 88k tot 4% \L
QHP COVERED- Redetermination is in open enrollment period or reported thru change of circumstance potential
SAssist  VPA-VT Premium Assist n/a n/a n/a n/a n/a n/a n/a n/a ?
SAssist CSR-Cost Sharing Reduc. n/a n/a n/a n/a n/a n/a nfa n/a ?

DVHA data - required from various systems
JFO calculated from data provided
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Summary of Total Expenditures
Medicaid and Medicaid Related
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As Passed
FY12 FY13 FY14 FY15 FY16 FY16 FY17
Actual Actual Actual Actual Budgeted Final Est. Budgeted
Non Capitated Administration 5,700,438 6,098,492 5,202,413 2,468,599 - -
Global Gommitment Waiver b
GC - Administration 74,150,382 83,170,036 73,458,966 89,009,358 114,309,219 111,948,848 102,984,542
GC - Program (incl CFC Jan 2015) 913,875,330 ~ 1,025,039,146 1,062,318,540 1,218,350,870 1,396,657,204 1,370,505,530 1,416,720,598
GC - VT Premium Assistance 1,961,455 5,471,173 7,841,105 5,256,145 5,964,932
GC - Investments (CNOM) 1 83,277,460 " 93,407,332 119,370,840 121,609,350 117,035,005 115,971,292 126,543,340
GC - Certified (non ~cash program & cnom) 26,938,357 26,914,096 27,799,832 29,279,458" 28,798,499 33,022,148 29,633,327
1,098,241,529 1,228,530,610 1,284,909,634 1,463,720,209 1,664,641,032 1,636,703,963 1,681,846,739
Ghoices-For-Care / Money Follows the Person 196,477,952 199,033,009 205,224,249 108,013,364 1,650,000 3,263,786 1,650,000
Exchange Cost Sharing Subsidy (State Only) 332,623 1,138,775 1,196,397 1,186,720 1,232,289
Exchange Vermont Premium Assistance (State Only) 610,022 140,293 700,000 10,097
Pharmacy - State Only (4,082,889) (1,518,496) 1,004,506 1,256,966 1,572,590 (2,604,716) 2,959,869
DSH 37,448,782 37,448,731 37,448,781 37,448,781 37,448,781 37,448,781 37,448,781
Clawback (state only funded) 23,784,030 25,971,679 25,833,314 25,888,658 29,404,521 29,011,845 33,750,064
SCHIP 8,598,982 8,997,996 9,584,604 8,503,097 10,451,404 9,934,555 11,285,329
Total 1,366,168,824 1,504,562,071 1,570,150,146 1,648,578,742 1,747,064,725 1,714,955,030 1,770,173,071
4.3% 10.1% 4.4% 5.0% 6.2% 4.0% 1.3%
3.2%
Notes

FY15 Choice For Care included in GC - Jan 1. 2015

FY15 (6mos) and FY16 previously Non-capitated Administration is now part of GC - Administration.
Therefore, there is a variance between SFY 15 budgeted and SFY15 estimated actual for Non-capitated

Administration and GC Administration.

FY13 GC Program includes $60m for GME representing both the FY12 and FY13 years
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Global Commitment - Cash Balance Sheet - FY12 to FY16 (Actuals)

(these are gross combined federal and state funds)

Page |12

FY17
FY12 Actual FY13 Actual FY14 Actual®®  FY15 Actuals®  FY16 Budgeted FY16 Actual Budgeted

Revenues - Cash Capitated Payments 1,061,421,619 1,192,428,821 1,190,118,931 1,442,945,241 1,627,989,674 1,633,975,029 1,644,461,871
Expenses - Cash Capitated

Administration 74,160,382 83,170,036 73,458,966 89,009,358 114,309,219 111,948,848 102,984,542

= Program 913,875,108 1,025,039,145 1,064,279,995 1,223,822,043 1,404,498,309 1,375,761,675 1,422,685,530

Investment 73,406,946 84,339,985 109,465,255 112,000,874 109,182,146 107,005,238 118,791,799
Total Cash Expenses 1,061,432,436 1,192,549,166 1,247,204, 216 1,424,832,275 1,627,989,674 1,594,715,762 1,644,461,871
Change in Fund Balance (10,817) (120.345) (57.085,285) 18,112,966 (1] 39,259,267 0
Less encumbrances (7,117,155)

32,142,111

Prior Year Fund Balance 86,673,268 86,662,450 86,542,106 29,456,821 47,569,787 47,569,787 86,829,054
Total Fund Balance 86,662,450 86,542,106 29,456,821 47,569,787 47,569,787 86,829,054 86,829,054
Non-capitated administrative expenses " 5,700,438 6,098,492 6,291,473 2,468,509 - .
Non-cash expenses 26,938,357 26,914,096 27,799,832 29,311,669 28,798,499 33,022,148 29,633,327
Non-cash revenues © 26,938,357 26,914,096 27,799,832 29,311,669 28,798,499 33,022,148 29,633,327

Notes:

'(1) Non-capitated expenses are cash expenses but are paid outside of capitation pmt and do not affect fund balance. Effective
1/1/15,with consolidation of CFC into GC these expenses are now part of the GC Admin.
'(2) Non-cash expenses include 5 certified programs in which non-federal expenses are not State cash expenses.
'(3) Non-cash revenues include 5 certified programs in which non-federal revenues are not State cash revenues.
'(4) FY10 cash capitated payments reflect the full current-year per-member per-month payment obligation. As a result, the FY11 capitation payments do not assume any
payments for prior years other than technical adjustments associated with retroactive enroliment. FYO09 and FY10 capitation payments included payments for prior-
year shortfalls of $21,379,986 and $25,972,014.

r

(5) In building the SFY 14 budget, matching funds for the GC appropriation were under appropriated relative to budgeted gross expenditures. Therefore, in lieu of

claiming all the federal funds for budgeted gross expenditures due to a shortage in State matching funds, the GC Fund balance was used to cover the remaining
actual gross costs. Accordingly, the June SFY 14 capitation payment to DVHA was less than actual expenditures due to the shortage in matching funds. In July of
SFY15, at which time matching funds would become available with the SFY 15 appropriations, AHS CO made a reconciling capitation payment to DVHA for the
balance due from June of SFY 14, replenishing the GC fund balance. This then left appropriated matching funds underfunded for SFY15, and a reconciling
capitation payment to DVHA will be made in July of SFY16 for SFY15, as a result. This cycle of reconciling capitation payments will continue each fiscal year. The

ongoing GC fund balance will be used to address the "tail,” which are incurred but not reported claims to be paid at the end of the GC demonstration.
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State Health Care Resources Fund
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As Passed

i Cadhudoar mlx Jan16 Jul-16 May-16 Jul-16 Jan<16 Jul-16

FY13 Actuals FY14 Actuals FY15 Actuals FY16 BAA FY16 Actual FY17 FY17 FY18 FY18
State Health Care Resources Fund
1 Beg. Balance 142,300 5,401,893 (748) 7,337,508 7,337,508 - 4,729,431 - .
2 Catamount Fd Balance (incorp FY13) 4,757,170 n/a n/a n/a n/a n/a r/a /a n/a
3 Total Beginning balance 4,899,470 5,401,893 (748) 7,337,508 7,337,508 - 4,729,431 - -
4
5 Revenue
6 Cigarette Tax Revenue i 67,338,387 64,727,447 68,302,786 69,800,000 70,007,845 67,530,000 68,530,000 65,340,000 66,300,000
7 Tobacco Products Tax - 100% 6,931,690 7,125,892 8,104,758 8,700,000 9,012,347 8,750,000 9,100,000 8,800,000 9,300,000
8 Cigarette Floor Stock Tax - 88 347,610 900,000 897,670 - - - -
9 Claims Assessment 11,470,283 13,073,292 13,978,648 13,616,505 13,767,674 13,752,670 13,905,351 13,890,197 14,044,404
©  Employer Assessment 11,886,600 12,995,400 16,879,665 17,601,287 17,896,335 19,094,995 19,094,995 19,381,420 20,156,583
1 Catamount 11% Adj - >300% 1,855,062 1,467,338 n/a nfa n/a n/a n/a n/a n/a
©  Graduate Med Education 25,756,529 13,228,943 13,064,500 13,491,000 13,491,750 13,704,000 13,704,000 © 13,704,000 13,704,000
<] Nursing Home Sale Assessment 320,000 746,400 - 596,000 593,400 3,472,000 3,472,000 - -
“ Prov Tax —B#&Ber Ambulance 1,200,000 1,200,000 n/a 1,200,000
5 Prov Tax - Hospital 115,505,466 120,087,900 126,293,302 129,647,755 131,712,103 133,570,285 " 135,992,746 136,909,542 137,911,319
%  Prov Tax - Nursing Home 16,268,103 15,998,993 15,595,924 156,644,925 15,681,383 15,245,623 15245623 15,245,623 16,245,623
7 Prov Tax - Home Health 4,529,917 4,097,040 4,373,603 4,487,950 4,488,435 4,521,602 4,521,602 it 4,521,602 4,521,602
8 Prov Tax - ICF-MR 69,685 71,629 73,759 73,308 73,308 73,708 73,708 © 73,708 73,708
] Pharmacy $0.10/script 795,192 780,174 775,297 780,000 783,689 780,000 780,000 © 780,000 780,000
20 Premiums ~ Catamount 4,984,683 3,164,335 nfa n/a (38) n/a n/a n/a n/a
21 Premiums - VHAP (mgd care) 2,951,004 1,634,739 (260) n/a - n/a n/a n/a n/a
22 Premiums - Dr. D (medicaid) 183,944 88,237 192,949 50,000 130,524 50,000 135,000 50,000 135,000
23 Premiums - SCHIP 536,649 359,025 928,108 600,000 163,865 600,000 160,000 600,000 160,000
24  Premiums - Rx programs 3,180,120 3,163,777 3,112,356 3,045,450 2,918,910 3,045,450 2,900,000 3,045,450 2,900,000
25  Recoveries 5,049,628 1,279,529 435,377 500,000 2,831,833 500,000 500,000 500,000 500,000
27 Other (Misc, Interest) (721,899} (166,395) (39,319) (965,720) (962,512) -
28  Total Fund Revenue 278,891,053 263,923,782 270,409,063 278,568,460 283,488,521 285,890,333 289,315,025 282,841,542 286,932,240
29
30 Total Available 283,790,524 269,325,675 270,408,315 285,905,967 7 290,826,029 285,890,333 7 204,044,456 282,841,542 286,932,240
31
32 Expenditures
3  Total GC Expend 278,388,631 269,326,423 263,070,807 284,196,184 286,096,598 286,005,627 286,005,627
37
38 End. Balance 5,401,893 (748) 7,337,508 1,709,783 4,729,431 (115,294} 8,038,829
39
40  Exchange Operations - Allocation 1,244,668 7,884, 268" 3,448,899 5,529,495 5,529,495

Exchange Operations refiect the operations cost of the Qualified Health Plan (QHP) portion of the exchange,
Medicaid eligibility and exchange operations costs are included in the Global Commitment expenditure
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MEMORANDUM
To: Members, Joint Fiscal Committee
From: Fred Kenney, Executive Director, VEPC
CC: Steve Klein, Joint Fiscal Office
Date: July 11, 2016
RE: Vermont Employment Growth Incentive: Cost-Benefit Model Update

The Vermont Economic Progress Council is responsible for implementing the application
and authorization portion of the Vermont Employment Growth Incentive program. As part
of the application review process, the Council applies a cost-benefit model to determine
how a project will economically and fiscally impact the State of Vermont.

In accordance with 32 V.S.A. §5930a (d), VEPC hereby provides notice to the Joint Fiscal
Committee of the annual updates to the model that were completed for calendar 2016.

The following annual updates were performed to economic, fiscal, and demographic data,
incorporating all of the most recent consensus forecasts and all of the latest fiscal
information:

o To reflect changes in the economy that affect the calculations of the costs and benefits
of an application;

e To reflect changes in tax statute and rates that affect the calculations of the costs and
benefits of an application; and

e To reflect changes to the model to maintain compatibility with the latest version of the
REMI Input/Output software.

No changes were made to the operation of the model. The attached memo from Kenneth
Jones, Economic Research Analyst, Agency of Commerce and Community Development,
to VEPC contains details on the updates that were completed.



To: Fred Kenney, Executive Director, Vermont Economic Progress Council
From: Ken Jones

pate: July 11,2016

Re:  Annual Update: Fiscal Cost-Benefit Model, Calendar Year 2015

I Background

The completion of calendar year 2015 marks the ninth full year of operations for the
Vermont Employment Growth Incentive (VEGI). VEGI is the current economic
development incentive program overseen by the Vermont Economic Progress
Council (VEPC). VEPC has provided oversight for the state’s economic
development incentive programs since 1999 when the Economic Advancement Tax
Incentive (EATI) program was passed by the Vermont General Assembly. The EATI
program was replaced by the 2006 General Assembly with the current VEGI program.

Il Purpose of Memorandum

This memo is intended to document the process of the annual update of the VEGI
model for use during calendar year 2016. As we have done in the past, changes in
the economy necessitate annual updates of the VEGI analytical model in order to
maintain the model’'s validity. Re-calibrating these models with new data prevents
erroneous conclusions, as outdated assumptions and values of key indicators will
undoubtedly lead to over-or under-estimation of the potential economic and fiscal
impact of program incentives. As the Vermont economy continues on its labor market
recovery from the recession of 2007-2009, the new long-term economic and fiscal
consensus forecasts of the Vermont Joint Fiscal Office and the Agency of
Administration continue to form the basis of the fiscal cost-benefit model assumptions
and other parameters included in the model which apply to calendar year 2016. This
annual update of the VEGI model incorporates all of the most recent consensus
forecasts and all of the latest fiscal information available as of January, 2016 (e.g. the
January 2016 Legislative-Administration Consensus Revenue Forecast approved by
the Vermont Emergency Board on January 19, 2016). All of the key fiscal and
demographic data in the model which informs the conversion from economic impact
concepts into relevant fiscal data used in the cost/benefit scorekeeping have been
updated.

As part of the annual update, a comprehensive review of model parameters, key
economic assumptions, and mathematical calculations and formulas was also
performed. Average annual industry growth rates were reviewed and discussed, and
the 2010 numbers were retained because 2014 did not represent an end of a U.S. or
Vermont business cycle.

Several years ago, the VEGI Technical Group determined that background growth
rates would be updated only when the Vermont economy (and the U.S. economy)
had completed an entire business cycle so that the background growth rates would
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not include any cyclical bias (e.g. they would therefore be “cyclically-neutral”).
However, the very long duration of the current business cycle has resulted in the use
of background growth rates that have almost universally overstated background
growth. As required by §H.14 of Act 157 (2016), the VEGI Technical Working Group
will be convened to determine the best method for updating the background growth
rates to better reflect economic conditions. Options and recommendations will be
presented to the Joint Fiscal Committee for consideration by January 15, 2017.

M. Standard Annual Model Updates
a. Firm Data Page

The basic components of the analysis are entered into this page. This basic
information provides context to the calculations of the model, setting high-order
calibrations in order to capture such important variables as industry classification and
project location. On this page, the only edit was to change the application year from
2015 to 2016 to reflect the calendar year. As a dynamic variable, this change carried
through to the rest of the model.

b. Project Data and Modular Settings Page:

The Project Data Page is where the specifics regarding number of jobs, total payroll,
and capital investment expenditures proposed by the applicant’s project are entered.
This page also contains several statistics used in the various calculations of costs and
benefits found throughout the model. The Modular Settings Page consists of support
calculations metrics for some the data which flows through to the Project Data Page.
The following is a list of the specific items updated on these pages which are
consistent with all previous annual updates.

1. Property Value Inflator: The property value inflator is relevant to the
calculation of an applicant’s benefits to state revenue, specifically in the
calculation of the effects on the Education Fund. It is used to measure the
growth of property values resulting from an applicant’s project. The difference
between education fund revenues with and without the applicant’s project is
calculated. As has been the practice in past model updates, this figure was
obtained from the most recent Consensus Forecast for Education Fund
concepts of the Legislative Joint Fiscal Office and the Agency of
Administration. The prior model’s figures are updated with the new forecast
figures. This statistic is used in conjunction with the Projected Statewide
Grand List Growth Rate. The figure is used as a projected measure of growth
of the statewide grand list and used in the calculations of changes in property
values as a background rate growth.

2. Statewide School Tax Rate for Residential and Nonresidential Property:
These metrics are used in the calculation of the revenue generated from the
proposed project which will be contributed to the Education Fund Based on




both residential and nonresidential property improvements. The original data
source for this update was the Vermont Department of Taxes (for fiscal year
2015).

3. State & Local Government Price Deflator: This figure is used in the calculation
of various costs and benefits associated with an applicant’s project. Itis used
in the formula which projects the growth of the various funds’ costs and
revenues forward in time. This figure was obtained from the same Consensus
Forecast of the Legislative Joint Fiscal Office and the Agency of
Administration referred to in #1 above.

4. Estimated per Student Grant, Estimated Special Education Per Equalized
Pupil: These figures are used in the calculation of changes in education costs
associated with the applicant’s project. The figures are on a “per equalized
pupil” basis and is used in conjunction with the changes associated in school
age population related the applicant’s proposed project. The data source for
the near-term per pupil payment is the Vermont Department of Taxes with
longer run forecast calculated exactly the same way as the Vermont
Department of Taxes does for the near-term numbers using the consensus
State & Local Government Price Deflator forecast by the Legislative Joint
Fiscal Office and the Administration for the forecasted years as presented in
#3 above.

5. Vermont Estimated Population: As this update takes place in an inter-censual
year, the figure used in this update of the cost/benefit model is the population
estimates for the state of Vermont embedded in the REMI input-output model.
This figure is used when converting any of the data in the cost-benefit model
into per capita figures.

6. FY General Fund Expenditures, FY Expenditures Fund Appropriations:
These figures are used to calculate the changes in General Fund and
Transportation Fund costs associated with the change in population related
to an applicant’s project in the most recent fiscal year. The figures are
converted to a per capita basis and used in conjunction with the change in
population associated with each applicant’s project. The updated figures are
obtained from the Vermont Department of Finance and Management and the
Legislative Joint Fiscal Office.

7. Corporate Revenue/Nonfarm Supervisory Job: This figure is used to estimate
revenues associated with a change in employment from an applicant’s
project. It relates levels of corporate income tax to a per job basis. This can
then be used to estimate the incremental corporate income tax associated
with a change in employment related to an applicant's project. This figure is
obtained from the most recent total corporate tax revenue divided by the
BEA’s concept of employment data (and includes both full and part time jobs
and also proprietors). The BEA employment series data is used as a predictor
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of future revenues in the model and is preferred for this model since it is the
most inclusive data for proprietors and workers in the farm sector.

8. Per Capita Other General Fund Revenues, Per Capita Other Transportation
Fund Revenues: These figures are used to capture the ‘Other’ category for
revenues found in the General and Transportation Funds. They are
converted to a per capita basis and used in conjunction with the change in
population associated with an applicant’s project. The updated figure is
obtained from the 2014 Calendar year tax revenues divided by the population.

9. State Personal Income Tax Rate, State Sales & Use Tax Rate, State Gas Tax
Rate, State MVP&U Tax Rate, Background Statewide Education Property
Tax Rate: These figures are used to determine part of the forecasted
revenues over the forecast impact period from the new demand from an
applicant's proposed project. They are applied to the changes in
consumption associated with an applicant's project to yield projected
incremental tax revenues. These figures are obtained from the most recent
fiscal year data available on total taxes received. These data are then applied
to various REMI consumption items to complete the bridge between REMI
economic output data and the state’s fiscal cost-benefit concepts.

¢. REMI Economic Output Page

In addition to being the recipient of the output of the REMI input/output model, there
are several embedded REMI control variables which are updated as part of the
annual model review. Consistent with the previous year's updates, the equilibrium
data from the REMI control is updated for the year of application. These variables
include several consumption related factors such as overall consumption, general
price indices, as well as specific price indices by consumption category.

d. Qualifying and Non-Qualifying Jobs & Wages Pages

As a result of the change in the model's base year from 2015 to 2016, the lookup
function which finds the REMI input-output anticipated level of compensation by
industry was updated to ensure accurate future wage levels were taken into account.
Additionally, the model was updated to accept two VEGI Qualifying Wages,
determined by company location, due to amendments contained in §G.2. of Act 51 of
the 2015 Legislative Session,

e. Present Value Calculations Page
This page calculates the present value of the total benefits and costs associated with

a project. The updated present value discount rate was obtained from the analysis
of the three year moving average of the Bond Buyers Index: General Obligations
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Bonds: 20-Years to Maturity. The data for the rolling three year average calculation
was obtained from the bondbuyer.com.

f. ‘NAICS Row’ Lookup Page

No changes have been made to this page that prescribes background growth rates.
Modifications of the background growth rates is the subject of the VEGI Technical
Team review.

g. Regional Differential

The Regional Differential effect embedded within the model, governing the different
economic impact of an applicant project depending on its location, remains
unchanged for CY 2016. This determinant is only re-evaluated as new data becomes
available from the Vermont Department of Labor, typically during the summer, and
was not updated as part of the Annual Update.

Bond rates from
http://www.bondbuyer.com/apps/custom/msa_search.php?product=bbi_averages

2000 5.7
2001 51
2002 5.0
2003 4.7
2004 4.7
2005 44
2006 44
2007 44
2008 4.9
2009 4.6
2010 43
2011 4.5
2012 3.7
2013 43
2014 4.2
2015 3.6
2016 2.9
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v Kavet, Rockler & Associates, LLC
985 Grandview Road

Williamstown, Vemmont 056738-8003 USA
Telephone: 802-433-1360

Fax 866-433-1360

Cellular: 802-433-1111

E-Mail: tek@kavet.net

Website: www kavetrockler.com

A
Memorandum

To: Steve Klein, Chief Fiscal Officer, Joint Fiscal Office

From: Tom Kavet

CC: Joint Fiscal Committee, Fred Kenney, VEPC-ACCD

Date: July 22, 2016

Re: Review of Fred Kenney's memo to JFC of July 11, 2016 regarding VEG! Updating

Per your request, | have reviewed the memo from Fred Kenney, Executive Director of
the Vermont Economic Progress Council, dated July 11, 2016, to the Joint Fiscal
Committee, and the included memo of the same date from Ken Jones to Fred.

For the most part, the discussed content in these two memos concern standard
annual operating updates for the VEGI Cost-Benefit (C-B) model. This model is
based on a Vermont economic model developed and maintained by Regional
Economic Models, Inc. (REMI) of Amherst, MA. Output from this model drives
calculations of both theoretical costs and benefits and are used to set VEG! award
levels. As such, even minor changes in model assumptions can have enormous
impacts on public expenditures and the State’s theoretical return on investment from
this program. This is the reason JFC review and approval is required for even
“routine” model changes.

| would recommend adoption of the updates specified in these memos, with the
caveat that the Vermont Economic Progress Council provide to the Joint Fiscal Office
the below additional information for further review and presentation to the Joint Fiscal
Committee at their next regularly scheduled meeting in September:

1) The existing model value(s) and the proposed updated value(s) should be
detailed in the memo. For example, if the Property Value Inflator is to be
updated, the current value of X.X% in year XXXX should be stated and the
new value of X. X% in year XXXX stated. This allows easy recognition of
changes that are minor and changes that may be more significant. More
significant changes may prompt additional accuracy and content review and
confirmation.



2) Three hypothetical relevant! company model runs should be performed with all
existing model values and with all (not each) newly proposed updated values.
Comparisons of critical output (such as award levels, theoretical State fiscal
costs and benefits, State return on investment, etc.) should be presented in an
easy to read table.

3) Some of the current update assumptions should be reviewed by the mandated
Technical Working Group as a part of the statutory charge in the last legislative
session as expressed in H.868, Section H.14, 1 (“whether the cost-benefit
model is effectively utilized”), including, in the memo from Ken Jones to Fred
Kenney, item b.5. regarding population sourcing, item b.7. regarding corporate
income tax payments, and item b.9. specification of REMI output variables
linked to specific Vermont tax sources and tax rates.

4) The REMI model number and date of model release should be specified in the
memo. Whenever the general REMI model is updated, at least three recent
actual model runs should be performed to insure that the new model is working
as expected and that model parameters are not changed in ways that
significantly affect State costs or program objectives.

5) In section g. of the memo from Ken Jones to Fred Kenney, any changes to the
Regional Differential based on DOL data not now available should be
presented with both prior and new values whenever it may be presented to the
JFC for approval.

Please let me know if you or others have any questions regarding any of these
recommendations or the memos upon which they are based.

' “Rejevant” hypothetical companies should be typical VEGI applications, in terms of industries, regions and proposed investments,
as well as those with maximum sensitivity to the updated assumptions in the C-B model.
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KPMG LLP
Suite 400
356 Mountain View Drive
Colchester, VT 05446

Independent Auditors’ Report on Internal Control over Financial Reporting and on Compliance and
Other Matters Based on an Audit of Financial Statements Performed in Accordance with
Government Auditing Standards

The Speaker of the House of Representatives,
President Pro-Tempore of the Senate
and the Governor of the State of Vermont:

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States, the financial statements of the governmental activities, the
business-type activities, the aggregate discretely presented component units, each major fund, and the
aggregate remaining fund information of the State of Vermont (the State) as of and for the year ended
June 30, 2015, and the related notes to the financial statements, which collectively comprise the State’s basic
financial statements, and have issued our report thereon dated December 29, 2015. Our report includes a
reference to other auditors who audited the financial statements of certain discretely presented component
units identified in note IA of the State’s basic financial statements, the Vermont Lottery Commission, the
Special Environmental Revolving Fund, the Vermont Energy Efficiency Utility Fund, the Vermont Universal
Service Fund, and the Tri-State Lotto Commission, as described in our report on the State’s financial
statements. Our report also includes an emphasis of matter paragraph noting that the Statc adopted the
provisions Governmental Accounting Standards Board Statement No. 68, Accounting and Financial
Reporting for Pensions — an amendment of GASB 27, and Governmental Accounting Standards Board
Statements No. 71, Pension Transition for Contributions Made Subsequent to the Measurement Date — an
amendment to GASB No. 68. Our opinions are not modified with respect to these matters. This report does
not include the results of the other auditors’ testing of internal control over financial reporting or compliance
and other matters that are reported on separately by those auditors.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered the State’s internal control
over financial reporting (internal control) to determine the audit procedures that are appropriate in the
circumstances for the purpose of expressing our opinions on the financial statements, but not for the purpose
of expressing an opinion on the effectiveness of the State’s internal control. Accordingly, we do not express
an opinion on the effectiveness of the State’s internal control.

Our consideration of internal control was for the limited purpose described in the preceding paragraph and
was not designed to identify all deficiencies in internal control that might be material weaknesses or
significant deficiencies and therefore, material weaknesses or significant deficiencies may exist that were
not identified. However, as described in the accompanying schedule of findings and questioned costs, we
identified certain deficiencies in internal control that we consider to be material weaknesses and significant
deficiencies.

A deficiency in internal control exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or combination of deficiencies, in
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internal control, such that there is a reasonable possibility that a material misstatement of the entity’s
financial statements will not be prevented, or detected and corrected on a timely basis. We consider the
deficiencies described in the accompanying schedule of findings and questioned costs findings 2015-001,
2015-002, 2015-003, 2015-004 and 2015-005 to be material weaknesses.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe
than a material weakness, yet important enough o merit attention by those charged with governance. We
consider the deficiencies described in the accompanying schedule of findings and questioned costs findings
2015-006, 2015-007, 2105-008, 2015-009 and 2015-010 to be significant deficiencies.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the State’s financial statements are free from
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The results
of our tests disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.

The State’s Response to Findings

The State’s responses to the findings identified in our audit are described in the accompanying schedule of
findings and questioned costs. The State’s responses were not subjected to the auditing procedures applied
in the audit of the financial statements and, accordingly, we express no opinion on the responses.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the State’s internal control
or on compliance. This report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering the State’s internal control and compliance. Accordingly, this
communication is not suitable for any other purpose.

KPMe LP

Colchester, Vermont
December 29, 2015

Vt. Reg. No. 82-0000241



KPMG LLP

Suite 400

356 Mountain View Drive
Colchester, VT 05446

Independent Auditers’ Report on Compliance for Each Major Federal Program; Report on
Internal Control Over Compliance; and Report on Schedule of Expenditures of
Federal Awards Required by OMB Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations

The Speaker of the House of Representatives,
President Pro-Tempore of the Senate
and the Governor of the State of Vermont:

Report on Compliance for Each Major Federal Program

We have audited the State of Vermont’s compliance with the types of compliance requirements described in
the OMB Circular A-133 Compliance Supplement that could have a direct and material effect on each of the
State of Vermont’s major federal programs for the year ended June 30, 2015. The State of Vermont’s major
federal programs are identified in the summary of auditor’s results section of the accompanying schedule of
findings and questioned costs.

As described in note 1(a) to the schedule of expenditures of federal awards (the Schedule), the State of
Vermont’s basic financial statements includes the operations of certain entities whose federal awards are not
included in the accompanying Schedule for the year ended June 30, 2015. Our audit, described below, did
not include the operations of the entities identified in note 1(a) to the Schedule, because those entities had
separate audits in accordance with OMB Circular A-133, if required.

Management’s Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts, and grants
applicable to its federal programs.

Auditors’ Responsibility

Our responsibility is to express an opinion on compliance for each of the State of Vermont’s major federal
programs based on our audit of the types of compliance requirements referred to above. We conducted our
audit of compliance in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133 require that we plan
and perform the audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a major federal
program occurred. An audit includes examining, on a test basis, evidence about the State of Vermont’s
compliance with those requirements and performing such other procedures as we considered necessary in
the circumstances.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
unmodified and modified audit opinions on compliance. However, our audit does not provide a legal
determination of the State of Vermont’s compliance.
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Basis for Adverse Opinion on Certain Major Federal Programs

As described in the accompanying schedule of findings and questioned costs, the State of Vermont did not
comply with requirements that are applicable to certain of its major federal programs, as detailed below.
Compliance with such requirements is necessary, in our opinion, for the State of Vermont to comply with
the requirements applicable to those programs, as detailed below:

Table 1
State agency/ Compliance Finding Page
department name Federal program name requirements aumber number
Agency of Human Services Children’s Health Insurance Program Allowsbility, Eligibility 2015-040 146
Agency of Human Services Children's Health Insurance Program Eligibility 2015-041 150
Agency of Human Services Children's Heaith Insurance Program Program Income 2015-042 153
Agency of Human Services Medicaid Cluster Allowability, Eligibility 2015-043 156
Agency of Human Services Medicaid Cluster Allowability 2015-044 160
Agency of Human Services Medicaid Cluster Allowability 2015-045 176
Agency of Human Services Medicaid Cluster Allowability 2015-048 186
Agency of Human Services Medicaid Cluster Matching 2015-049 189
Agency of Human Services Medicaid Cluster Special Tests and Provisions 2015-050 192
Agency of Human Services Medicaid Cluster Procurement, Subrecipient 2015-051 195
Monitoring

Agency of Human Services Medicaid Cluster Eligibility 2015-052 203
Agency of Human Services Medicaid Cluster Special Tests and Provisions 2015-053 206

Adverse Opinions on Major Federal Programs

In our opinion, because of the significance of the matters discussed in the Basis for Adverse Opinion
paragraph, the State of Vermont did not comply, in all material respects, with the types of compliance
requirements referred to above that could have a direct and material effect on the major federal programs
listed in Table 1 above for the year ended June 30, 2015.

Basis for Qualified Opinions on Certain Major Federal Programs

As described in the accompanying schedule of findings and questioned costs, the State of Vermont did not
comply with certain requirements that are applicable to certain of its major federal programs, as detailed
below. Compliance with such requirements is necessary, in our opinion, for the State of Vermont to comply
with requirements applicable to the identified major federal programs.
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Table 2
State agency/ Compliance Finding Page
department nane Federal program name requirements namber number
Agency of Human Services SNAP Cluster Special Tests and Provisions 2015-011 58
Agency of Education Child Nutrition Cluster Eligibility, Subrecipient 2015012 61
Monitoring
Departient of Labor Unemployment Insurance Allowability, Eligibility, 2015016 74
Special Tests and
Provisions
Department of Labor Unemployment Insurance Eligibility 2015017 78
Agency of Transportation Airport Improvement Program Reporting 2015019 85
Agency of Education Special Education Cluster Subrecipient, Monitoring 2015025 100
Agency of Human Services Rehabilitation Services — Vocational Allowability, Subrecipient 2015028 112
Rehabilitation Grants to States Monitoring, Reporting
Agency of Human Services TANF Cluster Allowability, Eligibility 2015031 122
Agency of Human Services Low Income Home Agency Assistance Hligibility 2015-032 125
Agency of Human Services Low Income Home: Agency Assistance Allowability, Eligibility 2015033 128
Agency of Human Services ACA - State Innovation Models: Funding ~ Allowability 2015-036 136
for Model Design and Model Testing
Agency of Human Services Foster Care - Title IV-E Allowability 2015-037 138
Agency of Human Services Adoption Assistance Allowability 2015038 141
Depattment of Public
Safety Homeland Security Grant Program Equipment, Real Property 2015-055 213
Management
Department of Public
Safety Homeland Security Grant Program Reporting 2015-056 216
Department of Public
Safety Homeland Security Grant Program Subrecipient Monitoring 2015-057 219
Department of Public
Safety Homehnd Security Grant Program Special Tests and Provisions 2015-058 21

Qualified Opinions on Major Federal Programs

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion on Certain Major
Federal Programs paragraph, the State of Vermont complied, in all material respects, with the types of
compliance requirements referred to above that could have a direct and material effect on the major federal
programs listed in Table 2 above for the year ended June 30, 2015.

Unmodified Opinion on Each of the Other Major Federal Programs

In our opinion, the State of Vermont complied, in all material respects, with the types of compliance
requirements referred to above that could have a direct and material effect on each of its other major federal
programs for the year ended June 30, 2015,

Other Matters

The results of our auditing procedures disclosed other instances of noncompliance, which are required to be
reported in accordance with OMB Circular A-133 and which are described in the accompanying schedule of
findings and questioned costs as items 2015-013, 2015-014, 2015-015, 2015-018, 2015-020, 2015-021,
2015-022, 2015-023, 2015-024, 2015-026, 2015-027, 2015-029, 2015-030, 2015-034, 2015-035, 2015-039,
2015-046,2015-047, and 2015-054. Our opinion on each major federal program is not modified with respect
to these matters.

The State of Vermont’s responses to the findings identified in our audit are described in the accompanying
schedule of findings and questioned costs. The State of Vermont’s responses were not subjected to the
auditing procedures applied in the audit of compliance and, accordingly, we express no opinion on the
responses.



Report on Internal Control over Compliance

Management of the State of Vermont is responsible for establishing and maintaining effective internal control
over compliance with the types of compliance requirements referred to above. In planning and performing
our audit of compliance, we considered the State of Vermont’s internal control over compliance with the
types of requirements that could have a direct and material effect on ecach major federal program to determine
the auditing procedures that are appropriate in the circumstances for the purpose of expressing an opinion on
compliance for each major federal program and to test and report on internal control over compliance in
accordance with OMB Circular A-133, but not for the purpose of expressing an opinion on the effectiveness
of internal control over compliance. Accordingly, we do not express an opinion on the effectiveness of the
State of Vermont’s internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control over compliance that might be
material weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies
may exist that were not identified. However, as discussed below, we identified certain deficiencies in internal
control over compliance that we consider to be material weaknesses and significant deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a federal
program on a timely basis. A material weakness in internal control over compliance is a deficiency, or
combination of deficiencies, in internal control over compliance, such that there is a reasonable possibility
that material noncompliance with a type of compliance requirement of a federal program will not be
prevented, or detected and correcied, on a timely basis. We consider the deficiencies in internal control over
compliance described in the accompanying schedule of findings and questioned costs as items 2015-011,
2015-012, 2015-016, 2015-017, 2015-019, 2015-025, 2015-028, 2015-031, 2015-032, 2015-033, 2015-036,
2015-037, 2015-038, 2015-040, 2015-041, 2015-042, 2015-043, 2015-044, 2015-045, 2015-048, 2015-049,
2015-050, 2015-051, 2015-052, 2015-053, 2015-055, 2015-056, 2015-057, and 2015-058 to be material
weaknesses.

A significant deficiency in internal control over compliance is a deficiency, or a combination of deficiencies,
in internal control over compliance with a type of compliance requirement of a federal program that is less
severe than a material weakness in internal control over compliance, yet important enough to merit attention
by those charged with governance. We consider the deficiencies in internal control over compliance
described in the accompanying schedule of findings and questioned costs as items 2015-013, 2015-014,
2015-015, 2015-018, 2015-020, 2015-021, 2015-022, 2015-023, 2015-024, 2015-026, 2015-027, 2015-029,
2015-030, 2015-034, 2015-035, 2015-039, 2015-046, 2015-047, and 2015-054 to be significant deficiencies.

The State of Vermont’s responses to the findings identified in our audit are described in the accompanying
schedule of findings and questioned costs. The State of Vermont’s responses were not subjected to the
auditing procedures applied in the audit of compliance and, accordingly, we express no opinion on the
responses.

The purpose of this report on internal control over compliance is solely to describe the scope of our testing
of internal control over compliance and the results of that testing based on the requirements of OMB
Circular A-133. Accordingly, this report is not suitable for any other purpose.

Report on Schedule of Expenditures of Federal Awards Required by OMB Circular A-133

We have audited the financial statements of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining fund
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information of the State as of Vermont, as of and for the year ended June 30, 2015 and related notes to the
financial statements which collectively comprise the State of Vermont’s basic financial statements. We
issued our report thereon dated December 29, 2015, which referred to the use of the reports of other auditors
and which contained unmodified opinions on those financial statements. Our report included an emphasis of
matter paragraph noting the State of Vermont’s adoption of Governmental Accounting Standards Board
Statement No. 68, Accounting and Financial Reporting for Pensions — an amendment of GASB 27, and
Governmental Accounting Standards Board Statement No. 71, Pension Transition for Contributions Made
Subsequent to the Measurement Date — an amendment to GASB No. 68, in the fiscal year ended June 30,
2015.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the basic financial statements. The accompanying schedule of expenditures of federal awards and
is presented for purposes of additional analysis as required by OMB Circular A-133 and is not a required
part of the basic financial statements. Such information is the responsibility of management and was derived
from and relates directly to the underlying accounting and other records used to prepare the basic financial
statements. The information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the basic financial
statements or to the basic financial statements themselves, and other additional procedures in accordance
with auditing standards generally accepted in the United States of America. In our opinion, the schedule of
expenditure of federal awards is fairly stated in all material respects in relation to the basic financial
statements as a whole.

KPme P

Colchester, Vermont
March 30, 2016

Vt. Reg. No. 92-0000241
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10.023
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16.156
10.163
10.169
10475
10.551
10.555
10.557
16,558
10.559
10.560
10.561

10.565
10.568
10572
10.575
10.576
10.578
10.582
10.664
10.665
10.672
18.676
18.769
18.773
10.902
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16.999
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11.407
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12113
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12.404

14.228
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14.239
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14.999

15.605
15.608
15.611
15615
15.616
15.622
15.626
15.631
15.633
15.634
15.657
15810
15.814
15904
15.916

STATE OF VERMONT
Schedule of Expenditures of Federal Awards

Year ended June 30, 2015
Amounts
passed
through to
Federal agency/program type Expenditures subreciplenis
Direct grants:
Monetary awards:
U.S. Department of Agriculture:
Plant and Aniinal Disease, Pest Control, and Animal Care 271,688 20,000
Market News 9211 ="
Federal-State Marketing Improvement Program 30.930 12,000
Market Protection and Prowmotion 3,000 —
Specialty Crop Block Grant Program 174922 121,138
Coopetam: Agreements with States for Intrastate Meat and Poultry lnspection 673,761 —
it 1 Nutritional Assi Program 28,086,495 —
National School Lunch Program 20,166,670 20,096,331
Special Supplemental Nutrition Program for Women, Infants, and Children 15,044,056 —
Child and Adult Care Food Program 6,270,457 6233621
Swmunmer Food Servwc Program for Children 1,317,054 1275919
State Admini for Child b ¥ 523,341 2,000
State Aduninistrative Matchmg Gurants for the Suppl i Nurtritional A
Program 11,949,869 2,046,385
Conmodity Supplemental Food Progran 226,940 226,940
Emergency Food Assistance Program (Administrative Costs) 60,013 88,527
WIC Farmers” Market Nutrition Program (FMNP) 75,715 =
Famu to Schoel Grant Program 27,680 16,542
Senior Farmers Market Nutrition Program 87,007 50,299
WIC Grants to States (WGS) 15810 .
Fresh Fruit and Vegetable Program 1,689,841 1,651,675
C ive Forestry Assi 1,183,202 473,371
Schools and Roads — Grants to States 283252 283,252
Rurai Development, Forestry, and Comnmunities 3,180 17,018
Forest Legacy Program 110,908 =
Rural Business Enterprise Grants 27 —
Rural Business Opportunity Grants 24239 24,239
Soil and Water Conservation 443 =
Euvi 1 Quality & tve Program 218,105 58982
Wildlife Habitat incentives Program 71,648 —
Organic Cetification — Prodncers 190,944
38,800.420 32,698,235
U.S. Department of Commerce:
ITA Special Projects 35,681 12,569
E ic Adj 370,744 119,806
Interjurisdictional Fisheries Act of 1986 3,393 3,393
State and Local Implementation Grant Program 25.726 =
435,544 135,768
U.S. Department of Defense:
P t Technical Assi For Busi Firms 395,748 44,626
Aguatic Plant Control 381,642 119,124
State Memorandum of Agreement Program for the Reimbursement of Technical Services 10,650 —_
National Guard Military Operations and Maintenance (O&M) Projects 19,224 610 =]
National Guard ChalleNGe Program 597,383 ==
20,610,033 163,750
U.S. Departient of Housing and Utban Development:
‘Community Development Block Grants/State’s Program and Non-Entitlement
Grants in Hawail 7,663,641 7.171,79%
Emergency Solutions Grant Program 632,359 577425
Home Investment Partnerships Program 3,863,908 3,797,185
Hurricane Sandy Community Development Block Grant Disaster Recovery Grants (CDBG-DR) 3,760,359 3,518,403
Qffice of Fair Housing-Assistance Grant 67.122 -—
15.987.389 15.064.810
U.S. Departiuent of Interior:
Sport Fish Restoration Program 3,478,611 —
Fish and Wildlife Management Assistance 31,073 10,955
Wildlife Restoration and Basic Hunter Education 3,247,635 79,097
Cooperative Endangered Species Conservation Fund 22,675 —
Clean Vessel Act Program 3,497 58,603
Sportfishing and Boating Safety Act 203,512 184,823
Enhanced Hunter Education and Safety Program 54,320 53,047
Partuers for Fish and Wildlife 10,103 —_
Landowner Incentive Program 147,549 133,975
State Wildlife Grants 566,400 139,464
Endangemd Spccxcs Cuuscrvauon—Recovery Implementation Funds 18,098 —
i Mapping Program 64,177 16,099
National Geologxcal and Geophysm.l Data Preservanon Program 10,319 ==
Historic Preservation Fund Grants-In-Aid 636,108 54,024
Qutdoor Recreation — Acquisition, Development and Planning 95.454 =
8,589.531 730,087

(Continued)



STATE OF VERMONT
Sclredule of Expenditures of Federal Awards

Year ended June 30, 2015
CFDA namber Federal agency/program type
U_S. Department of Justice:
16.013 Violence Agaiust Women Act Court Training and Improvement Grants
16.617 Sexual Assault Services Formula Program
16.523 Juveuile Accoumabdny Block Gmnts
16540 Juvenile Justice and Deling ¥ Py ion — Allocation to States
16.554 National Criminal History Improvement Program (NCHIP)
16.575 Crime Victin Assistance
16.576 Crime Victim Compensation
16.582 Crime Victim Assistance/Discretionary Grants
16.585 Drug Court Discretionary Graut Program
16.588 Violenwe Agaiust Women Fonnula Grants
16.589 Rural Domestic Violence, Dating Violence, Sexual Assault, and
Stalking Assistance Program
16.590 Gmms © Eneoumge Auest Policies and Enforcement of Protection Orders Program
16593 Abuse T for State Pri
16.606 State Criminal Alien Assistance Program
16.607 Bulletproof Vest Parmership Program
16.710 Public Safety Partuership and Community Policing Grants
16.727 Eaforcing Underage Drinking Laws Program
16.735 PREA Progrmui: Demonstration Projects to Establish "Zero Tolerance” Cultures for Sexual Assaudt in
Correctional Facilities
16.738 Edward Byme Memorial Justice Assistance Grant Program
16741 DNA Bacldog Reduction ngram
16742 Paul Coverdell Forensic Sci Grant Prograin
16751 Edwmi Bymc Memoml Compeml\'e Grant Program
16.753 ded Awards
16.754 Ham}d Rogers Prescription Drug Mouitoring Program
16.812 Second Chance Act Reentry Initiative
16922 Equitable Sharing Program
16.959 Drug Faforcement Administration — DEA
16999 New England High-ntensity Drug Trafficking Areas (HIDTA)
16999 ICE/SLOT (fonmally Bordergap)
16.999 FBI Special Investigations
16.999 Evidence (Asset Seizure) Forfeiture Funds (Justice & Treasury)
16.999 FBI Joint Terrorism Task Force
16999 US Marshall’s District Fugitive Task Force
16.999 D ic Cannabis Exadication / Suppressiont Program: (DCE/SP) {formally MERT)
U.S. Department of Labor:
17.002 Labor Force Statistics
17.005 Compensation and Working Conditions
17.207 Employment Service/Wagner — Peyser Funded Activities
17.225 Unemployvment fnsurance
17.235 Senior Commumity Service Employment Program
17.245 Trade Adjustment Assistance
17.258 WIA Adult Program
17.259 WIA Youth Activities
17271 Work Oppornumity Tax Credit Program (WOTC)
17273 Temporary Labor Certification for Foreign Workers
17.277 ‘Workforce Investment Act (WIA) National Emergency Grants
17.278 WIA Dislocated Worker Formula Grants
17.281 WIA/WIOA Disk d Worker National Reserve Technical Assi and Training
17.503 Occupational Safety and Health — State Program
17.504 Consultation Agreements
17.600 ‘Mine Health and Safety Grants
17.801 Disabled Veterans’ Outreach Program (DVOP)
17.802 Veterans® Employment Progran:
U.S. Department of Transportation:
206.106 Airport Improvement Program
20200 Highway Research and Development Program
20.205 Highway Planning and Construction
20.218 National Motor Carrier Safety
20.219 Recreational Trails Program
20.233 Boarder Enforcement Grants
20314 Raitroad Development
20317 Capital Assistance to States, Intercity Passenger Rail Services
20319 ARRA — High-Speed Rail Corridors and Intercity Passenger Rail Service — Capital
Assistance Grants
20.500 Federal Transit — Capital Investment Grants
20.505 Metropolitan Transportation Planning and State and Non-Metropolitan Planning and Research
20.509 Formula Grants for Rural Areas
20.513 Enhanced Mobility of Seniors and Individuais with Disabilities

Expenditures

] 126,287
238,501

400.203

419,392

137,743

1,233,313
229722

98,701

22,156

890,603

395,849
69,957
88,735
18,731

2,545
80,435
28,093

161,226
644,042
179,731
53,607
2,666
81,151

23,799
504,196
181,197
19385
16
4,749
21,716
10,993
1,800
4,502

14.699

Amounts
passed
through to

subrecipients

206,065
54,634
419,892

603,129

355,118

323,778
25,260
1430
24235
10,769

67,668

5392941

2420077

678,534
74,690
2,490,592
86,742,149
556,186
1,108,362
2,558,518
2,031,865
22,049
94,722
182,702
1,071,339
8,301
708,896
444,701
64,979
311,792
£90.207

528,090

114,950

111,412

99,240,584

818,238

11,881,643
185,671
254,033,006

82,478
72,595

2,585
3,551,624
194,493
13,868,588
1,061,248

21,758,361
791,591
82,478

3,469,359
84,

13,451,370
1,023,151

(Contimed)



STATE OF VERMONT

Schedule of Expenditures of Federal Awands

Year ended June 30, 2015
Amounts
passed
through to
CFDA Federal agency/program type __Expenditures subrecipients
20516 Job Access And Reverse Comimate Program $ 43,824 21,912
20.521 New Freedom Program 169,354 159,637
20.600 State and Commumity Highway Safety 1,423,156 539,813
26.601 Alcohol Impaired Driving C Incentive Grants [ 621,613 —
20.608 Mmimnm Penalties For Repeat Offenders For Driving While Intoxicated 2,491,673 403,355
20.609 Safety Belt Performance Grants 1 =
20.610 State Traffic Safety Inf jon System Tupr Grants 276,571 11,874
20612 Incentive Grant Program to Increase Motorcyclist Safety 28,183 —
20.613 Child Safety and Child Booster Seats Incentive Grants 18,627 =
20.614 National Highway Traftic Safety Adurinistration (NHTSA) Discretionary Safety
Grants 15,240 —_
20616 National Pnonty Safety Programs 667,563 2014
20.703 jals Public Sector Training and Planning Grants 75471 32,290
20.721 PHMSA P:peim: Safety Program One Call Grant 175,418 —
20933 National lnfrastructure Investiments 5,506,215 —
298774417 41.831.769
U.S. Department of Treasury:
21.000 Equitable Shariug Program (Evidence Forfeiture Fands — EFF) 69,402 —
69,402 —
U.S. Institute of Museum and Library Service:
45310 Grauts to States 380,210 32,164
380,210 32,164
US. Small Business Administration:
59.061 State Trade and Export Promeotion Pilot Grant Program 88.724 4396
88.724 4.3%
US. Environumental Protection Agency:
66.032 State Indoor Radon Grants 128,165 10,000
66.034 Sorveys, Studies, Research, igations, D tons and Special
Purpose Activities Relating to the Clean Air Act 374,967 —
66.040 State Clean Diesel (Jmm ngmn 71,700 55,702
66.042 Temporally itoring of Ecosy (TIME) and Long-Tenn
Momtormg (LTM) Program 145,583 —
66202 Congressionally Mandated Projects 95,217 -
66.454 Water Quality Management Planning 139,516 58,201
66.458 Capitalization Grants for Clean Water State Revolving Funds 2,958,838 2,958,838
66.461 Regional Wetland Program Development Grants 89,831 o
$66.468 Capitalization Grants for Drinking Water State Revolving Funds 12,308,062 10,087,486
66.481 Lake Champlain Basin Program 441218 128,819
66.605 Performance Partnership Grants 4.297.611 239,301
66.608 Envxmnmcmal Information Exchange Network Grant Prograin and Related Assistance 357476 —
£6.700 C Pesticid Fﬂf Coopemtwe Agmemmm 359,874 —
66.701 Toxic Sub C M 5418 —
66.707 TSCA Title IV State Lead ‘Grants Cemﬁcanon of Lead-] Based Paint Professionals 235,738 —
66.708 Pollution Prevention Grants Progran 20,000 8,875
66.802 Superfund State, Political Subdivision and Indian Tribe Site-Specific
Cooperative Agreements 90,271 —
66.804 Underground Storage Tank Prevention, Detection, aud Conipliance Program 308,947 =
66.805 Leaking Underground Storage Tank Trust Fund Corrective Action Program 639,525 —
66.809 Superfund State and Indian Tribe Core Program Cooperative Agreements 100,603 —
66.817 State and Tribal Response Program Grants 599.429 -
66.818 Brownfields Assessment and Cleanup Cooperative Agreements 1,182,091 503.882
25,010,080 14.451.604
U.S. Departiment of Energy:
81.039 SHOPP (State Heating Oil and Propanc Program) 5,000 —
81041 State Evergy Program 225027 23,793
31.041 ARRA-State Energy Program 17,749 =
81.042 Weatherization Assistance for Low - Income Persons 687,960 619,684
31119 State Energy Programn Special Projects 102,456 —
31122 ARRA - Electricity Delivery and Energy Reliability, Research, Development and
Analysis 5,793 —
1.043,985 643,477
U.S. Department of Education:
34.002 Adult Education - Basic Grants to States 849,262 719,696
34.010 Title I Grants to Local Educational Agencies 32,132,304 31,509,945
84.011 Migrant Education — State Grant Program 898,966 779,826
34013 Title I State Agency Program for Neglected and Delinquent Children and Youth 111,422 =
84.027 Special Education — Grants to States 25,631,381 22,728,312
84.048 Career and Technical Education — Basic Grants to States 3,998,218 3,430,266
84.126 Rehabilitation Services — Vocational Rehabilitation Grants to States 15,585,159 —
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CFDA number

34.169
84.173
34.177

34.181
234.137
24.196
84.224
84.265
84.287
84.323
34.330

84365
84366
84367
84.369
84.372
34412

89.003

90.401
906.601

93.041
93.042
93.043
93.044

93.045
93.052
93.053
93.069
93.070
93.071
93.074

93.079

93.090
93.092
93.094
93.103
93.104

93.106
93.110
93.116
93.127
93.130

93.136
93.150
93.165
93.217
93.241
93.243

93.251
93.268
93.270
93.283

93.301
93.324
93.336

STATE OF VERMONT

Schedule of Expenditures of Federal Awards

Year ended June 30, 2015

Federal agency/program type

Independent Living — State Grants
Special Education — Preschool Grants
Rehabilitation Services — Independent Living Services for Older
Tndividuals Who are Blind
Special Education — Grauwts for Fafants and Faniilies
Supported Employment Services for Individuals with the Most Significant Disabilities
Education for Homeless Children and Youth
Assistive Technology
Rehabilitation Training — State Vocationai Rehabilitation Unit In-Service Training
Tarenty-] Fnsl Century Community Lcnnm\g Centers
Special E ion ~ State P 1 De
Advanced Placement Program (Ad d Pl Test Fee; Ad d P I

Program Grants)
English Language Acquisition State Grants
Mathematics and Science Partnerships
Improving Teacher Quality State Grants
Grants for State Assessients and Related Activities
S ide Longitudinal Data S:
Race 1o the Top - Eady Lummz Challenge

U.S. National Archives and Records Admiuistrati
National Historical Publications and Records Grants
U.S. Flection Assi Ci ission

Help America Vote Act Requirements Payments
Northern Border Regional Development

US. Department of Health and Human Services:

Special Programs for the Aging — Title VIL Chapter 3 - Prograims for
Preveation of Elder Abuse, Neglect, and Expioitation

Special Programs for the Aging — Title VII, Chapter 2 - Loug Term
Care Ombudsman Services for Older Individuals

Special Programs for the Aging-Title I, Part D ~ Disease Prevention
and Health Promwtion Services

Special Programs for the Aging — Title 1L, Part B - Grants for
Supportive Services and Senior Centers

Special Programs for the Aging — Title III. Part C — Nutrition Services

National Family Caregiver Support, Title IIf, Part E

Nutrition Services Incentive Program

Public Health Emergency Preparedness

Eunvironmental Public Health and Emergency Response

Medicare Enroflinent Assistance Program

Hospital Prepamdness Program and Public Health Emergency Preparedness
Ali P A

Coop A to Promote Adok Health i 1
School-Based HIV/STD Preveution and School-Based Surveillance

Guardianship Assistance

Affordable Cm Act (ACA) Personal Respousibility Education Program

Well-h and Evaluation for Women Across the Nation

Food and Drug Administration — Research

Comprehensive Comumunity Mental Health Services for Children with
Serious Emotional Disturbances (SED}

FDA Dairy Readiness Rating
Matemnal and Child Health Federal Consolidated Pxogmms
Project Grants and Cooperative Agr for Tut losis Control Prx

Emergency Medical Services for Children

Cooperative Agreements to States/ Territories for the Coordination and
Development of Primary Care Offices

Injury P ion and Control R h and State and Commwnity Based Programs

Projects for Assi in Transition from Homel (PATH)

Grants to States for Loan Repayment Program

Family Planning — Services

State Rural Hospital Flexibility Program

Substance Abuse and Mental Health Services — Projects of Regional
and National Significance

Universal Newbom Hennng Screening

Aduit Viral Hepatms Prevemlon and Control

Centers for Disease Control and Prevention — Investigations and
Technical Assistance

Small Rural Hospital Improvement Grant Progrant

State Health Insurance Assistance Program

Behavioral Risk Factor Surveillance System

b

Amounts
passed
through to
—Empenditures | _mihjaciplenh
180,394 140,929
692,712 334,980
324.041 225,000
2,148,926 =
353223 =
151414 109,112
345306 =
93,181 =
5,645,665 3.416,278
600,116 127,012
18277 —
520,757 318,797
784,550 755,961
9,907,312 9.593,247
3,000,368 =
1,100,055 =
4,584,620 898,051
109,658,129 77287412
37,552
37.552 —
1,534,723 --
128.856 —r
1,663,579 =
24474 24,474
67,882 67,882
100361 100.361
1,870,587 1,870,587
3.187.604 3.187.604
845,188 407,846
796,956 796,956
4,416,620 21,692
563,610 37.868
68,144 68,143
900 -
62,755 e
71,607 ==
249,794 158,395
341.747 =,
596,683 =
1,071,015 1.039.892
19274 ~—
362,609 126,940
121,832 —
161,731 =
158,310 18.000
248,595 204,175
297,749 297,748
73,967 =
761,916 744,231
200,499 151,525
6,104,581 3.985.294
254,243 225,783
1,639,851 =
88,180 —
1,636,909 407,489
102,424 91,660
1,112,627 174,217
280,557 —
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STATE OF VERMONT
Schedule of Expenditures of Federal Awards
Year ended June 30, 2015

Amounts
passed
through to
CFDA Federal agency/program type __Expenditures subrecigients
93.505 Affordable Care Act (ACA) Maternal, Infant, and Early Childhood Home $ 1,937,501 -
Visiting Program
93.507 PPHF National Public Health Tniprovement Initiative 334212 -
93.511 Affordable Care Act (ACA) Grants to States for Health Insurance Premium Review 1.213.630 —
93517 Affordable Care Act — Aging and Disability Resonrce Center i 647,553
93.519 Affordable Care Act {ACA) — Consumer Assistance Program Grauts 332147 =]
93.520 Centers for Disease Control aud Prevention — Affordable Care Act (ACA) - 100,000 —
Communities Puiting Prevention to Woxk
93.521 The Affordable Care Act: Building Epid logy. Lat 'y, and Health
Infonmation Systems Capacity in the Epidemiclogy and Laboratory Capacity
for Infectiots Disease (ELC) and Emergiug Infections Program (EIP)
Cooperative Agreements; PPHF 1293919 21,552
93.525 State Planning and Establishment Grants for the Affordable Care Act (ACA)'s
Exchanges 45,455,500 657,879
93,531 PPHF Comummity Tmnsﬁmmﬁon Grants and Nanonal Dissentination and
Support for C y T ion Grants — d solely by
Prevention and Public Health Funds 159411 77,774
93.538 ACA National Euviromnental Public Health Trackiug Program — Network Inplementation 737,247 —
93.550 Transitional Living for Homeless Youth 206,306 184,280
93.556 Promoting Safe and Stable Families 304,836 276,361
93.558 Temporary Assistance for Needy Famities 33,447,839 57380
93.563 Lluld Support Enforcement 9,182,106 —
93.566 and Entrant Assi - State Admini d Pr 428,484 303,709
93.568 Low-Inconx Home Energy Assistance 18,550,280 3,015,560
93.569 Counnnnity Services Block Grant 3,661,900 3,488,776
93575 Child Care and Development Block Graut 12,227,120 3,080,007
93576 Refu and Entrant Asst - Di ionary Graots 561,698 498,145
93.586 State Court Improvensent Program 221,538 —
93.590 Comnmnity - Based Child Abuse Prevention Grants 199,462 199,462
93.596 Child Care Mandatory and Matching Fands of the Child Care and Development Fund 6,668,014 592371
93.597 Grants o States for Access and Visitation Prograins 74,535 73,847
93.599 Chafee Education and Traming Vouchers Program (ETV) 100,581 100,581
93.600 Head Statt 139,831 8911
93.609 The Affordable Care Act — Medicaid Adult Quality Grants 520,170 o
93.617 Votiug Access for Individuals with Disabilities — Grants to States 16,505 13,658
93.624 ACA - State Innovation Models: Funding for Model Design and Model
Testing Assistaunce 3.301,537 3439702
93.630 Developmental Disabilities Basic Support and Advocacy Grants 308,538 182,575
93.643 Children’s Justice Grants to States 57.681 46,964
93.645 Stephanie Tubbs Jones Child Welfare Services Program 522,748 —
93.658 Foster Care - Title IV-E 11,089,014 8,195
93.659 Adoption Assistance 8,468,790 —_
93.667 Social Services Block Grant 7,675,148 594,130
93.669 Child Abuse and Neglect State Grants 126,800 30,069
93.671 Family Violence P: ion and Services D ic Violence Shelier and Supportive Services 771,649 908314
93.674 Chafee Foster Care Independence Program 632,229 632,229
93.716 ARRA — Tcmpomry Asswmnoe for Needy Families Supplemental Grants 1,475,380 —
93.733 Capacity Buildi to S sthen Public Health Inwmunization Infrastructure and Performance 225,121 —
93.753 Child Lead l’msoumg Prevention Surveillance 149493 —
93.767 Children’s Health Insurance Program 6,675,267 --
93.775 State Medicaid Fraud Contrel Units 634,039 —
93.777 State Survey and Certification of Health Care Providers and Suppliers
(Title XVIH) Medicare 1,713,202 -
93.778 Medical Assistance Program 1.009,816,716 16.289,878
93.779 Centers for Medicare and Medicaid Services (CMS) Research,
Demonstrations and Evaluations 195,346 —
93.791 Moncy Follows the Person Rebahncmg Demonstration 2,015,549 27,356
93.815 Ebola Supp! to the Epidemiology and Lab y Capacity for infection Diseases 27,305 —
93.889 National Bi ism Hospital P; d Program 811,432 429,956
93913 Grants to States for Opmuon of Ofﬁces of Rural Health 172,475 52,750
93917 HIV Clre Formula Grants 752,559 359,545
93.938 Agr to hensive School Health Programs
to Prevent the Splud of HIV and Other Toaportant Health Problems 149470 97.848
93.940 HIVP ities — Health Dx Based 1,215,038 776,106
93.944 Human Imxmmodeﬁctency Virus (HIV)/Acqmred Tmmmwodeficiency
Virus Syndrome (AIDS) Surveillance 118,764 —
93.945 Assistance Programs for Clwonic Disease Prevention and Control 992,115 113,785
93.946 Coaoperative Agreements to Support State-Based Safe Motherhood and
Infant Health Initiative Programs 152,708 —
93.958 Block Grants for Community Mental Health Servxces 811,593 163,622
93.959 Block Grants for Pr ion and T; of Abuse 6,909,867 2,402,560
93.977 Preventive Health Services — Sexually Transmitted Disease Control Grants 204,445 29,825
93.991 Preventive Health and Health Services Block Grant 286,819 36,299
93.994 Matemal and Child Health Services Block Grant to the States 1,164.479 712,867
1.241.819.713 54,891,143

{(Continued)



STATE OF VERMONT
Schedule of Expenditures of Federal Awards
Year ended June 30, 2015

Amounts
passed

through to
CFDA Federal ag /program type Expenditures subrecipients
U.S. Corporation for National Ci ity Sexrvice:
94.003 State Connnissions 3 293,853 =
94.006 Amen'Corps 1,029,277 1,016,330
94.007 Devel and b ion Grants 2,051 —
94.013 Volmtcets in Service to America 33,8%0 —
1,361,071 1,016,330
U.S. Social Security Administration:
96.001 Social Security — Disability B 5,737,525 =
96.008 Social Sccunty ~Work I ives Plauning and Assi Prog 100,000 16,664
5,837,525 16,664
U.S. Department of Homweland Security:
97.012 Boating Safety Finncial Assistance 752,058 33,556
97.023 Commumity Assistance Program — State Suppoxt Semces Elenwnt {CAP—SSSE) 189,328 —
97.036 Disaster Grants — Public Assistance (P; D 51,955,984 19,696,795
97.039 Hazard Mitigation Grant 3,177,238 2,745,614
97.041 National Dam Safety Program 48,119 —
97.042 Emergency Performance Grants 2,483,040 605,712
97.043 State Fire Traming Systems Grants 12,842 —
97.045 Cooperating Technical Pattners 61,358 —
97.047 Pre-Disaster Mitigation 115,275 115,275
97.055 Imempemble Emergcncy Communications 58,709 9.075
97.067 3! ty Grant P; 8,466,388 4,550,264
97.089 Driver’s License Sccunty Gmnr ngmm 406,497 —
97.090 Law Enf Officer Rei Agr Program 47,696 —
67,775,032 27,776,291
Total divect monetary awards 1,994.075,861 269,982,219
Nowmnonetary programs:
Us. Depmmcm of Aguculmre
10551 i P -EBT 96,758,962
10.555 N:monal Scbool Tunch Program — Commod.mes 2,112,722 —
10.559 Sunmer Food Service Program for Clildren 5,785
10.565 Commiodity Supplemental Food Program —~ Connnodities 93,348 —
10.568 Emergency Food Assistance Program 672,513 —
Total U.S. Departinent of Agriculture 99,643.330 —
Buildings and General Services:
35.003 Donation of Federal Surplus Personal Property 2,127,011 —
2,127.011 =
U. S Dept of Health and Huuan Services:
93.268 ation Coop ve Agr -V 5,769,423 =
5,769.423 —
Total direct y federal 107,539,764 —
Total direct federal grants 2.101.615.625 269982219
Indirect federal grants:
Vermont Center for Geographic Information:
11.558 ARRA — State Broadband Data and Develop ‘Grant Program 81,814 —
Total Vennont Center for Geographic Information 81.314 —
State of Maine:
93.767 Children’s Health Insurance Program 62,196 —
Total State of Maine 62,196 -
Total indirect federal grants 144.010 —
Total federal financial aid expended $  2,161,759,635 269.982.219

See accompanying notes to schedule of expenditures of federal awards.
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STATE OF VERMONT
Notes to the Schedule of Expenditures of Federal Awards
Year ended June 30, 2015

Summary of Significant Accounting Policies

The accounting and reporting policies of the State of Vermont (the State) applied in the preparation of the
schedule of expenditures of federal awards (the Schedule) are set forth below:

(a) Single Audit Reporting Entity

)

For purposes of complying with the Single Audit Act Amendments of 1996, the State includes all
entities that are considered part of the primary government, as described in the basic financial
statements as of and for the year ended June 30, 2015. The Schedule does not include component units
identified in the notes to the basic financial statements.

The entities listed below are Discretely Presented Component Units in the State’s basic financial
statements, which received federal financial assistance for the year ended June 30, 2015. Each of these
entities is subject to separate audits in compliance with Office of Management and Budget (OMB)
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, if required.

The federal transactions of the following entities are not reflected in these Schedules:

Vermont Student Assistance Corporation Vermont Municipal Bond Bank
University of Vermont and State Agricultural Vermont Center for Geographic Information
College Vermont Sustainable Jobs Fund, Inc.
Vermont State College System Vermont Transportation Authority
Vermont Educational and Health Buildings Vermont Veterans’ Home
Financing Agency Vermont Rehabilitation Corporation
Vermont Housing and Conservation Board Vermont Telecommunications Authority
Vermont Economic Development Authority Vermont Housing Finance Agency
Basis of Presentation

The information in the accompanying Schedule is presented in accordance with OMB Circular A-133:

1.  Federal Financial Assistance — Pursuant to the Single Audit Act Amendments of 1996 and OMB
Circular A-133, federal financial assisiance is defined as assistance that nonfederal entities
receive or administer in the form of grants, cooperative agreements, loans, loan guarantees,
property, interest subsidies, insurance, food commodities, direct appropriations, or other
assistance and, therefore, are reported on the Schedule. Federal awards do not include direct
federal cash payments to individuals.

2. Type A and Type B Programs — OMB Circular A-133 establishes the levels of expenditures to

be used in defining Type A and Type B federal programs. Type A programs for the State are
those programs, or clusters of programs, which equal or exceed $6,305,279 in expenditures,
distributions, or issuances for the fiscal year ended June 30, 2015.

A copy of the schedule of expenditures of federal awards presented by State Department and
Agency can be found on the State of Vermont Department of Finance and Management website.
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STATE OF VERMONT
Notes to the Schedule of Expenditures of Federal Awards
Year ended June 30, 2015

(c) Basis of Accounting

The accompanying Schedule was prepared on the modified accrual basis of accounting.

(d) Maitching Costs

Matching costs, i.e., the nonfederal share of certain program costs, are not included in the
accompanying Schedule.

Categorization of Expenditures

The categorization of expenditures by program included in the Schedule is based upon the Catalog of Federal
Domestic Assistance (CFDA). Changes in the categorization of expenditures occur based upon revisions to
the CFDA.

Relationship to Federal Financial Reports

The regulations and guidelines governing the preparation of federal financial reports vary by federal agency
and among programs administered by the same agency.

Unemployment Insurance (CFDA #17.225)

State unemployment tax revenues must be deposited to the Unemployment Trust Fund in the U.S. Treasury
and may only be used to pay benefits under the federally approved State unemployment law. OMB
Circular A-133 Compliance Supplement requires that State Unemployment Insurance Funds, as well as
federal funds, be included in the total expenditures of CFDA #17.225. Unemployment insurance
expenditures are classified as follows:

Federal $ 11,749,281
State 74,992 868
Total $ 86,742,149

Airport Improvement Program (CFDA #20.106)

The State receives Federal Aviation Administration (FAA) funds from the U.S. Department of
Transportation. The State excludes from its schedule FAA funds received on behalf of the City of Burlington,
Vermont (the City), because the State does not perform any program responsibilities or oversight of these
funds. Rather, its sole function is to act as a conduit between the federal awarding agency and the City, who
owns and operates the airport.

Nonmonetary Federal Financial Assistance

The State is the recipient of federal programs that do not result in cash receipts or disbursements. Noncash
awards included in the Schedule are as follows:

(a) Supplemental Nutritional Assistance Program (EBT) (CFDA #10.551)

The reported expenditures for benefits under the Supplemental Nutrition Assistance Program
(SNAP) (CFDA #10.551) are supported by both regularly appropriated funds and incremental funding
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made available under section 101 of the American Recovery and Reinvestment Act of 2009 (Recovery
Act). The portion of total expenditures for SNAP benefits that is supported by Recovery Act funds
varigs according to fluctuations in the cost of the Thrifty Food Plan, and to changes in participating
households’ income, deductions, and assets. This condition prevents the U.S. Department of
Agriculture (USDA) from obtaining the regular and Recovery Act components of SNAP benefits
expenditures through normal program reporting processes. As an alternative, USDA has computed a
weighted average percentage to be applied to the national aggregate SNAP benefits provided to
households in order to allocate an appropriate portion thereof to Recovery Act funds. This
methodology generates valid results at the national aggregate level but not at the individual State level.
Therefore, we cannot validly disaggregate the regular and Recovery Act components of our reported
expenditures for SNAP benefits. At the national aggregate level, however, Recovery Act funds account
for 0.64% of USDA’s total expenditure for SNAP benefits in the federal fiscal year ended
September 30, 2014.

National School Lunch Program (CFDA #10.555)

The National School Lunch Program assists states in providing a nutritious food service program for
low-income children through cash grants and food commodities, such as bread, meat, and other
commodities. Total federal expenditures included in the Schedule for the National School Lunch
Program represents the federal government’s acquisition vahlie of food commodities provided to the
State.

Summer Food Service Program for Children (CFDA #10.559)

The Summer Food Service Program for Children assists states, through grants-in-aid and other means,
to conduct nonprofit food service programs for children during the summer months and at other
approved times, when school is not in session. Total federal expenditures included in the Schedule for
the Summer Food Service Program for Children represents the federal government’s acquisition value
of food commodities provided to the State.

Commodity Supplemental Food Program — Commodities (CFDA #10.565)

The Commodity Supplemental Food Program provides food and administrative grants to improve the
health and nutritional status of low-income pregnant, postpartum, and breastfeeding women; infants
and children up to and including age 5; and elderly persons age 60 years and older through the donation
of supplemental USDA foods. Total federal expenditures included in the Schedule for the Commodity
Supplemental Food Program — Commodities represent the federal government’s acquisition value of
the food commodities provided to the State.

Emergency Food Assistance Program (CFDA #10.568)

The Emergency Food Assistance Program for Children helps supplement the diets of low-income
Americans by providing them with food and nutritional assistance at no cost. Under this program,
commodity foods are made available by the USDA to states. States provide the food to locally selected
agencies, usually food banks, which in turn distribute the food to soup kitchens and pantries that
directly serve the public. Total federal expenditures included in the Schedule for the Emergency Food
Assistance Program for Children represent the federal government’s acquisition value of food
commodities provided to the State.
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() Donation of Federal Surplus Personal Property (CFDA #39.003)

The State obtains surplus property from various federal agencies at no cost. The property is then sold
by the State to eligible organizations for a nominal service charge. Total federal expenditures included
in the Schedule for Donation of Federal Surplus Personal Property represent the federal government’s
acquisition value of the federal property sold by the State.

(g) Immunization Cooperative Agreements — Vaccinations (CFDA #93.268)

To assist in establishing and maintaining preventive health service programs to immunize individuals
against vaccine-preventable diseases, the State provides vaccines to local healthcare providers
throughout the year in an effort to ensure that all residents have been properly immunized. Total federal
expenditures included in the Schedule for Immunization Cooperative Agreements represent the federal
government’s acquisition value of the vaccines provided to the State.

Clustered Programs

OMB Circular A-133 defines a “clusier” as “a grouping of closely related programs that share common
compliance requirements.” The table below details the federal programs included in the Schedule that are
required by OMB Circular A-133 to be “clustered” for purposes of testing federal compliance requirements
and identifying Type A programs.

CFDA # Program Title Expenditures
Supplemental Nutrition Assistance Program (SNAP) Cluster
10.551 Supplemental Nutrition Assistance Program 28,086,495
10.551 Supplemental Nutrition Assistance Program — EBT 96,758,962
10.561 State Administrative Matching Grants for the Supplemental Nutritional
Assistance Program 11,949,869
SNAP Cluster Total $ 136,795326

Child Nutrition Cluster

10.555 National School Lunch Program — Commodities 2,112,722
10.555 National School Lunch Program 20,166,670
10.559 Summer Food Service Program for Children 1,317,054
10.559 Summer Food Service Program for Children — Commodities 5,785

Child Nutrition Cluster Total $ 23,602,231

Food Distribution Cluster

10.565 Commodity Supplemental Food Program — Commodities 93,348
10.565 Commodity Supplemental Food Program 226,940
10.568 Emergency Food Assistance Program (Administrative Costs) 60,015
10.568 Emergency Food Assistance Program (Non-monetary) 672,513

Food Distribution Cluster Total $ 1,052,816
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CFDA # Program Title
Forest Service Schools and Roads Cluster
10.665 Schools and Roads - Grants to States
Forest Service Schools and Roads Cluster Total

Economic Development Cluster
11.307 Economic Adjustment Assistance
Economic Development Cluster Total

Fish and Wildlife Cluster
15.605 Sport Fish Restoration Program
15.611 Wildlife Restoration and Basic Hunter Education
Fish and Wildlife Cluster Total

Employment Service Cluster
17.207 Employment Service/Wagner — Peyser Funded Activities
17.801 Disabled Veterans' Outreach Program (DVOP)
Employment Service Cluster Total

Workforce Investment Act (WIA) Cluster
17.258 WIA Adult Program
17.259 WIA Youth Activities
17.278 WIA Dislocated Worker Formula Grants
WiA Cluster Total

Highway Planning and Construction Cluster
20.205 Highway Planning and Construction
20.219 Recreational Trails Program
Highway Planning and Construction Cluster Total

18

&2

Expenditures

283,252

283,252

370,744

370,744

3,478,611
3,247,635

6,726,246

2,490,592
311,792

2,802,384

2,558,518
2,031,865
1,071,339

5,661,722

254,033,006
1,222,582

255,255,588

(Continued)



STATE OF VERMONT
Notes to the Schedule of Expenditures of Federal Awards
Year ended June 30, 2015

CFDA # Program Title Expenditures
Federal Transit Cluster
20.500 Federal Transit - Capital Investment Grants 3,551,624
Federal Transit Cluster Total $ 3,551,624

Transit Services Programs Cluster

20.513 Enhanced Mobility of Seniors and Individuals With Disabilities 1,061,248
20.516 Job Access and Reverse Commute Program 43,824
20.521 New Freedom Program 169,354

Transit Services Programs Cluster Total $ 1,274,426

Highway Safety Cluster

20.600 State and Community Highway Safety 1,423,156
20.601 Alcohol Impaired Driving Countermeasures Incentive Grants 1 621,613
20.609 Safety Belt Performance Grants 41
20.610 State Traffic Safety Information System Improvement Grants 276,571
20.612 Incentive Grant Program to Increase Motorcyclist Safety 28,183
20.613 Child Safety and Child Booster Seats Incentive Grants 18,627
20.616 National Priority Safety Programs 667,563

Highway Safety Cluster Total 3 3,035,754

Clean Water State Revolving Fund Cluster
66.458 Capitalization Grants for Clean Water State Revolving Funds 2,958,838
Clean Water State Revolving Fund Cluster Total $ 2,958,838

Drinking Water State Revolving Fund Cluster

66.468 Capitalization Grants for Drinking Water State Revolving Funds 12,308,062
Drinking Water State Revolving Fund Cluster Total 3 12,308,062
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CFDA # Program Title Expenditures
Special Education Cluster
84.027 Special Education-Grants to States 25631381
84.173 Special Education-Preschool Grants 692,712
Special Fducation Cluster Total A 26,324,093
Aging Cluster
93.044 Special Programs for the Aging-Title II1, Part B-Grants for Supportive
Services and Sentor Centers 1,870,587
93.045 Special Programs for the Aging-Title 11, Part C-Nutrition Services 3,187,604
93.053 Nutrition Services Incentive Program 796,956
Aging Cluster Total 3 5,855,147

Temporary Assistance for Needy Families (TANF) Cluster

93.558 Temporary Assistance for Needy Families 33,447,839
93.716 ARRA — Temporary Assistance for Needy Families Supplemental Grants 1,475,380
TANF Cluster Total $ 34923219

Child Care and Development Fund (CCDF) Cluster

93.575 Child Care and Development Block Grant 12,227,120
93.596 Child Care Mandatory and Matching Funds of the Child Care and
Development Fund 6,668,014
CCDF Cluster Total $ 18,895,134
Medicaid Cluster
93.775 State Medicaid Fraud Control Units 634,039
93.777 State Survey and Certification of Health Care Providers and Suppliers
(Title XVIII) Medicare 1,713,202
93.778 Medical Assistance Program 1,009,816,716
Medicaid Cluster Total $ 1,012,163957

Disability Insurance/SSI Cluster
96.001 Social Security Disability Insurance 5787525

Disability Insurance/SSI Cluster Total $ 5,737,525
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Summary of Auditors’ Results
Financial Statements
Type of auditors’ report issued: Unmodified

Internal control over financial reporting:
e Material weakness(es) identified?

¢ Significant deficiency(ies) identified that are
not considered to be material weakness(es)?

Noncompliance material to the financial
statements noted?

Federal Awards

Internal control over major programs:
» Material weakness(es) identified?

+ Significant deficiency(ies) identified that are
not considered to be material weaknesses?

Type of auditors’ report issued on compliance
for major programs:

Adverse Opinions

Children’s Health Insurance Program (CFDA #93.767)

x yes
e yes
yes X
X yes
X yes

Unmodified except for:

Medicaid Cluster (CFDA #93.775, #93.777, and #93.778)
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no

none reported

no

no

none reported
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Modified Opinions

SNAP Cluster (CFDA #10.551 and #10.561)

Chald Nutrition Cluster (CFDA #10.555 and #10.559)

Unemployment Insurance (CFDA #17.225)

Airport Improvement Program (CFDA #20.106)

Special Education Cluster (CFDA #84.027 and #84.173)

Rehabilitation Services — Vocational Rehabilitation Grants to States (CFDA #84.126)

TANF Cluster (CFDA #93.558 and #93.716)

Low-Income Home Energy Assistance (CFDA #93.568)

ACA - State Innovation Models: Funding for Model Design and Mode! Testing
Assistance (CFDA #93.624)

Foster Care — Title IV-E (CFDA #93.658)

Adoption Assistance (CFDA #93.659)

Homeland Security Grant Program (CFDA #97.067)

Any audit findings disclosed that are required to be
reported in accordance with Section 510(a) of
OMB Circular A-133? X yes __ no
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Identification of Major Programs
CFDA Number Name of federal program or cluster
SNAP Cluster:
10.551 Supplemental Nutritional Assistance Program
10.561 State Administrative Matching Grants for the Supplemental Nutritional
Assistance Program
Child Nutrition:
Cluster:
10.555 National School Lunch Program
10.559 Summer Food Service Program for Children
WIA Cluster:
17.258 WIA Adult Program
17.259 WIA Youth Activities
17.278 WIA Dislocated Worker Formula Grants
Highway Planning
and Construction
Cluster:
20.205 Highway Planning and Construction
20.219 Recreational Trails Program
Drinking Water State
Revolving Fund
Cluster:
66.468 Capitalization Grants for Drinking Water State Revolving Funds
Special Education
Cluster:
84.027 Special Education — Grants to States
84.173 Special Education — Preschool Grants
TANF Cluster:
93.558 Temporary Assistance for Needy Families
93.716 ARRA - Temporary Assistance for Needy Families Supplemental Grants
CCDF Cluster:
93.575 Child Care and Development Block Grant
93.596 Child Care Mandatory and Matching Funds of the Child Care
and Development Fund
Medicaid Cluster:

93.775 State Medicaid Fraud Control Units

93.777 State Survey and Certification of Healthcare Providers and
Suppliers (Title XVIII) Medicare

93.778 Medical Assistance Program
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CFDA Number Name of federal program or cluster
Other Programs:

12401  National Guard Military Operations and Maintenance (O&M) Projects

14228 Community Development Block Grants/State's Program and
Non-Entitlement Grants in Hawaii

17.225  Unemployment Insurance

20.106  Airport Improvement Program

84010 Title [ Grants to Local Educational Agencies

84.126  Rehabilitation Services — Vocational Rehabilitation Grants to States

84287 Twenty-First Century Community Learning Centers

84.367 Improving Teacher Quality State Grants

93.525  State Planning and Establishment Granis for the Affordable Care Act
(ACA)’s Exchanges

93.563  Child Support Enforcement

93568 Low-Income Home Energy Assistance

93.624 ACA - State Innovation Models: Funding for Model Design and Model
Testing Assistance

93.658  Foster Care — Title IV-E

93.659  Adoption Assistance

93.667  Social Services Block Grant

93.767  Children’s Health Insurance Program

93.959  Block Grants for Prevention and Treatment of Substance Abuse

97.067 Homeland Security Grant Program

Dollar threshold used to distinguish between

type A and type B programs:

$6,305,279

Auditee qualified as low-risk auditee? yes X no
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Findings Relating to the Financial Statements Reported in Accordance with Government Auditing
Standards

Finding 2015-001  Department of Vermont Health Access
Eligibility Waiver for Global Commitment Expenditures

Background

During fiscal 2015, $1.4 billion in expenditures were incurred in the Global Commitment Fund for human
services activities. A significant portion of these expenditures were for benefit payments made to Medicaid
cligible claimants. Funding for the Global Commitment Fund comes from federal grants which are matched
with General and Special Fund dollars.

Finding

Throughout fiscal 2015, the State continued to have operational problems with adopting the Federal
Affordable Care Act due to system limitations within their new benefit eligibility system, Vermont Health
Connect (VHC). During fiscal 2014, quarter 4, (as noted in A-133 report finding 2014-051) the State began
automatically re-enrolling individuals in the Medicaid program without the proper eligibility review as
required under their federally approved State Plan. This process continued throughout fiscal 2015 and was
done to prevent a significant number of Medicaid beneficiaries from losing their coverage duc to sysiem
limitations. As such, the State operated out of compliance with their approved Medicaid State plan
throughout the entire fiscal year and may have been providing Medicaid benefits to ineligible claimants.
Subsequent to year end, and at our request, the State worked with CMS to obtain a written waiver retroactive
to April 1, 2014 when auto-renewals first began in order to get the State into compliance. The written waiver
was received on November 13, 2015, approximately 5 months after year end. Throughout the 2014 and
2015 audits the Department maintained that they had verbal CMS approval to automatically re-enroll
claimants without reviewing eligibility. Throughout the audits, we requested that the Department provide
documentation to support their claims that they had kept CMS informed of the decision to auto re-enroll
participants as well as any correspondence from CMS, however the Department did not provide any
documentation.

The finding appears to be systemic in nature and is considered a material weakness in internal control.

Recommendation

We recommend that the Department of Vermont Health Access continue to review, and update as necessary,
its policies and procedures to ensure that they operate in accordance with their State Plan and that written
waivers are obtained in a timely manner to ensure that the State operates in compliance.

Management Response

Each department is responsible for ensuring that they have appropriate procedures to ensure they operate in
accordance with their State Plan. The department will work with the Oversight & Monitoring Unit to ensure
the department’s policies and procedures are accurate and current, The State and CMS work iteratively and
collaboratively to discern when a waiver is needed and if so what should be contained within the waiver.
Regrettably, the State has little to no control over when CMS will actually execute waivers but will continue
to partner with them in order to obtain appropriate documentation.
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Rejoinder

While we agree that the Department is responsible for ensuring that they have appropriate procedures in
place to ensure they operate in accordance with the State Plan and comply with Federal regulations, the
Department clearly was not in compliance during the last quarter of fiscal 2014 and all of fiscal 2015.
Although the State may have been in contact with CMS and received a ‘verbal approval’, State officials
could provide no evidence of such conversations or approval. Documentation to support such an important
requirement should have been discussed, documented and obtained from CMS as soon as the noncompliance
became known to State officials and should not have been sought and obtained only to satisfy the request of
the State’s auditors. As of March 21, 2016 the State currently appears to be out of compliance for fiscal 2016.
Without timely documented waiver from CMS, the State faces the risk that the 2016 noncompliance may
impact the State’s CAFR,
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Finding 2015-002 Department of Vermont Health Access
Health Exchange Premium Reconciliation and Settlement Costs

Background

Under the Patient Protection and Affordable Care Act (PPACA) 2010 HR3590, or Affordable Care Act,
States had the option to implement a state run health insurance exchange or participate in the federal
government exchange. The State of Vermont opted to create a state run exchange which is managed by the
Department of Vermont Health Access (DVHA). DVHA has contracted with a third party to operate the
premium processing work in support of the Exchange. DVHA provides the third party with participant data
which also details how the premium will be covered which may come from up to five sources: federal cost
sharing reduction, state cost sharing reduction, federal advanced premium tax credit, state subsidy (i.e.,
Vermont premium assistance) and member share. The third party is responsible for billing and collecting the
state cost sharing reduction, the Vermont premium assistance and the member share and then remitting
payment to the insurance carrier. Payments are not remitted to the insurance carriers until 100% of the
amounts due are collected from the State and the member.

Finding

Throughout fiscal 2015, the State continued to have operational problems with adopting the Federal
Affordable Care Act due to system limitations within their new benefit eligibility system, Vermont Health
Connect (VHC). Due to the functionality issues with the VHC system there were numerous eligibility
differences between the VHC system, the insurance carriers’ systems and the third party premium invoice
processor, which resulted in difficulties in matching premium payments (made by the State and members)
needing to be remitted to the carriers. As a result of these functionality problems we noted the following
control issues:

1) Quarterly, the third party premium processor is required to provide a report detailing amounts that
have been matched and remitted to carriers, as well as a report of collected but unmatched funds. Due
to the functionality problems, the eligibility data among the various systems has not been reconciled
timely. At June 30, 2015 the third party had collected approximately $5 million in payments from the
State and/or members that had not been reconciled. The State is aware of this problem and working
with the third party premium processor to reconcile, but is uncertain as to when this will be completed.
As aresult, there are potential liabilities or assets not being properly accounted for.

2)  Efforts surrounding the reconciliation of enrollment information by both Blue Cross Blue Shield of
Vermont (BCBS), the primary insurance carrier for enrollees under the health exchange, and the State
of Vermont resulted in disputes regarding rights and obligations under the Qualified Health Plan
(QHP) Agreement between BCBS and the State. These disputes were resolved by the State and BCBS
entering into a settlement agreement on August 13, 2015 whereby the State agreed to pay BCBS a net
of $1.6 million and BCBS released the State from liability for (a) all non-Medicaid claims incurred
related to calendar year 2014 activity and paid by BCBS for individuals granted enrollment through
the Vermont Health Benefit Exchange (VHBE), including those whose coverage was ultimately not
effectuated in, or were retroactively dis-enrolled from a Qualified Health Plan at the time of service;
(b) all premiums or accounts receivable owing for individuals enrolled through VHBE for coverage
effective in calendar year 2014; (c) any and all liability claims for persons enrolled in “shell plans” in
calendar year 2014; (d) any and all liability for premiums or paid claims paid for individual 2014
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Qualified Health Plans effectuated after November 15, 2014, that were never enrolled through VHBE;
and (e) claims in law or in equity related to the reconciliation of 2014 enrollment records between
BCBS and VHBE, including any uncollected 2014 premiums or 2014 paid claims by BCBS. This
settlement was paid out of General Funds.

The reconciliation issues have continued into calendar year 2015 and at fiscal year end, June 30, 2015,
the State was unable o determine what amount may be owed to BCBS for similar issues that resulted
in the calendar year 2014 settlement and as a result the State has not recorded a liability.

The finding appears to be systemic in nature and is considered a material weakness in internal control.

Recommendation

We recommend that a timely reconciliation of eligibility data between the key systems be performed to
ensure any assets or liabilities are accurately reflected in the State’s financial statements and that payments
are remitted to insurance carriers timely.

Management Response

Evolution One, formerly known as Benaissance is working with Optum to develop reconciliation reports.
The State has made progress in its efforts to automate reconciliation with its carrier and billing partners. A
series of reports have been created that run monthly to identify discrepancies. While automated responses to
correct those discrepancies have not yet been delivered, the State’s operations team has developed business
processes that leverage data scripting approaches to allow updates to occur, either through batch processes
or through individual case triage as needed.

The State is currently transitioning its time and materials Design Development Implementation (DDI)
contract to a fixed price contracted delivery approach. This transition is targeted for completion by June 30,
2016 and the State intends to include an automated reconciliation solution in remaining VHC scope.
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Finding 2015-003 Department of Vermont Health Access and Buildings and General Services
Capital Assets

Background

Capital assets, as defined by the State’s capitalization policy, are fixed assets that cost at least $5,000 and
provide future economic benefit for a minimum of two years. Infrastructure assets, as defined by the State’s
capitalization policy, are physical resources utilized primarily by the public that cost at least $50,000 and
provide future economic benefit for a minimum of three years (e.g. road, bridges, dams, airports, etc.). The
State’s capitalization policy maintains that all capital assets over $5,000 and infrastructure assets over
$50,000 are to be capitalized. The State’s capitalization policy also states that Construction-in-Process (CIP)
projects are to be capitalized and recorded within 60 days after the asset is ready for its intended use.

Individual departments and agencies are responsible for maintaining accurate and complete records
regarding the acquisition, status, and disposal of all fixed assets and to comply with all applicable accounting
and regulatory requirements.

Governmental Accounting Standards Board, Statement No. 51, Accounting and Financial Reporting jor
Intangible Assets (GASB 51), establishes guidance on how to identify, account for and report intangible
assets. Included within the standard is information on internally generated intangible assets which are defined
in paragraph 7 as being internally generated if they are created or produced by the government or an entity
contracted by the government, or if they are acquired from a third party but require more than minimal
incremental effort on the part of the government to begin to achieve their expected level of serve capacity.
Computer software is a coramon type of intangible asset that is internally generated. GASB 51 paragraph 8
outlines the costs incurred related to the development of an internally generated intangible asset that is
identifiable should be capitalized only upon the occurrence of all of the following:

a. Determination of the specific objective of the project and nature of the service capacity that is expected
to be provided by the intangible asset upon the completion of the project;

b.  Demonstration of the technical or technological feasibility for completing the project so that the
intangible asset will provide its expected service capacity; and

¢.  Demonstration of current intention, ability, and presence of effort to complete or, in the case of a
multiyear project, continue development of the intangible assets.

Costs incurred prior to meeting the above criteria are required to be expensed as incurred. GASB 51
paragraph 10 defines preliminary project costs as “the conceptual formulation and evaluation of alternatives,
the determination of the existence of needed technology, and the final selection of alternatives for the
development of the software”. Additionally, this criteria is met once activities in the preliminary project state
are completed (this includes the conceptual formulation and evaluation of alternatives, the determination of
the existence of needed technology, and the final selection of alternatives for the development of the
software) and once Management has implicitly or explicitly authorized and committed to funding.

GASB 51 further defines the activities involved in developing and installing internally generated computer
software and group’s activities into 3 stages (Preliminary Project Stage, Application Development Stage and
Post-Implementation/Operation Stage) and when expenditures should be capitalized versus expensed.
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Finding
Department of Vermont Health Access (DVHA)

DVHA has three major computer system projects that were in progress during the past two fiscal years: the
Vermont Health Connect (VHC) system, the Medicaid Management Information System (MMIS), and the
Integrated Eligibility System (IE). The VHC system went live on October 1, 2013 and is used to process and
determine eligibility for coverage under the state based health exchange and for Medicaid applicants. Prior
to VHC, all Medicaid determinations were performed within the ACCESS system and due to functionality
issues with VHC, a significant number of Medicaid beneficiaries are still maintained with ACCESS. MMIS
is used to process all Medicaid claims and is able to sync directly with ACCESS to obtain updated claimant
eligibility data. VHC is not compatible with MMIS and as a result, the ACCESS system is used to hold
information related to Medicaid recipients in order for claims to process within MMIS. A new MMIS system
is in the early proposal stages. The State is also in the proposal stage for developing a fully functional
integrated eligibility solution that will allow the State to retire the use of the ACCESS system. The Integrated
Eligibility System will be compatible with MMIS and will include the migration of Agency of Human
Services’ programs currently supported by ACCESS.

During our testwork over the capital assets at DVHA, we noted the following:

1)  When performing testwork over the capital asset rollforward for DVHA, we noted there was
$44.7 million remaining in construction in progress (CIP) at year end even though VHC was
implemented in the prior fiscal year and therefore moved out of CIP and into depreciable assets. During
discussions with DVHA it was determined that a portion of the platform costs had not been moved out
of CIP. The platform currently supports VHC and will support MMIS and IE once implemented and
therefore DVHA only capitalized a portion of the costs and left portions in CIP that would be
capitalized with the MMIS and IE systems. Due to the inconsistency in capitalizing costs in accordance
with accounting standards we requested that DVHA work with Finance and Management to perform
an analysis to ensure that the expenditures residing in CIP were in accordance with GASB 51.

The analysis determined that the majority of the balance in CIP should have been either capitalized or
expensed. Specifically, a) the entire platform costs should have been capitalized when VHC went live
in fiscal 2014 as the system couldn’t operate without the platform. This resulted in an additional
$28.7 million being capitalized; b) $14.6 million of the CIP balance related to preliminary project costs
for the MMIS and IE systems and should have been expensed as incurred in accordance with
GASB 51; and c) $0.6 million should have been capitalized as part of MMIS-PBM project which was
implemented in fiscal 2015. These adjustments resulted in an understatement of Depreciable Capital
Assets in the amount of $29.3 million, an understatement of expenditures in the amount of
$14.6 million and an overstatement in Construction in Progress in the amount of $43.9 million. The
capital asset footnote was corrected by Finance and Management.

2) DVHA does not have a formal policy or documented procedures on how costs related to internally
generated software are tracked and capitalized in accordance with the provisions of GASB 51, when
the project should be capitalized, or how to ensure that all costs associated with the completed project
have been properly transferred into depreciable capital assets.
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Buildings and General Services (BGS)

During our testwork over capital assets at BGS, we noted the following:

1) A $5.1 million renovation project over office space at National Life was not identified as needing to
be capitalized until fiscal 2015, even though the project was completed in January 2014 (fiscal 2014).
We noted that although BGS correctly coded the in service date to fiscal 2014, no depreciation was
recorded until fiscal 2015.

2)  There appears to be no formal process in place to identify completed projects and remove the
associated costs from CIP, and begin depreciating the costs with in Depreciable Capital Assets.

The finding appears to be systemic in nature and is considered a material weakness.

A similar finding was noted over DVHA as part of the June 30, 2014 report and was included as finding
2014-002.

Recommendation

We recommend that DVHA develop formal policies and procedures over intangible assets, specifically
internally generated software, to help ensure compliance with GASB 51 and that assets are completely and
accurately reported and properly capitalized. Further, we recommend that DVHA and BGS develop formal
policies and procedures for identifying completed projects and removing the associated cost from CIP in a
timely manner.

Management Response
DVHA’s Response

DVHA and AHS agree with the conditions described by the auditor for FY 15. The state has analyzed its
accounts and adjusted balances to reflect appropriate expenditures for proper CIP inclusion in accordance
with GASB 51 and for capitalizing assets to be depreciated. Procedures are now in place for reviewing CIP
quarterly so that completed projects are identified and removed on a timely basis.

DVHA/AHS has a written policy/procedure to address capitalizing intangible assets. This policy covers
internally generated software. A copy has been forwarded to the Vermont Department of Finance &
Management (DF&M).

BGS’s Response

BGS relies on the Financial Services Division of the Agency of Administration (AcA FSD) for all its
financial activity including reporting and capitalizing all assets. The FSD follows the procedures as outlined
in VISION Procedure #1 issued May 1, 2004, as amended, by the Department of Finance & Management.
Further, the FSD adheres to its own internal formal policy Number 003-01 effective June 1, 2002 regarding
assets, capital assets, and capital leases. The internal policy is annually reviewed and updated for any policy
or accounting changes. The Construction in Progress account is reviewed twice a year with BGS senior staff
and project managers to determine what is completed, placed into service, and ready to be capitalized in the
VISION system. The asset management module calculates the appropriate depreciation charges for the fiscal
year so it is important that all assets completed and placed into service are capitalized and booked in VISION
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by June 30 of any given fiscal year. This process was recommended and approved by the Department of
Finance & Management’s Office of Statewide Reporting several years ago and continues to be followed.

The $5.1 million of expenditures not capitalized in FY 2014 for National Life were the result of confusion
on who was to book these costs as a result of the ‘move back’ after Tropical Storm Irene. National Life is
not a state-owned building. Work on other non-BGS-owned buildings are treated as state donations to the
owner of the facility. When appropriate, 1.¢., after the asset is completed and placed into service, BGS sends
a letter to the owner of the facility to book the asset addition for their own accounting purposes and treats
the spending as an expense, i.c., donated asset, and removes the cost out of the CIP account. In this case, we
were later told these costs should have been retained by the state and booked as leasehold improvements in
the BGS Property Management program. FSD will follow the precedent now established from this case going
forward.

DF&M’s Response

The Department of Finance & Management met with BGS and AoA FSD to discuss their CIP polices, our
expectations for CIP reporting, and to improve communication related to the CIP process. We discussed the
need for timely updates to CIP after their semi-annual reviews, and the need for a thorough review of the
CIP balances at year end to ensure accurate CAFR preparation. In addition, we discussed the need to ensure
new staff members responsible for CIP are aware of the various CIP polices & procedures. Before year-end
we will plan to meet with DVHA to have similar discussions about CIP as we did with BGS.

We will update the end of year closing instructions related to CIP to instruct departments that they should
perform a thorough review of CIP balances at year end to determine if any adjustments as required to ensure
we are reporting accurate CIP balances in our CAFR.
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Finding 2015-004 Statewide
Review and Analysis of Accounts Receivable

Background

The State’s accounting process is very deceniralized and relies heavily on the individual departments and
agencies to properly and accurately record activity on a timely basis in the State’s VISION accounting system
as well as to provide year-end closing information to the Department of Finance and Management (Finance)
in the form of the year end closing packages. Finance provides the individual departments and agencies with
annual guidance on generally accepted accounting principles and the form and content of the information
that is required in the year end closing packages; but relies on the individual departments and agencies to
completely and accurately compile the data.

Finding

Finance has been working with individual departments and agencies for several years to improve the
financial reporting process and reduce the number of data errors and adjustments however, adjustments to
the financial statements continue to be identified through the external audit. The cause of these adjustments
is in part due to personnel changes in the individual departments and agencies, the need for more financial

reporting knowledge in the individual departments and agencies, and departments and agencies not having
adequate control procedures over the recording of financial data.

In order to capture the receivable data for the financial statements, Finance requires individual departments
to prepare a CAFR-1 form. This form is a template that includes VISION chart-field information (i.e., fund,
deptid, and account) for all items reported in the previous fiscal year, with subtotals by Business Unit. The
departments must determine the full accrual, modified accrual, and an estimate of the uncollectible amount
of receivables. They must also report the amount of un-deposited cash on hand, deferred revenue and refund
of receipts as of the end of the fiscal year. There are also columns that compare last year’s reported amounts
to the current year’s submitted amounts and if there are large changes in these amounts, there is a column to
explain the differences. Along with the CAFR-1 form submission, the department must submit a copy of the
procedures used for estimating the allowances for uncollectible receivables. Also included in Finance’s
year-end closing instructions is the following requirement:

Your department is required to maintain a detail listing to support the receivables reported on the
CAFR-1. This listing should be readily available should the receivable be selected for detail testing by
the auditor.

During the fiscal 2015 we noted several adjustments relating to receivables across multiple departments and
agencies. Specifically,

1)  The Motor Fuel Tax is managed by the Agency of Transportation (AOT). The tax is recorded in several
governmental funds (Transportation, Special and Fish & Wildlife) and consists of the state tax, a $0.01
petroleum clean up fee, a Motor Fuel Transportation Infrastructure Assessment (MFTIA), and a Motor
Fuel Tax Assessment (MFTA) broken down as follows:

® $0.121 per gallon state tax;

o $0.01 petroleum clean up fee;
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® MFTIA in the amount of 2% of the average quarterly retail price; and

° MFTA in the amount of $0.134 per gallon or 4% of the tax-adjusted retail price upon each gallon
of motor fuel sold by the distributor not to exceed $0.18, whichever is greater.

The Department of Finance and Management (F&M) takes the Motor Fuel receivable calculated by
AOT, which consists of the various fees listed above, and allocates the revenue and related receivable
across the Transportation fund, Special fund, and Fish & Wildlife fund per statutory guidelines. This
involves the use of a spreadsheet with manual data input to arrive at the proper allocation. For fiscal
2015, AOT did not properly calculate the Motor Fuel receivable provided to F&M as Use Tax on rental
vehicles was incorrectly included causing the total Motor Fuel Tax to be overstated, which in turn
overstated each of the allocations resulting in an overstatement of revenue and receivables that
amounted to $0.366 million within the Transportation fund, $0.015 million within the Special Fund
and $0.009 million within the Fish & Wildlife Fund.

The Department of Financial Regulation (DFR) incorrectly prepared their CAFR-1 form and included
actual cash collections relating to Captive Insurance Registration and Captive Exam Fees received
throughout fiscal 2015 rather than the receivable due at year end. This resulted in an overstatement of
revenue and receivables within the Special Fund amounting to $2.2 million. This error was a result of
new personnel completing the CAFR-1 form and the form not being reviewed for accuracy prior to
submission.

The Department of Vermont Health Access (DVHA) collects revenues from fees assessed for drug
providers pursuant to Section 1927 of the Social Security Act. DVHA switched drug rebate vendors
during fiscal 2015. As of June 30, 2015, the new vendor had not migrated the drug rebate data from
the prior vendor and thus had no way of linking checks received to invoices and therefore was unable
to track amounts due and was unable to rebill as necessary. As the receivable amounts billed by the
previous vendors, but not yet collected by the new vendor, are not actively being perused for collection,
it is uncertain whether DVHA has a valid receivable recorded. As such, the revenue and receivables
amountis reported on the CAFR-1 were overstated by $3.1 million within the Global Commitment
Fund and $0.135 million within the Federal Revenue Fund.

The Agency of Human Services’ (AHS) central office requests funds from the Federal government
against various grant agreements to fund the different programs and services AHS provides. Funds are
drawn throughout the quarter based on estimates, in order for the State to have the necessary funds to
administer the programs. At the end each quarter, a reconciling draw is calculated as needed so that
the grant funds received for the quarter equal the funds expended for the quarter. A receivable is
created if the funds have been underdrawn throughout the quarter, and a liability recorded if the funds
have been over drawn. During the process for the quarter ended June 30, 2015, there were multiple
draws for the Medical Assistance Program grant due to misreported or omitted information from the
initial reconciling draw calculation, resulting in overstated revenue and receivables on the CAFR-1 in
the amount of $5.1 million within the Federal Revenue Fund.

While Finance is primarily responsible for the preparation of the State’s financial statements, responsibility
for the underlying data and activity resides with the respective departments. These adjustments indicate the
continued need for oversight and review of data submitted to ensure that the State’s financial statements are
complete and accurate.

34 (Continued)



STATE OF VERMONT
Schedule of Findings and Questioned Costs
Year ended June 30, 2015

The finding appears 1o be systemic in nature and is considered a material weakness in internal controls.
A similar finding was noted as part of the June 30, 2014 report and was included as finding 2014-001.

Recommendation

We recommend that the Department of Finance and Management work with the departments to perform a
comprehensive review of their policies and procedures for recording year end receivables to help ensure that
the State’s financial statements are complete and accurate. Finance should work with each department to
provide them with the knowledge and guidance relating to financial accounting and reporting concepts.

We also recommend that individual departments and agencies carefully review amounts reported on the
CAFR-1 to ensure completeness and accuracy prior to submission to the Department of Finance and
Management.

We further recommend that the Depariment of Finance and Management evaluate its procedures for
reviewing year end closing packages and for analyzing data for completeness and accuracy of financial
information received.

Management Response

DF&M’s Response

The Department of Finance & Management continues to work with departments and agencies. Spring 2016
we will develop a practice aid that will provide guidance on generally accepted accounting principles for
accounts receivable. This will be sent to all VISION users that have access to enter deposits and receivables.
We will meet with individual departments and agencies to answer any questions on how this guidance applies
to their revenues and review their process for maintaining receivables and support for amounts reported on
the CAFR-1. The knowledge gained by the Department of Finance & Management and the employees
responsible for preparing the CAFR-1 should improve the accuracy of the data submitted on the CAFR-1.

AOT’s Response

AOT has appropriate internal controls to prevent material misstatements in the State’s Comprehensive
Annual Financial Report (CAFR). The error in FY2015 reporting was the result of an isolated mistake.
AOT’s internal review process will be strengthened by requiring more detail to be provided to AOT’s
reviewer prior to submission of the CAFR reports to the Department of Finance and Management.

DFR’s Response

The DFR Business Manager is responsible for collecting and reporting all closeout reports to Finance and
Management. Currently, data for the CAFR 1 is received from each division responsible for receiving funds.
The incorrect SFY15 numbers entered on the sheet were questioned, however, confirmation was not
requested, only an explanation for the increase from SFY14. For future years we will do two things
differently; first we will do a better job of training our new employees on what the purpose of the reports are
and what data is needed. Secondly, the Business Manager will request the detail behind the numbers, to
confirm that the correct information is being submitted. This should result in correct data being reported in
future years.
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DVHA'’s Response

The DVHA Business Office will work to continue improve its year end recording process. The circumstance
was unique in that GHS was not able to create systematically generated past due notices until the data
migration from the legacy systems were completed. GHS was performing account reviews and
manufacturers that have not remitted payment for amounts invoiced in prior periods were subject to
collection activities.

Given the delay in collection procedures by GHS as a result of their difficulties migrating HP data, the
DVHA Business Office felt it was prudent to make an adjustment to the Amount of Total Receivable
Estimated to be Uncollectible for the drug rebate allowance. GHS is pursuing collection efforts to obtain the
outstanding balances and the Amount of Total Receivable Estimated to be Uncollectible will be reduced.

According to GHS, current operations of invoicing, collecting, sending out late notices, and working disputes
for GHS quarters have been the top priority. The SOPs were finalized in November 20135; report development
1s ongoing, and the data migration was completed, which will allow them to work the older balances.

AHS CO’s Response

The agency agrees with the finding. AHS initially submitted the year end CAFR-1 report overstating the
Medicaid receivable. Upon additional reconciliation processes, related to year end reporting, AHS
discovered the error and reported it to the Department of Finance & Management. AHS submitted an
amended CAFR-1 with the correct receivable amount. To avoid this issue going forward, AHS will change
the timing of the reconciliation processes to ensure that they coincide with the earliest close-out reporting
deadline rather than staggering the reconciliations as was done for the SFY 15 closeout.
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Finding 2015-005 Department of Labor
Unemployment Compensation Trust Fund — Claims Expeunse

Background

To qualify for benefits, a claimant must have earned a certain amount of wages, or have worked a certain
number of weeks or calendar quarters within the base period, or meet some combination of wage and
employment requirements. The Vermont Department of Labor (VDOL) is responsible for determining
whether claimants meet eligibility requirements outlined in State law to receive unemployment
compensation benefits. One of the eligibility requirements is that claimants complete mandatory
reemployment services as directed. Reemployment services are designed to increase claimants’ chances of
obtaining a job before they exhaust their benefits. Claimants with the highest probability of exhausting
benefits are selected for participation. There are currently two services offered, Reemployment Eligibility
Assessments (REA) and Reemployment Services (RES). Attendance and completion of either REA or RES
is documented by local resource center staff in the Vermont Job Link workforce development system.
Claimants who do not complete the services are considered “failed to report,” and their unemployment
benefits are denied until the service is rescheduled and completed.

Finding

During our testwork over eligibility, we selected 40 claimants, of which 17 were required to complete
mandatory reemployment services. In | instance we noted that the electronic enrollment file for the claimant
was listed as “failed to report” but benefits were not stopped. Upon review of additional supporting
documentation we were able to determine that the claimant had completed the reemployment service
requirements even though it wasn’t documented within the system. As a result of the error we extended our
sample to review all claimants selected for RES within the same week as the claimant in our initial sample.
There were 23 claimants in this population and in 5 instances the VDOL was unable to validate whether
these individuals attended RES and in all cases benefits had not been suspended. Due to the number of errors
the VDOL performed further procedures to determine the extent of un-substantiated claims and potential
unemployment benefit overpayments in fiscal 2015. The VDOL reviewed all 1,307 claimants selected for
RES during the state fiscal year and discovered 366 claimants had potential issues. The VDOL distributed
the list of 366 claimants, sorted by office, to all of the regional offices with a data validation form and
instructions to find all the hard copy case files and paperwork to substantiate that the required reemployment
services had been completed. All 366 data validation forms were received back from the regional offices and
the VDOL was able to validate the files on 252 claimants, which left 114 un-substantiated claimant files.
These 114 claimants were paid $0.4 million in benefits thronghout fiscal 2015.

The finding appears to be systemic in nature and is considered a material weakness in internal control. This
issue also impacts the A-133 testwork over the federal Unemployment Compensation program and a similar
compliance finding has been reported as Findings 2015-017.

Recommendation

We recommend that the VDOL review its procedures related to RES enrollment and data entry by regional
staff and put into place review controls to ensure RES enrollment is properly and timely documented and
communicated to the UI Division.
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Management Response

The Vermont Department of Labor, in administering the Reemployment Service (RES) program with Ul
claimants, was required to ensure that each Ul claimant was scheduled for and received “Reemployment
Service”. RES is intended to reduce a Ul claimant’s duration on UI by engaging the claimant — early in
his/her unemployment status-in job search assistance and work search activities.

As a result of VDOL staff error, some Ul claimants were not scheduled for RES program services. The
Department records reveal 1,307 RES claimants, of which 366 were identified for further review; and 252
of those were validated as properly processed and served. The Department was unable to substantiate
(through case file review, case notes, database entries, etc.) RES services to 114 Ul claimants. We cannot
determine if the claimant was, or was not, scheduled and/or seen in the AJC for RES services. There is no
indication that these 114 claimants engaged in any type of misrepresentation or fraud in relation to their UI
claims and status.

VDOL Workforce Development division has, as recommended, reviewed and modified the RES enrollment
procedures and controls. Regional Managers and staff conducting the RES program have the tools needed to
ensure that RES enrollments are appropriate, timely, properly documented and communicated to VDOL’s
Ul division.

The Department has developed an RES supplemental protocol that directs staff members responsible for
RES to check in and validate with the Regional Manager that the RES list has been received. At the end of
each week, the staff member will report to the Regional Manager on what activities and/or actions have taken
place for each participant scheduled for RES. RES participant files will reflect notes and entries of activities
that took place along with F-87 forms that have been forwarded to the UI Division. VDOL Workforce
Development division has also implemented a weekly RES activities tracking sheet to be used in all of our
regional offices. The tracking sheet is reviewed at the end of every week by the Regional Managers to insure
that all RES activities meet or exceed policy expectations. These records will allow Regional Managers to
validate that RES activities are accurate. The RES supplemental protocol was put into place effective
November 20, 2015.

In addition, VDOL Workforce Development reviews the RES program activities for accuracy and policy
compliance. As of the time of this writing VDOL Workforce Development Central Office has gone through
each and every participant account to substantiate the actions taken. VDOL Workforce Development
generated a list of all RES participants, distributed this list sorted by office to all of the regional managers
with the new RES Validation form.pdf (attached) and instructions to review all the hard copy case files and
paperwork to substantiate the activity taken with the participant. The VDOL Workforce Development
Central Office’s program manager continues to review RES participant/claimant files for accuracy; meaning
that each and every participant/claimant account has been reviewed and validated. Any case files identified
with issues during the process were dealt with immediately and any material errors were corrected.

When we are unable to substantiate the RES service in these cases, it is considered Department / Agency
Error. Vermont’s employer-funded Ul Trust Fund, with a current positive balance of approximately $250M
will be required to absorb the $401,908 dollar costs of the Department / Agency Error, as is the case with
any other issue of Department/Agency Error. There will be no federal funds involved in covering the costs
of the unsubstantiated RES cases.
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Finding 2015-006 Department of Labor
Unemployment Compensation Trust Fund — Transfers

Background

Under Vermont Statute, Title 21: Labor Chapter 25: Employers’ Health Care Fund Contribution, the
Commissioner of Labor is empowered” to establish rules for the administration and collection of health care
fund contributions under this chapter.” The statute requires that “revenues from the health care fund
contributions collected shall be deposited into the Catamount Fund established under 33 V.S.A. §1981 for
the purpose of financing health care coverage under Catamount Health assistance”. The statute established
a calculation for employers to calculate their quarterly health care premium contribution.

All contributions from employers, including the healthcare payments, are originally recorded in the
contributory employer account within the Unemployment Compensation Trust Fund. The payments related
to healthcare payments are then transferred from the Unemployment Trust Fund to the Catamount Health
Care Fund (a Special Revenue Fund), which is recorded as Special Assessment Revenue within the
Catamount Health Employer Assessment account.

Finding

During testwork over healthcare transfers, we reviewed the transfers initiated by the Vermont Department
of Labor (VDOL) from the Unemployment Trust fund to the Catamount Fund related to the Catamount
Health Employer Assessment and noted that several of the transfers were not recorded to the correct VISION
account. These errors resulted in a $1.3 million overstatement to the Pesticide Monitoring revenue account,
which is a part of the Fee Revenue CAFR line, and a corresponding understatement to the Catamount Health

Employer Assessment revenue account, which is a part of the Special Assessment Revenue CAFR line,
within the Special Fund.

The finding appears to be systemic in nature and is considered to be a significant deficiency.

Recommendation

We recommend that the VDOL review its procedures in place to ensure that staff are utilizing the correct
VISION accounts when recording transfers. We further recommend that a review process be implemented
to over the journal entry process.

Management Response

An appropriate transfer was made from the Unemployment Trust Fund to the Catamount Fund; however, the
wrong account code was used in VISION when the transfer was keyed in. During our quarterly checks and
balances VDOL realized the mistake and corrected the transfer. VDOL has changed its procedures from a
quarterly check and now, as part of month end closing procedures, VISION queries are run and checked for
accuracy against deposits and transfers.
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Finding 2015-007 Department of Labor
Unemployment Compensation Trust Fund — Accounts Receivable Allowance
Calculation

Background

The Vermont Department of Labor (VDOL) reviews the allowance for doubtful accounts related to the
past-due employer contributions due to the State on an annual basis. Individual employer accounts are
1dentified the Aged Delinquency List and the Delinquent Account List reports from the CATS system. These
reports detail, by employer, the amounts owed for delinquent contributions plus amounts owed for interest,
penalties and other charges assessed as well as past due amount owed for health care assessments and interest.
Individual employer accounts are investigated to determine the status of receivables and the collectability of
the accounts. Employer accounts may be collectible depending on whether or not an appeal is pending, how
long the balance has been ouistanding, when the account was turned over to the attorney and whether the
employer is still in business. A doubtful amount is calculated for each overdue employer who has a balance
of $500 or greater.

Finding

During our testwork over taxes receivable and the related reserve for uncollectible accounts we noted 4
instances, out of the 14 items sclected, where the delinquent balances from the Aged Delinquency List and
the Delinquent Account List were greater than the total receivable balance recorded. In accordance with state
statute the VDOL recorded the delinquent contributions in the Unemployment Compensation Trust Fund
while the interest, fines and penalties collected were recorded in the Unemployment Compensation
Contingency Fund, a Nonmajor enterprise fund. Although the interest, fines and penalties were properly
recorded in the Unemployment Compensation Contingency Fund, the VDOL used the total of all amounts
on the report to calculate its reserve and as a result the allowance for doubtful delinquent contributions in the
Unemployment Compensation Trust Fund was overstated by $0.7 million.

The finding appears to be systemic in nature and is considered to be a significant deficiency.

Recommendation

We recommend that Vermont Department of Labor review its process for recording the allowance for
doubtful accounts and properly match the recorded reserve against the funds where the receivable is
recorded.

Management Response

The VDOL acknowledges this systemic issue. The IT Administrator has been notified about the reporting
issues with the Doubtful Allowance and the current discrepancy in the 313 delinquency report. The
department acknowledges corrections need to be made to the existing report and that additional reports need
to be created to ensure accurate reporting going forward. Below is a listing of the change/additions that have
been requested of the Information Technology (IT) Unit. The department recognizes that these reports need
to be in place prior to June 2016 for the next FY audit.
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Changes to the Aged Delinquency Report 313 -

. Health care assessment interest needs to be included on the aged report the same as contribution
interest

New report request criteria 1 —

. Aging of only delinquent contributions

New report request criteria 2 —

) Aging of delinquent Health care assessment and Health care assessment Int only
New report request criteria 3 —

. Aging of delinquent PINT — Penaliies, fees and interest.
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Finding 2015-008 Building and General Services
Leases Classification

Background

The State i1s committed under various operating leases covering real property (land and buildings) and
equipment. Although lease terms vary, certain leases continue subject to appropriation by the General
Assembly. If continuation is reasonably assured, leases requiring appropriation by the General Assembly are
considered noncancelable leases for financial reporting purposes. During fiscal 2015 the State paid
$17.2 million for payments under its various operating leases.

In accordance with GASB Statement 62, Codification of Accounting and Financial Reporting Guidance
Contained in Pre-November 30, 1989 FASBand AICPA Pronouncements — GASB Statements,
paragraphs 211-271 establish standards of financial accounting and reporting for leases by lessees and
lessors. From a lessee standpoint, leases may be classified as capital or operating. Capital leases are those
that meet one or more of the following criteria: a) The lease transfers ownership of the property to the lessee
by the end of the lease term; b) The lease contains a bargain purchase option; ¢) The lease term is equal to
75% or more of the estimated economic life of the leased property. However, if the beginning of the lease
term falls within the last 25% of the total estimated economic life of the leased property, including earlier
years of use, this criterion should not be used for purposes of classifying the lease; or d) The present value
at the beginning of the lease term of the minimum lease payments, excluding that portion of the payments
representing executory costs such as insurance and maintenance to be paid by the lessor, including any gain
thereon, equals or exceeds 90% of the excess of the fair value of the leased property to the lessor at the
inception of the lease over any related investment tax credit retained by and expected to be realized by the
lessor. Operating leases include all other leases not meeting the criteria for a capital lease.

Buildings and General Services (BGS) performs an analysis to determine if leases are operating or capital
leases based on the criteria above.

Finding

During our review of the State’s presentation and classification of leases, we noted that in fiscal 2015 BGS
indicated that they entered into 12 new operating leases and no new capital leases. We selected 5 of the leases
to perform testwork procedures over and noted the following:

1)  BGS tracks lease details in a spreadsheet. The initial detail support provided contained multiple errors
within the spreadsheet that resulted in lease activity not being accurately reported.

2) In 1 instance, we noted that the lease appeared to be misclassified as operating as the terms appeared
to meet the criteria for a capital lease. We requested that Finance and Management review the lease
terms and analysis prepared by BGS and it was determined that the lease should be recorded as a
capital lease within the Property Management (Internal Service) Fund. Finance and Management
corrected the accounting for this lease which resulted in the recording a long term capital lease payable
of $10.5 million (and related capital asset) and the lease terms being reported within the capital lease
footnote.

The finding appears to be systemic in nature and is considered a significant deficiency.
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Recommendation

We recommend that a) BGS review its policies and procedures over recording leases to ensure that leases
are reported in accordance with accounting standards; b) BGS review its procedures for tracking leases
within its spreadsheets to ensure that the spreadsheet is accurately prepared and does not contain formula or
other errors; ¢) the Department of Finance and Management work with BGS to provide them with knowledge
and guidance relating to financial accounting and reporting concepts to ensure that leases are properly
classified; and d) the Department of Finance and Management evaluate its procedures for reviewing lease
information provided in year-end closing packages to ensure completeness and accuracy of information
received.

Management Response

BGS relies on the Financial Services Division of the Agency of Administration (AoA FSD) for all its
financial activity including reporting and capitalizing all assets. The BGS Property Management Division
staff review all leases against the criteria outlined by the State Treasurer and the Secretary of Administration
in the memo titled Leasing Office and Other Equipment, issued October 13, 2005 especially the section
defining a capital lease. Once reviewed and determined that the definition may be impacted, BGS submits
the potential lease to the State Treasurer’s office for confirmation and ensure it is categorized correctly and
known by all the parties involved, including the AoA FSD. The Department of Finance & Management
(DF&M) will work with the BGS Property Management Division and AoA FSD staff members to ensure
they understand and are following GASB 62 requirements to properly classify leases.

The AoA FSD will assign an additional staff person to review all spreadsheets submitted to DF&M as part
of the year-end closing procedure to ensure that all spreadsheets are correct and accurate in order o avoid
this situation in the future.

The DF&M will evaluate its procedures for reviewing lease information that we receive from the departments
as part of the year-end closing packages to ensure completeness and accuracy of information received. In
order to help ensure accurate information DF&M will request a copy on all new lease agreements executed
in the current fiscal year and departments’ analysis supporting whether the lease is capital or operating. In
addition, DF&M will ensure departments are aware they can ask us for technical assistance in preforming
the capital vs. operating lease analysis.
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Finding 2015-009 Department of Vermont Health Access
Graduate Medical Education Payment Calculation

Background

In May 2013, the State received approval from Centers for Medicaid Services (CMS) to implement
supplemental payment provisions to teaching hospitals for direct graduate medical education (DGME) and
indirect medical education (IME), and to provide supplemental payments to physicians employed by
teaching hospitals. This amendment was effective retroactively to July 1, 2011. The Medicaid State Plan
Attachment (SPA) 4.19-A, section IV, and Attachment 4.19-B outline the method for establishing the
payment rate and amount for the DGME and IME payments to the Hospital.

Upon approval of this SPA, DVHA entered into a contract with the University of Vermont (UVM) and
Fletcher Allen Health Care whereby the State and UVM will provide certain Medicaid GME payments to
Fletcher Allen with the State using its Federal Medicaid dollars and UVM providing the Nonfederal required
matching funds. The purpose of these supplemental payments is to ensure access to quality, essential
professional health services for Medicaid beneficiarics through care provided by teaching physicians and
teaching hospitals.

Finding

During our testwork over these supplemental payments, we noted that the State overpaid Fletcher Allen
Health Care for the teaching hospital portion. As outlined in the SPA, the teaching hospital payment is
allowed for the lesser of a) 95% of the sum of the Direct Graduate Medical Education (DGME) and Indirect
Medical Education (IME) costs, or b) the difference between the teaching hospital’s “Hospital Specific
Limit” and the Disproportionate Share Hospital (DSH) payment. During state fiscal year 2015, the consultant
hired by DVHA to calculate the allowed payment determined that method “a” resulted in the lesser payment,
however method “b” was actually the lower the amount and therefore an overpayment was made. The
payment made under method “a” was $5.3 million, compared to $4.7 million which is the allowed amount
based on method “b.” DVHA does not have procedures in place to review the calculations prepared by the
consultant.

The $0.6 million overpayment results in a disallowed cost for the portion paid with Federal funds
($0.3 million). Finance and Management corrected the error in the Global Commitment Fund as of year-end.

The finding appears to be systemic in nature and is considered a significant deficiency. This issue also
impacts the A-133 testwork over the federal Medicaid program and a similar compliance finding has been
reported as finding 2015-045.

Recommendation

We recommend that DVHA implement procedures to review the GME payment calculations prepared by the
consultant to ensure they are accurate and in accordance with Federal regulations.
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Management Response

AHS/DVHA has set forth an operational protocol whereby both methodology “a” and methodology “b” will
be calculated by the consultant and peer reviewed in a face-to-face meeting by both the person making the
computations and a peer reviewer in DVHA’s Reimbursement Unit that is familiar with the state plan

amendment methodology.
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Finding 2015-010 Statewide
Information Technology Controls

Background

The State relies heavily on its information technology (IT) systems to process, account for and report on its
financial activities. The State’s VISION system serves as the State’s principal financial system and is used
to prepare the State’s financial statements. Although the VISION system is the State’s principal financial
system, many of the actual financial activities are originated in other departmental managed systems. During
the previous three fiscal year audits IT general controls (ITGC) reviews were performed over certain critical
IT systems. The purpose of a review of IT controls is to gain an understanding of the controls that are in
place and to the test the design and operating effectiveness of those controls. During the ITGC review, the
following control objectives were reviewed: access to programs and data; program changes; program
development; and computer operations. These ITGC reviews indicated numerous control deficiencies of
varying severity.

As part of the fiscal year 2015 audit, the prior year findings were followed up on to ascertain if the identified
control deficiencies had been corrected. The below computer systems were part of this follow up and the
following findings continued to be noted:

Findings and Recommendations

1. | Application Name: State Network & Data Center
Responsible Agency: Department of Innovation and Information (DII)

Parpose: Statewide local area network

The initial control deficiency related to the fact that the complexity for password parameters was
disabled. Weak password constructs increase the risk that computer application access will be
compromised leading to a misuse or misappropriation of confidential and sensitive information. As
of fiscal year 2014 they increased the minimum length to 8 alpha-numeric characters for all clients
except the Agency of Human Services” ACCESS system.

Currently the minimum password length is set to 8 alpha-numeric characters for all clients except for
AHS ACCESS.

We recommend that DII continue to work towards enabling the complexity for the RACF password
parameters.

Management Response

We are in the process of upgrading different CICS regions. Due to the complexity, CICS is being
upgraded in stages. We plan to upgrade the mainframe Operating System in August of 2016. As part
of this upgrade, many 3rd party sofiware will have to be upgraded as well. We expect most 3rd party
software should be able to accept complex password. With staff shortage, addressing complex
password issue has been rescheduled to after the operating system is upgraded. Getting the Operating
System in place on time is very critical, since the support for the current version of the operating
system ends at the end of September, 2016. After the Operating System upgrade, we plan to perform
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compatibility tests on complex password on all sofiware. If all goes well, we should be able to
implement complex password on the 4th quarter of 2016.

Application Name: VISION Financials
Responsible Agency: Department of Finance and Management

Purpose: Statewide accounting system

The initial control deficiency related to a variety of segregation of duties issues, including:

e users have superuser no_sec, vendor processing, and manager roles that allow them to add a
vendor, enter a voucher, and approve a voucher.

» users have superuser_no_sec and manager roles.

» users have been granted the manager role that allows them to enter a voucher and approve a
voucher.

In addition, there is no edit in VISION that would preclude a user from entering a voucher and
approving this same voucher. Ineffective segregation of duties may permit inappropriate access that
leads to the creation and approval by a single individual of fraudulent transactions that compromise
the financial integrity of the system.

We recommend that Finance, in conjunction with DII, establish and enforce a segregation of duties
policy that restricts developers from having added and change access to data. If this policy allows for
limited or emergency access, then such access should be monitored. Finance, in conjunction with
DI, should reduce the access of certain staff that can perform each of the roles of adding a vendor,
entering a voucher, and approving a voucher. Finance, in conjunction with DII, should expeditiously
implement a control in VISION to preclude a user from both entering and approving the same
voucher. Finance, in conjunction with DII, should evaluate the current role structure in VISION to
ensure that the system enforces segregation of duties.

Muanagement Response

The Department of Finance and Management strongly agrees that segregation of duties is a powerful
tool against fraudulent transactions. We have made segregation of duties a key element of our
accounts payable and internal control guidance, emphasizing the importance of separating key
functions within that process. We also have incorporated this concept into our annual self-assessment
of internal controls survey. Although the current configuration of PeopleSoft security has the entry
and approval process imbedded in the same role, we have always encouraged manual approval and
sign off of invoices be someone different than the person that does the data entry. Additionally, within
VISION, entering and approving a voucher does not make that voucher available for payment. To
have a voucher move from an approved status to a payable status it still needs to be budget checked.
This is the process that actually commits the funds for payment. We strongly encourage that this final
step also be performed by someone other than the person that enters and approves. Additionally, there
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are several accounts payable management reports that are available to departments and widely used
that provide insight to payments being made and to whom. Monitoring through reports is a great
compensating control for identifying potentially fraudulent payments.

The Department of Finance and Management recently completed the requirements gathering process
that will be the foundation for the upgrade of VISION from version 8.8 to 9.2. During that effort we
identified the need to modify our accounts payable security roles to decouple the data entry role from
the approval role. We will also implement enhanced workflow functionality that will be delivered
with the upgraded version.

3. | Application Name: ETM
Responsible Agency: Department of Taxes
Purpose: State Tax System

a. While one (1) user has been designated as the primary migratory of software changes, currently
ten (10) users have “SYSADM” level access that grants them access to develop and migrate
changes to production. Of these 10 users, 2 are vendors from CGI/Oracle. Based on our
discussion with the Department of Taxes, we noted that no mitigating or compensating controls
exist that could be used to prevent or detect unauthorized changes being made to production.
The risk of the introduction of inappropriate software changes is commensurate to the number
of persons with the access privileges that support this activity.

We recommend that Department of Taxes IT management review current support access and:

o Limit privileged support access to the minimum needed to support the application in
production.

» Enforce an appropriate separation of duties between software development staff and those
migrating software into.

We further recommend that periodic reviews of changes moved to production be conducted to
discourage and to identify any unauthorized changes.

b.  ETM currently has no formal, documented or tested Disaster Recovery or Business Continuity
Plan. The lack of a comprehensive and tested Disaster Recovery Plan (DRP) and
complementary Business Continuity Plan (BCP) increases the risk that in the event of a serious
environmental event affecting ETM’s operations could be disrupted for an extended period of
time.

We recommend that Department of Taxes business and IT management take appropriate steps
to bring the DRP up to date and augment it with an appropriate BCP and provide resources to
ensure an appropriate recovery capability. We further recommend that the DRP and its
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associated BCP be treated as a living document subject to ongoing revision and that it be tested
at least annually.

c.  No daily operations log/checklist is maintained to capture information on daily production such
as job processing, backups taken, abends and issues noted. Depending on the specific job
schedule, a text message is sent to the Operations group and Department of Taxes notifying if
a job ran successfully or not. If error/issues occurred, support personnel are required to follow
up and may be required to raise a support ticket if necessary. A formal daily computer
operations log/checklist provides evidence that all appropriate processes were completed and
if error or abends occurred they were followed up and resolved in an appropriate manner. An
appropriate log can also serve as the basis for conducting root cause analysis when dealing with
reoccurring issues.

We recommend that a documented log/checklist of daily computer operations be introduced.
The log should be retained to provide evidence that batch jobs and backups processed to
completion and also as a means to identify recurring issues.

Management Response:

a. ETM is in break/fix mode only. There is only 1 state person with the ability to make changes
to production code. Also the Department has a contract with a managed services firm to also
help in the case of emergency code fixes. Separation of duties in this case is not feasible given
the current state of staffing and ETM. As explained previously there is separation of duties in
regards to database changes for ETM as they are handled by the DII-ERP group. There are no
plans to increase staffing. ETM is slated to be replaced and decommissioned in 2017.

b. Once the Tax information security employee is onboard, a DRP will be one of the many tasks
on this person’s plate. Prioritization against other tasks is TBD.

<, Batch processing is the only operational aspect of ETM being performed and our online batch
logs and job scheduler output is sufficient.

4. | Application Name: STARS
Responsible Agency: Agency of Transportation

Purpose: Project Cost Accounting System for Transportation Construction Projects

The initial control deficiency related to the fact that assets from backup media are only restored when
required for Operational reasons and there was no documented Disaster Recovery Plan or activity to
restore systems to test recovery procedures. Restoration tests of off-site data backups are performed
on a regular basis to determine the usability and integrity of the files. Documentation of the testing
results is retained. During fiscal year 2014, AOT performed restorations from the main site using
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backup tapes successfully; however restores from the backup media at the disaster recovery site have |
not yet been performed successfully.

We recommend that AOT continue to work towards successfully restoring the backup media at the
disaster recovery site.

Management Response

Recommendation was that VTrans continue to work toward successfully restoring STARS backup
media at the disaster recovery site. Progress was made in 2013 and 2014 and testing on 3/27/2015
demonstrated that VTrans can now successfully restore all sections of STARS. Testing was
completed by Maricela Acosta of VTrans IT department upon notification from DII that STARS
disaster recovery was ready for final testing, particularly at the disaster recovery site (the one
remaining test that had not yet been successfully completed).

Application Name: FARS, VABS and CATS
Responsible Agency: Department of Labor (DOL)

Purpose: FARS is the Department’s financial accounting system; VABS is the Unemployment
Insurance Benefit and Eligibility System; and CATS i1s the Employer Contribution Tax System

FARS:

a.  Reliance is placed on the policies established by the State of VT DII and no specific policies
exist for the DOL in regard to the FARS application and support. Lack of established
information security function reduces focus on information security and results in
inconsistencies with execution of statewide policies and processes.

We recommend that the DOL develop a security policy in relation to the FARS application
and support which is consistent with DII statewide policy.

b.  The initial control deficiency related to the fact that access to the computer room required
knowledge of the key punch code to open either of the two doors. We observed that the door
was left open by the admin desk for people to come and go instead of using the key punch
access, as multiple people come into the room to pick up reports during the day and are not IT
staff. Additionally, one of the two doors key punch lock was not functioning during our initial
visit. Absence of controls over privileged access, powerful utilities and system manager
facilities increases the risk of compromise to key IT systems, applications and data assets. As
of the 2014 fiscal year end, we observed that the door was shut to access the computer room
and clocked by slots that hold reports for employees and the other door requires a key to access.
However if the door was not open it was unlocked during working hours and a person could
climb over the 3 foot cubicle wall.
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We recommend that the DOL ensure that the door is locked at all times and that key codes are
restricted to appropriate personnel.

C The initial control deficiency related to the lack of policies for changes to the infrastructure or
the operating system as well as an emergency change management policy for the FARS
Application, which has not been vendor supported since 1991 and updates are performed by
Roger Lowe. The absence of authorization over the change management of application
software changes may result in the intentional or unintentional migration of invalid application
changes into production that lead to the compromise of key systems, applications and data
assets. As of 2014 fiscal year end, the Change Management Policy is in draft form and is
applicable for Emergency Changes as well as covering infrastructure and operating system
changes. This policy is pending updated data and additional input from the Configuration and
Change Management Board.

We recommend that the DOL develop, introduce and monitor a comprehensive change
management policy that include emergency changes and that is consistent with the statewide
DII policy.

d.  Changes to the system are not consistently made until afier an appropriate level of testing is
performed and approved, which is not always in writing. An absence of formal testing and
appropriate sign-off by both information systems and user personnel increases the risk that
unauthorized or untested changes may be migrated into production.

We recommend that the DOL develop, introduce and monitor a comprehensive change
management policy that is consistent with the statewide DII policy.

e.  No segregation of duties exists for the FARS application as Roger Lowe and Joe Lucia have
access to development and production. A lack of control over who has the ability to migrate
software changes into production increases the risk that inappropriate and unauthorized
changes could be made to software, moved undetected into production.

We recommend that the DOL implement a process to segregate the migration of changes to
production that would alternate between Roger Lowe and Joe Lucia. This would accomplish
the segregation without adding another resource.

f. Restoration of backup data is performed on an as needed basis; however, no regular tests or
policy exists. Without appropriate and periodic restoration tests, assurance cannot be placed on
the reliability of backup media to recover key systems, application and data assets in the event
of an emergency.

We recommend that the DOL develop and document the process to test, on a regular basis,
restoral of data from tapes. The regularity of the test should be documented and maintained for
the State’s retention period.
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VABS and CATS:

g

h.

DOL applications (VABS and CATS) had weak password syntax with a minimum of 3 and
maximum of 6 character required. Weak password parameters create weaknesses that can be
exploited to gain unauthorized access leading to the compromise of key systems, applications
and data assets.

The current VSE/ESA system limits passwords from 3 to 6 characters in length.

We recommend that the DOL IT upgrade to a newer version of IBM o/s that supports longer
passwords.

The initial control deficiency related to the fact that there was no periodic review of the DOL
user access rights to the DOL network. The absence of periodic reviews of system or
application access by appropriate Business and/or IT management increases the risk that
unauthorized individuals may retain inappropriate access to key systems, applications and data
assets. As of the 2014 fiscal year end, the DOL rescinds user access as their status changes
daily through the Helpstar tracking system and reviews are performed quarterly. However, we
were unable to obtain evidence to substantiate that quarterly reviews are performed for
VABS/CATS.

We recommend the DOL Network group (with input from HR) conduct a quarterly review of
the DOL staff with access to the DOL’s network assets and deactivate inactive users pending
further review and should remove access from accounts for terminated employees and maintain
documentation of this review.

Assets from backup media are restored when required for Operational reasons. There is no
documented Disaster Recovery Plan or activity to restore systems to test recovery procedures.
Without appropriate and periodic restoration tests, assurance cannot be placed on the reliability
of backup media to recover key systems, applications and data assets in the event of an
emergency.

We recommend that VDOL IT should immediately develop and document a Disaster Recovery
Plan for recovering its IBM and related applications in the event of a data center disaster.

Management Response

a.

DOL has developed a VABS/FARS/CATS specific security policy named Policy 21 —
“Security Policies for the Labor Enterprise Computing (LEC) System” which is based upon
existing DII policy. This policy was implemented on February 25, 2015.

VDOL Central Office is card access entry only. Non employees are escorted when they are
admitted. The access door to the data center with key punch is now working, and has been
reinforced with a magnetic lock mechanism. The unlocked door allowing staff access to pick
up print outs is protected by the fact that the building is locked down and that Nonemployees
are escorted. Key codes to the key pad door are restricted and periodically reviewed and the
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door to print outs will remain unlocked to staff during normal working hours. The door keypad
code is changed quarterly and a review of all staff with access is done at that time.

¢.  VDOL Policy 21 “Security Policies for the Labor Enterprise Computing (LEC) System” was
released on February 25, 2015 and was fully implemented by March 31, 2015.

d. VDOL Policy 22 “Policy for Change and Configuration Management” addresses this issue.
However, regardless of the role currently played by programmers Lowe or Lucia, production
sign off resides with IT Manager Hunter Thompson.

e. IT Disaster Contingency review was last conducted in September 2012 by BerryDunn. No
annual review has been done since that review when we deactivated our license upon change
of VDOL Personnel in charge of initiation. Prior to 2012, we did not own replacement
hardware; nor had it been licensed or tested off site for Disaster Recovery Purposes. In
November 2015, we updated a server and purchased a second for mirroring purposes. The main
server is now installed and in production. The mirror server has been created and we are testing
it at our central location in Montpelier. Once it has passed the testing it will be moved to our
Burlington site and we will contract with BerryDunn by Fall 2016 for final testing and
implementation.

f.  VDOL follows the State of Vermont password policy network access and maintains its own
in-house AD settings that exceed that requirement. An individual cannot gain access to
VABS/CATS password screen without first complying with these standards.

g.  VDOL removes individual user’s access as they leave the department. Physical access cards
are recovered or deactivated, domain access is removed, and any departmental equipment is
recovered through the office of the Director of Administrative Services working with DHR.
We consider the quarterly review by Ul Director as back up to this process for VABS/CATS.

i IT Disaster Contingency review was last conducted in Sept 2012 by BerryDunn. No annual
review has been done since that review when we deactivated our license upon change of VDOL
Personnel in charge of initiation. Prior to 2012 we did not own replacement hardware; nor had
it been licensed or tested off site for Disaster Recovery Purposes. In November 2015, we
updated a server and purchased a second for mirroring purposes. The main server is now
installed and in production. The mirror server has been created and we are testing it at our
central location in Montpelier. Once it has passed the testing it will be moved to our Burlington
site and we will contract with BerryDunn by Fall 2016 for final testing and implementation.

6. | Application Name: Management System (WMS), Point of Sale (POS), and Sequoia
Responsible Agency: Division of Liquor Control

Purpose: Manages warehousing, inventory, purchasing, AP, tracking of sales/revenues, commission,
licensing and GL. In addition, Point of Sale terminals which are owned by the State and are installed
in each store.
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The Programmer and Developer have access to both the development and production environment
for Sequoia and POS. A lack of control over who has the ability to migrate software changes into
production increases the risk that inappropriate and unauthorized changes could be made to software,
moved undetected into production.

We recommend a clear separation of access be created to restrict developers from having production
access. This can be implemented with different resources, or with a work around that logs changes
made by a developer that require a Manager’s review and approval.

Management Response

As noted in our IT Change Management Policy (Version 1.0) instituted in October 2012 in response
to previous auditor recomimendations, these procedures are already in effect. In cach of the two
systems for which in-house development is still possible, the developer does not put changes into
production.

Due to limitations in staff, the specific role depends on the system. For Sequoia, the Systems
Developer does development and the IT manager approves all changes before they are moved to
production. For Point of Sale, there is no development occurring. Development is not possible in the
Warchouse Management System (WMS) since it is a commercial software package developed by a
third party, so there is no development to manage or restrict. (Even there, the Help Desk is used to
log issues, although those issues are resolved with calls to the software provider, since the Help Desk
is used to log all IT activities, not just development).

Application Name: BFIS
Responsible Agency: Agency of Human Services (AHS)
Purpose: A system for Human Services Child Care Subsidy Payments

No formalized process is defined or utilized to respond to problems and issues by receipt of an email
or a helpdesk ticket.

We recommend that the Agency develop and utilize a tool that allows them to identify and track all
problems and issues for the application.

Management Response

The State of Vermont implemented a new ticketing system called LANDesk on December 1, 2014.
DCF worked with them to develop a workflow process in order to use this tool for ticket tracking and
resolution. The functional start date of this tool was January 19, 2016.
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Application Name: SSMIS
Responsible Agency: Agency of Human Services (AHS)

Purpose: A benefit and eligibility system for Foster Care, Adoption Assistance and Social Services
Block Grant Programs

a.

Management Response

a.

Password parameters are weak with no policies other than recommendations of data dictionary
words that should not be used.

We recommend that the Agency create and implement a set of standard password parameters.

SSMIS perform ad hoc reviews of user access; however, the review is not formally documented
or occurrence defined.

We recommend that the Agency create and implement a formal process for a review of access
rights to the application and appropriate sign off retention of the performance of the review
should be retained.

Compliant password parameters were implemented as part of the SSMIS Upgrade project. The
upgraded system has been built and has undergone unit and user acceptance testing. Issues and
change requests were identified during testing and addressed by the developer. SSMIS has been
upgraded and now supports stronger passwords with a go-live date of July 31, 2015.

A formal process for reviewing access rights to the application and appropriate sign off
retention of the performance of the review was created as part of the SSMIS Upgrade project
which went live on July 31, 2015. Now that SSMIS has been upgraded, we will work with FSD
to review user roles and access on a regular interval.

Application Name: ACCESS
Responsible Agency: Agency of Human Services (AHS)
Purpose: Benefit and Eligibility System for Human Service Cash Assistance Programs

a.

We noted that appropriate IT Security Policy exists and is communicated to employees via
intranet. However, no evidence was provided to substantiate that the policies are reviewed
periodically and updated by management. We noted that several of the policies have not been
revised since more than a year.

We recommend that IT Security Policies be reviewed on an annual basis to ensure compliance
with new regulations as well as to address potential security threats.
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Management Response

a.

A change management document was not provided for review. KPMG was notified that DCF
ISD has formed a Standards Committee which will be working on the development of a formal
written policy and procedure. These documents are to be completed by the end of calendar year
2013.

We recommend that AHS develops processes and mechanisms to implement these policies as
well.

AHS does not have appropriate segregation of duties. Personnel who have development
responsibilities currently have access to migrate changes to the production environment.
KPMG was informed that AHS is currently going to a reorganization that will address the
segregation of duties requirements.

We recommend that conflicts of interest and concentration of power with any role be evaluated
as part of the reorganization.

We noted that no ticketing system is used to track issues. The current process is manual and
the mainframe group keeps track of issues via a spreadsheet. In addition, there is no formally
documented process for logging issues and tracking them to resolution. Without a formally
documented process for logging issues as well as appropriate controls in place to ensure that
all issues are logged and tracked through resolution, there is a risk that all issue may not be
tracked or resolved in a timely manner.

We recommend that the Agency utilize a ticketing system to manage the documentation of
issues and problems to ensure proper management and resolution. A ticketing system provides
appropriate structure and control to ensure that all problems are managed to resolution.
Furthermore a formally documented policies and procedures should be in place to include
process of tracking, categorizing and resolving issues in a timely manner.

AHS IT policies are still under review. We continue to work with the new State Chief
Information Security Officer to implement policics at the State level. The State Chief Security
Officer has also just hired an additional security specialist that will be available 1o AHS to
assist with the completion of this task.

The DCF ISD Standards Committee has not developed change management policy; however,
ESD’s Business Application Support Unit has been created and began oversight
responsibilities for change requests in August 2015 which addresses the issue.
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c. Within our teams we strive to have separation of duties. A developer who has made changes
to programming does not migrate those changes to production without another developer
reviewing the code. Although this is not a formal policy, it is standard practice. As we continue
to improve our internal work processes we will strive to improve in this area and will evaluate
conflicts of interest and concentration of power with any role as part of our continnous efforis
toward improvement.

d.  The State of Vermont implemented a new ticketing system called LANDesk on December 1,
2014. DCF is currently working with them to develop a workflow process to enable us to use
this tool for ticket tracking and resolution. DCF launched this tool on January 19, 2016.

The finding appears to be systemic in nature and is considered to be a significant deficiency.
A similar finding was noted as part of the June 30, 2014 audit report as finding 2014-004.

Management Response

Responses are embedded in the above table.
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U.S. Department of Agriculture

Program Name and CFDA Number

SNAP Cluster:

Supplemental Nutritional Assistance Program (CFDA #10.551)
State Administrative Matching Grants for the Supplemental Nutritional Assistance Program
(CFDA #10.561)

Program Award Number and Year

4VT430426 10/1/2013-9/30/2016
4VT400400 10/1/2014-5/30/2015

Criteria

State agencies are required to automate their Supplemental Nutritional Assistance Program (SNAP)
operations and computerize their systems for obtaining, maintaining, utilizing, and transmitting information
concerning SNAP (7 CFR sections 272.10 and 277.18). This includes (1) processing and storing all case file
information necessary for eligibility determination and benefit calculation, identifying specific elements that
affect eligibility, and notifying the certification unit of cases requiring notices of case disposition, adverse
action and mass change, and expiration; (2) providing an automatic cutoff of participation for households
which have not been recertified at the end of their certification period by reapplying and being determined
eligible for a new period (7 CFR sections 272.10(b)(1)(iii) and 273.10(f) and (g)); and (3) generating data
necessary to meet federal issuance and reconciliation reporting requirements.

Condition Found

The Economic Services Division of the State of Vermont’s Department for Children and Families
(the Department) utilizes the ACCESS system, the State of Vermont’s benefit eligibility maintenance
system, to determine eligibility for the program. After the eligibility specialist enters financial information
into the ACCESS system, ACCESS determines whether or not the applicant is eligible for benefits as well
as the amount of benefits the participant is eligible for. During our testwork over SNAP participant benefits
and participant eligibility as documented within ACCESS, we noted the following:

A. For 1 of 40 SNAP participants selected for testwork, we were unable to determine if the documentation
within the ACCESS system was accurate as the Department was unable to provide the participant’s
application for benefits. As a result, we were unable to determine if the eligibility determination was
accurate.
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B. For 2 of 40 SNAP participants selected for testwork, we are unable to verify that the income used in the
participant’s benefit calculation was accurate as there was no documentation maintained wathin the
participant’s file to support the income amount used {o determine the participant’s eligibility. As a result,
we were unable to determine if the eligibility determination was accurate.

C. For 1 of 40 SNAP participants selected for testwork, we noted that the participant’s unearned income
was improperly calculated and the amount of unearned income entered into the ACCESS system was
inaccurate. As a result, the participant received an overpayment in benefits for the month selected for
testwork of $27.

Caitse

The cause of the condition found was primarily due to human error in data entering within the ACCESS
system, document retention, or errors within the income verification review process.

Effect

The effect of the condition found is that errors in eligibility or the calculation of a benefit amount could occur
and the Department does not have a mechanism in place to timely identify errors made.

The condition found appears to be systemic in nature and is considered to be a material weakness in internal
control.

Questioned Costs

Not determinable.

Recommendation

We recommend that the Department review its existing quality control procedures and implement controls
to ensure that a quality control review is performed over the eligibility determinations made by the ACCESS
system in order to verify that such eligibility determinations are accurate and the benefit payment amounts
are appropriate. This would include procedures to ensure that the data entered into the ACCESS system is
accurate and properly supported with external documentation.

Management’s Response and Corrective Action Plan

The Department agrees with the audit findings describe in Conditions A, B, and C and we believe these are
the result of human error, The Department will review its control procedures to improve oversight and reduce

errors. Such procedures include:

¢ Quality Assurance (QA) staff review of high error profile cases which target trends in case processing
to assist in building training pointed eligibility determination steps.
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e A primary QA sampling list that looks at households with children and earned and/or unearned income
(about 1600 cases). This group comprises the most error prone group of cases and represents about 35%
of the 4,500 total caseload. QA does a complete review of 5% to 7% of the total cases for a monthly
sample of 200 to 300 cases.

o Tracking of QA Data for accuracy by District caseloads and by District work force. The tracking by
caseload helps QA review a higher number of cases in geographic District caseloads that have a higher
percentage of incorrect cases and aids in mapping error trends. The tracking by District work force (and
individual workers) helps target individualized corrective actions most efficiently.

o Annual ‘Refresher Training’ provided regionally to all Economic Service eligibility staff and their
supervisors with skills to better understand rules and processes to better manage their work. Recent
trainings have focused on our error prone elements; the refresher training that will be delivered during
March and April, 2016 will focus on workload management and documentation practices to emphasize
complete and accurate case documentation, to support eligibility decisions.

» Monthly supervisory case reviews (SCRs) completed by the Supervisors of eligibility workers. This
entails a comprehensive case review including the review of recorded telephone interactions, as
applicable. The results of the SCRs are discussed with the worker, feedback is provided and the data is
used to build annual performance evaluations.

o Statewide Supervisor meetings that include agendas which cover overview of recent errors and error
trends. The Supervisors bring this information back to staff meetings and local trainings. These meetings
are scheduled every other month year-round. The minutes of the meetings are posted on the ESD
Intranet.

Scheduled Completion Date of Corrective Action Plan

Annual Refresher Training — To be held during March and April 2016
Review of all other procedures by - June 30, 2016

Contacts for Corrective Action Plan

Patricia Duda, Director, Food and Nutrition Programs, (802) 769-6439
Rob Roberts, AHS Audit Chief, (802) 241-0446
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Finding 2015-012

U.S. Deparitment of Agriculture

Program Name and CFDA Number

Child Nutrition Cluster:

National School Lunch Program (CFDA #10.555)
Summer Food Service Program for Children (CFDA #10.559)

Program Award Number and Year

2014IN109844 7/1/13-9/30/14
2014IN109744 7/1/13-9/30/14
2015IN109844 7/1/14-9/30/15
2015IN109744 7/1/14-9/30/15
Criteria

A pass-through entity must comply with the following requirements:

1.

Administering agencies may disburse program funds only to those organizations that meet specified
eligibility requirements. Under the National School Lunch Program (NSLP), School Breakfast
Program (SBP), and Special Milk Program (SMP), this means the definition of a “School Food
Authority” (SFA) as described at 7 CFR sections 210.2, 215.2, and 220.2, respectively. Eligible
Summer Food Service Program for Children (SFSPC) organizations are described at 7 CFR section
225.2 under the definition of a “sponsor.” Additional organizational eligibility requirements apply to
the SFSPC, NSLP Afterschool Snacks, and the SBP at the school or site level.

Clearly identify to the subrecipient the award as a subaward at the time of subaward (or subsequent
subaward modification).

Monitor the activities of the subrecipient as necessary to ensure that the subaward is used for
authorized purposes and complies with the terms and conditions of the subaward.

State agencies administering the programs included in the Child Nutrition Cluster are required to
perform specific monitoring procedures in accordance with 7 CFR sections 210.18, 210.19(a)(4),
220.8(3), 220.8(0)(9), and 220.13(f) (NLP and SBP); 7 CFR section 215.11 (SMP); and 7 CFR section
225.7 (SFSP). As part of this process, the following reviews are required to be performed:

a. Administrative Reviews: An administrative review is the comprehensive on-site evaluation of
a SFA operating the NSLP/SBP. Every SFA must receive an administrative review during

each review cycle.
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b. Follow-up Reviews: A follow-up review is an on-site inspection of a SFA, subsequent to an
administrative review, to ensure that the SFA has corrected deficiencies disclosed by the
administrative review. Follow-up reviews are not required for State agencies opling to use the
new administrative review procedures. However, for those State agencies continuing to use
CRE procedures, follow-up reviews are required as outlined in 7 CFR section 210.18(1).

c. Additional Administrative Reviews (AAR): State agencies are required to make AARs of
selected local educational agencies that have a demonstrated level of, or are at high risk for,
administrative error. AARs are in addition to regular cyclical administrative reviews.

In addition to the subrecipient monitoring requirements above, State agencies administering the NSLP
and SBP are required to conduct certification activity. The objective of such activity is to ensure that
SFAs are complying with the updated nutritional standards mandated by Section 201 of the Hunger
Free Kids Act (HHFKA). Before providing the performance-based reimbursement (currently 6 cents
per lunch served) to SFAs, a State agency must certify that SFAs can demonstrate that they are serving
school meals that meet the updated nutritional standards. SFAs have three options to demonstrate
compliance. Options 1 and 2 entail State agency desk reviews of documentation submitted by SFAs.
Option 1 documentation includes menus and nutrient analysis, while option 2 documentation consists
of menus and a simplified nutrient analysis. For option 3, SFAs can be certified over the course of a
regular State agency-conducted administrative review, if the State offers that option. This type of
review is required only one time per SFA (7 CFR section 210.7(d)).

Condition Found

During our testwork over the subrecipient monitoring process utilized by the Vermont Agency of Education
(the Agency), we noted the following:

Application Reviews

During our testwork over the Agency’s process to review applications to determine eligibility for SFAS 3,
we noted the following:

A.

For 2 of 40 subrecipients selected for testwork, the Agency did not collect all of the forms the Agency
requires to be submitted on the program application from the subrecipient. The subrecipient indicated
in the application that they would not be using the notification of eligibility determination as provided
by the Agency for the subrecipient to use. If this form is not going to be used by the subrecipient, the
application indicates what information needs to be sent in to the Agency as part of the approval
process, and in both cases, this information was not submitted by the subrecipient. It was unclear as
to why the forms were missing or whether the Agency had followed up on the missing information.

For 1 of 40 subrecipients selected for testwork, the SFA had completed information related to a
program for which the program application did not indicate they were participating in. Based on
discussions with the Agency, if the SFA does not indicate that they are participating in a specific
program on the top of the program application, they will not be able to submit claims under that
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program. It was unclear as to whether the Agency followed up on the inconsistent information
contained within the program application.

For 10 of 25 subrecipients selected for testwork, the SFA had completed information indicating they
were a Residential Child Care Institution (RCCI); however, the top of the program application
indicated they were a public/private school. Tt was unclear if the Agency followed up on the
inconsistencies.

For 9 of 25 subrecipients selected for testwork, the approval date for the supervisory union was
missing. It did not appear that the Agency followed up on the missing information.

Award Identification

During our testwork over award identification, we noted that application completed by all 25 subrecipienis
only included information related CFDA #10.555, National School Lunch Program. The information related
1o the other programs included within the Child Nutrition Cluster, as well as the name of the federal awarding
agency, were not included within the application.

During the Award Monitoring

During our testwork over subrecipient monitoring, we noted the following regarding the Agency’s program
monitoring visits:

E.

For 3 of 7 monitoring reviews selected for testwork, the Agency issued their letter of findings later
than the required 30 day timeframe required by federal regulations.

For 4 of 7 monitoring reviews selected for testwork, the Agency has not issued their letter of findings.
The time is well beyond the 30 day timeframe required by federal regulations.

Upon completion of the administrative review, the Agency leaves draft findings with the SFA. For all
7 monitoring reviews selected for testwork, we noted that the SFA had submitted some follow-up
documentation related to the draft findings however there was no evidence that the information had
been reviewed by the Agency or if the draft findings had been resolved.

For 3 of 7 monitoring reviews selected for testwork, the review monitoring questionnaire was
incomplete. As a result, we were unable to conclude that the required procedures had been performed
as part of the monitoring review process.

For 1 of 7 reviews, the Agency determined through their administrative review that a fiscal action was
required as a result of incorrect claim calculations noted as part of the Agency’s review over
reimbursabie meals served to eligible students. The Agency has not performed this fiscal action and
did not make a subsequent adjustment to a future meal reimbursement to the subrecipient. For another
1 of 7 reviews, the administrative review documentation did not include the required calculation to
determine if a fiscal action was required to be taken by the Agency.
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J. For 1 of 7 monitoring reviews selected for testwork, the Agency reviewed the SFA’s processes and
procedures for ensuring compliance with paid lunch equity and determined that the SFA should have
increased its lunch prices. While this determination was made, the Agency did not perform any
procedures to ensure that the SFA had corrected the matter.

Review of A-133 Audit Reports

For 1 of 25 subrecipients selected for testwork, the Agency documented that it had received the
subrecipient’s annual A-133 audit report but was unable o locate it. As a result, we were unable to verify
that the A-133 audit report had been obtained and reviewed as required by federal regulations.

Similar findings were noted as part of the June 30, 2014 single audit and were reported as findings 2014-006
and 2014-007.

Cause

The cause of the condition found is primarily due to insufficient procedures related to the entire monitoring
process over subrecipients, including the review and approval of applications, notification of federal funding
awarded, and the documentation and completion of during the award monitoring procedures.

Effect

The effect of the condition found is that the Agency may not perform the required follow-up actions and
obtain all pertinent information from the subrecipient as part of the application process. In addition, instances
of noncompliance identified through its monitoring process may not be communicated timely, and as a result,
the Agency cannot follow up on its recommendations in a timely manner.

The condition found appears to be systemic in nature and is considered to be a material weakness in internal
control.

Questioned Costs
None.
Recommendation

We recommend that the Agency develop written procedures for reviewing program applications to ensure
all applications are complete and accurate as well as consistently reviewed by the Agency in order to verify
that all eligibility requirementis have been met to participate in the federal program. In addition, we
recommend that the Agency review its existing programmatic momnitoring procedures and develop controls
to ensure that all procedures are performed timely and are properly documented. The written procedures
should ensure that all required documentation is compiled and maintained to support each monitoring visit
and whether or not matters identified during the review require corrective action. A supervisory review
should be conducted to ensure each file is complete prior to closure.
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Management’s Response and Corrective Action Plan

1.

APPLICATION REVIEWS:

For the 2016-2017 school year, all applications will be more carcfully reviewed and approved. The
new VT-CNP on-line system will require schools to scan and upload any required attachments. This
will help to make them more compliant and have the documents readily available for each consultant
to review, approve and keep on file. Training for these new requirements will take place prior to
commencement of the new school year.

Greater attention to detail by the consultants upon review and approval of the agreements and
applications will be required for school year 2016-2017.

For the 2015-2016 School Year, each SFA had to submit a new agreement and application for their
sites participating in Child Nutrition Programs in order to update the federal requirements due to
regulation and program changes. As part of this process, each school/SFA had to provide copies of
the documents that they were using for applications, cover letters, etc. We will have the documents
currently used by the SFAs in the files for the 2015-2016 school year.

For the 2016-2017 School Year, the SFAs will be advised that they must submit a copy of their
documents with their applications if they are not using the Agency of Education, Child Nutrition
Program’s forms. These will be attached to their online submissions.

Consultants will receive a training session on reviewing and approving online applications and
agreements as we implement the new online system. All staff will be advised to more clearly review
the documentation submitted as they review and approve the online materials.

AWARD IDENTIFICATION:

The new online system does include the correct CFDA number for each program in the area of its
application in the system.

AWARD MONITORING:

The change in the new Administrative Review process as well as the fine tuning and adjustments
that USDA makes each year has been a challenge to implement and complete for Child Nutrition
Programs. In addition, several staff changes in the last 3 years have made implementation even more
challenging. The new, more robust review that must be completed is requiring more staff time to
fully implement and complete than is currently available. It takes approximately 2 weeks for 2.25
FTEs to complete one complete monitoring event/administrative review. Vermont currently
conducts an average of 30 administrative reviews each year which take place between November 1
and May 15%.
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We are working with another State (New Hampshire) to review their process to determine if the
review can be more streamlined and completed more efficiently. The proposed change in the timing
of the review schedule in the Child Nutrition Reauthorization bill from 3 to 5 years will alleviate
some of the challenges with the monitoring process and enable the program to retain qualified staff
to conduct the required monitoring.

We have implemented a checklist to ensure all materials are in the folder and are complete when the
review is closed. In the monitoring log for 2015-2016 there are reminders that are put in the reviewer
calendars to check the report writing, follow up and closure process. We continue to determine if
changes may be made to improve and make the process more efficient.

We are developing a written process for the Monitoring of School Meals programs that will be in
place for the 2016-2017 school year. There will be a training of review staff which will include the
presentation of the new process and procedures in October 2016.

4.  REVIEW OF A-133 AUDIT REPORTS
The school finance area collects and reviews each sub-recipient’s audit report. Child Nutrition
Programs division is contacted only in the event that a finding is related to the federal nutrition
programs. We will be creating a shared email account for the collection of audit reports which will
be used to collect the FY2016 audits. This shared account will be available to other staff if an
employee leaves employment.

Scheduled Completion Date of Corrective Action Plan

1. APPLICATION REVIEWS: Staff training will begin on March 21, 2016 and will be reviewed again in
late July of 2016. SFAs will be notified of new requirements no later than June 2016.

2. AWARD IDENTIFICATION: April 2016
3. AWARD MONITORING: Training will take place in October 2016

4. A-133 AUDIT REPORTS;: In place for receipt of the FY2016 Single Audit reports.

Contact for Corrective Action Plan

Laurie Colgan, Assistant Director, GSM (802) 479-1187

66 (Continued)



STATE OF VERMONT
Schedule of Findings and Questioned Costs
Year ended June 30, 2015

Finding 2015-013

U.S. Department of Agriculture
Program Name and CFDA Number
Child Nutrition Cluster:

National School Lunch Program (CFDA #10.555)
Summer Food Service Program for Children (CFDA #10.559)

Program Award Number and Year

2014IN109844 7/1/13-9/30/14
2014IN109744 7/1/13-9/30/14
2015IN109844 7/1/14-9/30/15
2015IN109744 7/1/14-9/30/15
Criteria

The state is required to contribute state appropriated funds amounting to at least 30% of the funds it received
under Section 4 of the National School Lunch Act (NSLA) in the school year beginning July 1, 1980, unless
otherwise exempted by 7 CFR section 210.17.

Condition Found

On an annual basis, the Vermont Agency of Education (the Agency) makes a payment of state funds to each
SFA that is considered to be the State’s share of matching funds. The amount paid to each SFA is based on
that SFA’s percentage of claims incurred relative to the entire program. For example, if SFA XYZ accounts
for 10% of all claims paid under the program, then the Agency will pay 10% of its required match to SFA
XYZ. State match payments are reported like all other school food service account funds in their annual
financial report as nonprofit food service account revenues. During our testwork, we were unable to reconcile
the amounts for 24 of the 25 selected for testwork reported to the amounts sent to them by the Agency.

A similar finding was noted as part of the June 30, 2014 single audit and was reported as finding 2014-009.
Cause

The cause of the condition found is that the Agency does not review the matching amounts the School Food
Authority reports in their annual financial report to verify they agree with the amounts sent to them.

Effect

The effect of the condition found is that the Agency may not have accurate financial reporting of the
matching revenue and expenditures.
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The condition found appears to be systemic in nature and is considered to be a significant deficiency in
mternal control.

Questioned Costs

Not determinable.

Recommendation

We recommend that the Agency review its existing procedures to ensure that there are adequate controls and
procedures in place to ensure funds paid to subrecipients for matching purposes are used for allowable
purposes under the Child Nutrition Cluster.

Management’s Response and Corrective Action Plan

As part of the traming process for the new CNP-VT online application and claiming system, staff will be
provided with the amounts of State match paid to each SFA/SU so that they may confirm that the amount
deposited in the non-profit food service account is correctly reported on the year-end financial statement.
This training will be conducted beginning on March 21, 2016 and will also be reviewed again during July
2016 when staff are trained to review and approve the annual renewals and documents submitted online. The
supervisor will also spot check the financial reports to ensure that the information has been correctly entered.
Once the 2016-2017 USDA forms are completed, we will add a question in the Resource Management
section of the review form to ask where the State Match funds are deposited and what they are used for to
ensure that they are used for allowable purposes.

Scheduled Completion Date of Corrective Action Plan

October 2016

Contact for Corrective Action Plan

Laurie Colgan, Assistant Director, GSM, (802) 479-1187
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Finding 2015-014
U.S. Department of Housing and Urban Development
Program Name and CFDA Number

Community Development Block Grants/State’s Program and Non-Entitlement Grants in Hawaii (CFDA
#14.228)

Program Award Number and Year
B-12-DT-50-0001 4/23/2011-09/30/2017
Criteria

A primary pass-through entity is required to perform during the award monitoring over the subrecipient’s
use of federal awards through reporting, site visits, regular contact, or other means to provide reasonable
assurance that the subrecipient administers federal awards in compliance with laws, regulations, and the
provisions of contracts or grant agreements and that performance goals are achieved.

Condition Found

As part of the Vermont Agency of Commerce and Community Development (the Agency) process to
approve costs for reimbursement to its subrecipients, the Agency requires the subrecipient to submit
documentation such as invoices paid under the project, so that the Agency can review to ensure that the costs
incurred under the project are allowable under the subrecipient grant agreement. During our testwork over
subrecipient monitoring over allowable costs incurred by the subrecipient, we noted that for 2 of 15 payments
selected for testwork, the only documentation obtained by the Agency from the subrecipient was an Excel®
spreadsheet. No other documentation normally obtained, such as invoices, was included as part of the request
for reimbursement. No other fiscal monitoring procedures appeared to have been performed by the Agency.

Cause

The cause of the condition found is primarily due to the Agency using an alternative process other than its
standard grant issuance process to enter into this grant agreement. The Agency used an RFP process for this
award and then entered into a traditional grant award document that required the subrecipient to submit all
the traditional grant documents. Per review of the grant agreement entered into with the subrecipient, there
appears to be two conflicting payment provision sections. One section requires that a monthly status report
be submitted to request reimbursement under the grant. The other section required supporting documentation
for all requests for reimbursement. Due to these conflicting provisions, only an Excel spreadsheet was
submitted as documentation to support the request for reimbursement.
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Effect

The effect of the condition found is that the Agency could reimburse costs to the subrecipient that are not
allowable.

The condition found does not appear to be systemic in nature but is considered to be a significant deficiency
in internal control.

Questioned Costs
Not determinable.
Recommendation

We recommend that the Agency review its existing procedures for entering into grani agreements and
reviewing requests for reimbursement to ensure that sufficient supporting documentation is obtained from
all grantees and that fiscal monitoring procedures are consistently performed for all subrecipient grants.

Management’s Response and Corrective Action Plan

The Community Development Block Grant - Disaster Recovery program allows for a broader range of
subrecipients than the regular Community Development Block Grant program. In the regular CDBG
program, municipalities are the only acceptable subrecipients. To make the best use of our Disaster Recovery
funding, we developed an RFP process to identify a consultant that could develop plans for the revitalization
of communities that were harmed by Tropical Storm Irene. The entity selected for this project developed a
detailed breakdown of the proposed project with specific deliverables and associated payment amounts. This
was the basis we used for progress payments to be made to the subrecipient. Agency staff were actively
involved with the subrecipient every step of the way: attending public meetings, reviewing reports, step-by-
step guidance and directive conducting the municipal environmental reviews by the Agency Environmental
Officer, and workproducts. Although not labelled monitoring, this involvement was more effective than
reporting or site visits to give us confidence that the subrecipient was completing the performance goals of
the project.

Although the procurement method and the basis of compensation for this project differed from our typical
grants, we used a grant form to memorialize the agreement. This decision was made specifically so we could
track the project in HUD’s online grants management system via the Agency’s online Grants Management
system. This allowed us to track payments on this project along with all of our other Disaster Recovery
projects on a consistent basis and prepare the quarterly reports required by HUD in a timely manner.

Regarding Corrective Action, we will ensure that in the future, we only use a grant form of agreement for
projects that are being administered as grants. We do not expect to have any further reason or opportunity to
be contracting with private entities, as opposed to our typical municipal grantees. In the unlikely event that
such an opportunity arises, and if we have reason to implement that subaward in the form of a grant due to
reporting constraints or the like, we will clearly identify, in the grant agreement, that it is a contract being
put into grant format for ease of reporting and requisitioning funds only.
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Scheduled Completion Date of Corrective Action Plan

Completed.
Contact for Corrective Action Plan

Aunn Karlene Kroll, Director of Grants Management, (802) 828-5225
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Finding 2015-015
U.S. Department of Housing and Urban Development
Program Name and CFDA Number

Community Development Block Grants/State’s Program and Non-Entitlement Grants in Hawaii (CFDA
#14.228)

Program Award Number and Year
B-12-DT-50-0001 4/23/2011-09/30/2017
Criteria

Performance and Evaluation Report (PER) (OMB No. 2506-0085) — This report is due from each State
Community Development Block Grant (CDBG) grantee within 90 days after the close of its program
year. Submission of the PER is done using the instructions in Notice CPD-11-03 (until HUD advises
State CDBG grantees to submit their PERs through the electronic Consolidated Plan template). Among
other factors, the report is to include a description of the use of funds during the program year and an
assessment of the grantee’s use for the priorities and objectives identified in its plan. The auditor is
expected to test only the financial data in this report (24 CFR sections 91.520 (a) and (¢)).

Condition Found

During our testwork over federal reporting, we noted that for 1 of 10 subrecipients selected for testwork, the
grant agreement that was entered into between the Vermont Agency of Commerce and Community
Development (the Agency) and the subrecipient was initially for $575,000, all of which was allocated with
2011 federal funds and was reported as such within the PER. Subsequent to the subrecipient grant being
entered into, the grant agreement was amended to increase the grant by $49,000, which was allocated using
program income funds. The additional amount awarded using program income funds should have been
included in the program income column of the PER, but was excluded during the preparation of the report.
As amounts expended as program income are considered to be federal expenditures under this program under
the federal award year in which the program income is earned under the PER guidelines established by HUD,
it appears that this information should have been included in the PER.

Cause

The cause of the condition found is primarily due to an oversight during the preparation and review of the
schedules reported in the PER.

Effect

The effect of the condition found is that the Agency reported inaccurate information in the PER.
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The condition found does not appear to be systemic but is considered to be a significant deficiency in internal
conirols.

Questioned Costs
None.
Recommendation

We recommend that the Agency review its existing procedures for preparing the PER and implement controls
to independently review all sections of the PER prior to submission to ensure that the PER is accurate and
has properly captured and reported award obligations.

Management’s Response and Corrective Action Plan

The official method for reporting to HUD on the use of funds during the program year is the entry of funding
data into the HUD’s Consolidated Annual Performance and Evaluation Report (CAPER). The CAPER is
what HUD reviews and relies upon for each Program Year Grant. The $49,000 enhancement referenced in
this Finding was Program Income and was properly recorded in the reports that HUD relies upon from the
Integrated Disbursement and Information System (IDIS).

As noted by the auditors, the $49,000 enhancement to one award was unintentionally omitted from the 2014
spreadsheet that details the grant awards made under 2014 Program Year Grant. These spreadsheets by
Program Year are merely supplementary documents to the official data for the CAPER. It is not required by
HUD. Commencing with Program Year 2015, we will not be providing this supplementary document, as
HUD has clarified that all CAPER reporting will be developed only in the IDIS. As this document will no
longer be prepared or provided, there will be no future opportunity to make this type of unintentional
omission.

Scheduled Completion Date of Corrective Action Plan
Completed.
Contact for Corrective Action Plan

Ann Karlene Kroll, Director of Grants Management, (802) 828-5225
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Finding 2015-016

U.S. Depariment of Labor

Program Name and CFDA Number
Unemployment Insurance (CFDA #17.225)

Program Award Number and Year

UI-26567-15-55-A-50 10/1/14-12/31/17
UlI-25236-14-55-A-50 10/1/13-12/31/16
UI-23924-13-55-A-50 10/1/12-12/31/15
UlI-22346-12-55-A-50 16/1/11-12/31/14
Criteria

Allowability

As required by A-102 Common Rule, nonfederal entities receiving federal awards are required to establish
and maintain internal controls in order to provide reasonable assurance that federal awards are expended
only for allowable activities and that the costs of goods and services charged 1o federal awards are allowable
and in accordance with the applicable cost principles.

Eligibility

Grantees are required to provide reasonable assurance that only eligible individuals receive assistance under
federal award programs, and that amounts provided to or on behalf of eligible individuals were calculated in
accordance with program requirements.

Employer Experience Rating

Certain benefits accrue to states and employers when the State has a federally approved experience-rated
Unemployment Insurance (UI) tax system. All states currently have an approved system. For the purpose of
proper administration of the system, the State Workforce Agency (SWA) maintains accounts, or subsidiary
ledgers, on state Ul taxes received or due from individual employers, and the Unemployment Compensation
(UC) benefits charged to the employer.

The employer’s “experience” with the unemployment of former employees is the dominant factor in the
SWA computation of the employer’s annual state UI tax rate. The computation of the employer’s annual tax
rate is based on state Ul law (26 USC 3303).

Condition Found
The Vermont Department of Labor (the Department) utilizes three primary computer systems—FARS,

VABS, and CATS—to process activity related to the program.
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- The FARS system is the Department’s internal financial accounting and reporting system. Costs
incurred under this program are processed and paid for within the State’s centralized accounting
system, VISION. VISION then interfaces with the FARS system to populate the FARS system so that
costs can be allocated to individual programs, including Ul Program. Once the costs are allocated, the
FARS system is used as the basis of the Department’s federal cash draw requests and federal financial
status reports. As part of its internal control structure, the Department relies on information technology
(IT) controls embedded within the FARS system and does not perform a supervisory review to ensure
that the system is operating effectively.

- VABS (Voice Activated Benefit System) is the Department’s benefit management system responsible
for determining claimant eligibility and processing benefit payments for unemployment insurance
compensation.

CATS (Contribution Tax System) is the Department’s employer tax system responsible for tracking
employer information including gross wages reported, taxes paid, taxes due, and the employer
experience rating. The system interfaces with VABS to import claim payment charges against the
related employers and using this information from VABS and the quarterly gross wages data, the
employer experience rating is automatically calculated.

During the year ending June 30, 2012, a test of design related to the IT general control environment of the
above systems was performed. As part of this review, a number of control deficiencies were identified related
to access to programs and data, change management, and computer operations. As a result of the control
deficiencies, a test of operating effectiveness of IT general controls or application controls specific to the Ul
could not be performed. During the period ending June 30, 2015, the Department has begun to take action
on some of those deficiencies; however, many of the control deficiencies identified during the review for the
year ending June 30, 2012 had not been corrected. As a result, we are unable to test the application controls
specific to the Ul program contained within the systems and we are unable to conclude that there are adequate
controls in place surrounding the IT system utilized related to the allocation of costs, the determination of
eligibility, the calculation of unemployment benefits, or the calculation of the employer experience rates. As
such, we were unable to rely on IT controls due to these control deficiencies.

A similar finding was noted as part of the June 30, 2014 single audit and was reported as finding 2014-014.
Cause

The cause of the condition found is that the Department has not taken action timely to correct the general IT
control deficiencies that were identified in the June 30, 2012 audit.

Effect

The effect of the condition found is that an error in the allocation process of the Department’s costs may not
be identified by the Department and could result in unallowable costs being charged to the program, as well
as errors made in the amount of federal funds eligible for cash draw or required to be reported on federal
financial status reports. Additionally, errors in the eligibility and employer tax experience processes may not

73 (Continued)



STATE OF VERMONT
Schedule of Findings and Questioned Costs
Year ended June 30, 2015

be identified by the Department and could result in claimants improperly being determined as eligible,
maccurate benefit amounts being paid or an employer’s experience rate being inaccurately calculated.

The condition found appears to be systemic in nature and is considered to be a material weakness in internal
control.

Questioned Costs
None.
Recommendation

We recommend that the Department review the internal control deficiencies related to the key systems
identified during the period ending June 30, 2012 and take appropriate actions to ensure that all deficiencies
related to access to programs and data, change management, and computer operations are resolved in order
to ensure the integrity of the data maintained within the systems. In addition, the Department should review
the application controls in the FARS, VABS and CATS sysiems that arc instrumental to helping the
Department maintain compliance and ensure that the controls are functioning properly.

Management’s Response and Corrective Action Plan

VDOL has developed a VABS/FARS/CATS specific security policy named Policy 21 - “Security Policies
for the Labor Enterprise Computing (LEC) System” which is based upon existing State of Vermont DII
policy. This policy was implemented on February 25, 2015. VDOL Policy 22 “Policy for Change and
Configuration Management” was released on February 25, 2015 and was fully implemented by March 31,
2015. VDOL Central Office is card access entry only. Non employees are escorted when they are admitted.
The access door to the data center with key punch is now working, and has been reinforced with a magnetic
lock mechanism. The unlocked door allowing staff access to pick up print outs is protected by the fact that
the building is locked down and that non-employees are escorted. Key codes to the key pad door are restricted
and periodically reviewed and the door to print outs will remain unlocked to staff during normal working
hours. The door keypad code is changed quarterly and a review of all staff with access is done at that time.

IT Disaster Contingency review was last conducted in September 2012 by BerryDunn, No annual review
has been done since that review when we deactivated our license upon change of VDOL Personnel in charge
of initiation. Prior to 2012, we did not own replacement hardware; nor had it been licensed or tested off site
for Disaster Recovery Purposes. In November 2015, we updated a server and purchased a second for
mirroring purposes. The main server is now installed and in production. The mirror server has been created
and we are testing it at our central location in Montpelier. Once it has passed the testing it will be moved to
our Burlington site and we will contract with BerryDunn by Fall 2016 for final testing and implementation.

Along with, and in addition to, the quarterly review of user access, VDOL will immediately implement a
quarterly review of application conirols to assure functionality and compliance.
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Scheduled Completion Date of Corrective Action Plan

Fall 0f 2016
Contact for Corrective Action Plan

Tom Tomasi, VDOL Director of Administration, (802) 828-4376
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Finding 2015-017

U.S. Department of Labor

Program Name and CFDA Number
Unemployment Insurance (CFDA #17.225)
Program Award Number and Award Year

UI-26567-15-55-A-50  10/1/14-12/31/17
UI-25236-14-55-A-50  10/1/13-12/31/16
UI-23924-13-55-A-50  10/1/12-12/31/15
Ul-22346-12-55-A-50  10/1/11-12/31/14

Criteria
Eligibility for Individuals

Regular Unemployment Compensation Program — Under State UC laws, a worker’s benefit rights depend
on the amount of the worker’s wages and/or weeks of work in covered employment in a “base period.” While
most states define the base period as the first 4 of the last 5 completed calendar quarters prior to the filing of
the claim, other base periods may be used. To qualify for benefits, a claimant must have eamned a certain
amount of wages, or have worked a certain number of weeks or calendar quarters within the base period, or
meet some combination of wage and employment requirements. Some states require a waiting period of one
week of total or partial unemployment before UC is payable. A “waiting period” is a noncompensable period
of unemployment in which the worker was otherwise eligible for benefits.

To be eligible to receive UC, all states provide that a claimant must have been involuntarily separated from
suitable work, i.e., not because of such acts as leaving voluntarily without good cause, or discharge for
misconduct connected with work. Afier separation, he or she must be able and available for work, in the
labor force, legally authorized to work in the U.S., and not have refused an offer of suitable work (20 CFR
section 603.2). Pub. L. No. 112-96 requires work search as a condition of eligibility after the end of the first
session of a State’s legislature which begins after February 22, 2012.

Condition Found

The Vermont Department of Labor (the Department) is responsible for determining whether claimants meet
eligibility requirements outlined in State law to receive unemployment compensation benefits. One of the
eligibility requirements is that claimants complete mandatory reemployment services as directed.
Reemployment services are designed to increase claimants’ chances of obtaining a job before they exhaust
their benefits. Claimants with the highest probability of exhausting benefits are selected for participation.
There are currently two services offered, Reemployment Eligibility Assessments (REA) and Reemployment
Services (RES). Attendance and completion of either REA or RES is documented by local resource center
staff in the Vermont Job Link workforce development system. Claimants who do not complete the services
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are considered “failed to report,” and their unemployment benefits are denied until the service is rescheduled
and completed.

During our testwork over eligibility we selected 40 claimants, of which 17 were required to complete
mandatory reemployment services. In 1 instance we noted that the electronic enrollment file for the claimant
was listed as “failed to report” but benefits were not stopped. Upon review of additional supporting
documentation, we were able to determine that the claimant had completed the reemployment service
requirements even though it was not documented within the system. As a result of the error we extended our
sample to review all claimants selected for RES within the same week as the claimant in our initial sample.
There were 23 claimants in this population and in 5 instances the Department was unable to validate whether
these individuals attended RES and in all cases benefits had not been suspended.

Due to the number of errors, the Department performed further procedures to determine the extent of
unsubstantiated claims and potential unemployment benefit overpayments in fiscal 2015. The Department
reviewed all 1,307 claimants selected for RES during the state fiscal year and discovered 366 claimants had
potential issues. The Department distributed the list of 366 claimants, sorted by office, to all of the regional
offices with a data validation form and instructions to find all the hard copy case files and paperwork to
substantiate that the required reemployment services had been completed. All 366 data validation forms were
received back from the regional offices and the Department was able to validate the files on 252 claimants,
which left 114 unsubstantiated claimant files.

Cause

The cause of the condition found is a lack of review over regional staff performing data entry in the Vermont
Job Link workforce development system.

Effect

The effect of the condition found is that claimant eligibility is not properly documented, and the overpayment
of unemployment benefits to ineligible claimants is not identified by the Department.

The condition found appears to be systemic and is considered to be a material weakness in internal control.
Questioned Costs

$401,908 represents the amount of claims paid throughout fiscal 2015 for the 114 claimants required to
attend reemployment services prior to benefits being received.

Recommendation
We recommend that the Department review its procedures related to RES enrollment and data entry by

regional staff and put into place review controls to ensure RES enrollment is properly and timely documented
and communicated to the Ul Division.
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Management’s Response and Corrective Action Plan

The Vermont Department of Labor, in administering the Reemployment Service (RES) program with Ul
claimants, was required to ensure that each Ul claimant was scheduled for and received "Reemployment
Service”. RES is intended to reduce a Ul claimant’s duration on Ul by engaging the claimant - early in his/her
unemployment status - in job search assistance and work search activities. As a result of VDOL staff error,
some Ul claimants were not scheduled for RES program services. The Department records reveal 1,307 RES
claimants, of which 366 were identified for further review; and 252 of those were validated as properly
processed and served. The Department was unable to substantiate {through case file review, case notes,
database entries, etc.) RES services to 114 Ul claimants. We cannot determine if the claimant was, or was
not, scheduled and/or seen in the AJC for RES services. There is no indication that these 114 claimants
engaged in any type of misrepresentation or fraud in relation to their Ul claims and status.

VDOL Workforce Development division has, as recommended, reviewed and modified the RES enrollment
procedures and controls. Regional Managers and staff conducting the RES program have the tools needed
to ensure that RES enrollments are appropriate, timely, properly documented and communicated to VDOL’s
Ul division.

The Department has developed an RES supplemental protocol that directs staff members responsible for
RES to check in and validate with the Regional Manager that the RES list has been received. At the end of
each week, the staff member will report to the Regional Manager on what activities and/or actions have taken
place for each participant scheduled for RES. RES participant files will reflect notes and entries of activities
that took place along with F-87 forms that have been forwarded to the UI Division. VDOL Workforce
Development division has also implemented a weekly RES activities tracking sheet to be used in all of our
regional offices. The tracking sheet is reviewed at the end of every week by the Regional Managers to insure
that all RES activities meet or exceed policy expectations. T<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>