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ACTI ON NARRATI VE

CHAIR RALPH SAMUJELS called the Legislative Budget and Audit

Commttee neeting to order at 8:35:41 AM Represent ati ves
Doogan, Chenault, Kelly, Samuels, and Senators Hoffman, Stednman,
Therriault, Geen, and Huggins were present. Representati ve

Hawker arrived as the neeting was in progress.
APPROVAL OF M NUTES
8:35:48 AM

CHAI R SAMJELS announced that the first order of business would
be approval of m nutes.

SENATOR HOFFMAN nade a notion to approve the mnutes of the
Decenber 10, 2007, and January 29, 2008, neetings of the
Legislative Budget and Audit Comrittee. There being no
objection, it was so ordered.

AUDI T REQUEST
8:36: 07 AM

CHAI R SAMUELS announced that the next order of business woul d be
the audit request.

SENATOR STEDMVAN requested an audit of the Gavina Access Project
to identify and analyze all nonies authorized and appropriated
through the Federal H ghway Admnistration (FHW), federal
earmarks, and state |egislative appropriations for the project
since 1996. He expressed interest in detailed analysis of the
allocation of federal funds wth respect to earnarks. He
related that the Gavina Access Project has been a 30 year
transportation inprovenent program project that has undergone
the environnental inpact statenent (EI'S) process, which included
selecting a preferred alternative. Feder al funds were
appropriated and earmarked, but the project, he said, *“has
continued to wallow deep in the bowels of the financial arena.”
He expressed concern about the accuracy of the accounting
process, and about the procedures used by the Departnent of
Transportation & Public Facilities (DOT&F) to nove the project
forward. He stated that his nenorandum of February 15, 2008, in

the comittee packet, details his audit request. He
acknowl edged that the audit would delve into the federal arena,
but expressed confidence in the outcone. He noted he has

broader concerns with DOI&F with respect to the Statew de
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Transportation |Inprovenent Program (STIP) process and federal
monies. “This may well fall in line with the cockroach theory,
where you find one, you find many, many nore,” he said. He said
he refrains from drawing any conclusions until the Division of
Legi sl ative Budget and Audit conpletes its thorough audit.
Since the scope of the audit request is extensive it wll not
likely be conpleted by the end of this legislative session, he
opi ned.

8:39: 35 AM

PAT DAVIDSON, Legislative Auditor, Division of Legislative
Audit, Alaska State Legislature, said that she has had an
opportunity to work with Senator Stedman’s staff on the scope
and objectives of the audit. The division frequently audits
DOT&PF not only in response to audit requests, but also because
substantial federal funds flow through the agency. She offered
that the [Gravina Access Project] audit will focus on conpliance
with the laws and regulations that govern the federal program
but woul d al so enconpass a new area for the division, to exan ne
the federal |egislation. She noted that the division has
contacts and can utilize expertise from the Governnent
Accountability Ofice and General Accounting Ofice (GAO, as
well as the Ofice of the Inspector General (OG for the U S.
Department of Transportation in the course of conducting the
audi t.

8:40: 48 AM

SENATOR THERRI AULT inquired as to whether the FWHA conducts
accountability reviews to ensure appropriations to DOT&PF are
appropriately spent. He further inquired whether it wll be
necessary for the departnent to generate the information and
analysis of the oversight or if there is substantial federal
audit information avail abl e.

M5. DAVI DSON answered that federal oversight typically consists
of reviewing the approval process DOT&PF uses to develop its

projects, such as the STIP. Once the DOT&PF identifies a
project, the federal oversight reviews the approval of the
i ndi vi dual project and phases. Otentines funding is allocated
for primary or secondary roads, but DOT&PF or the state
identifies the specific roads that will be funded. While the
federal agency doesn't have control in the final project
decision, it reviews whether the state has appropriately

foll owed the process to identify the roads.
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8:42:24 AM

SENATOR THERRI AULT inquired whether the federal accounting
system would catch expenditures charged counter to an earmark
for a specific state project.

M5. DAVIDSON answered it is difficult for her to assess the
federal oversight on earmarks because it probably would depend
on the specificity of the earnark. She related that if an
earmark identifies funding for a project from mlepost “X to
“Y' the federal accounting process could probably determne if

funding was spent on the specific project. She hesitated to
nore fully respond, but offered that once the audit begins she
wll have a better idea of the [accountability on] federal
ear mar ks.

8:43:40 AM

REPRESENTATI VE DOOGAN inquired as to whether auditors can
investigate whether the final decision to proceed wth the
Gravina Access Project was nade by DOT&PF. He offered his
understanding that the decision was not made by DOT&PF. He
inquired as to the audit process when deci sions are made.

M5. DAVI DSON specified as |ong as decisions were nade by soneone
within the state entity, the auditor can ask questions “all the
way up line.” However, if [decisions were nmade by] sonmeone in a
federal agency, the audit wuld focus on the directives
docunented by the federal agency and whether DOT&PF s action was
consistent wwth its directive.

M5. DAVIDSON, in response to a question by Representative
Doogan, agreed that if one of the decisions were to lead to the
governor’s office, the auditor would investigate it.

8:45: 29 AM

M5. DAVIDSON, in response to a question by Senator Therriault,
specul ated that the division’s audit team would be active within
four to six weeks. She offered that it is difficult to assess
the length of time to conplete the audit since auditors wll
need to understand the specifics of Congressional appropriations
and ear marks. She offered that she is not currently famliar
with the “twists and turns associated” with the Gavina Access
Proj ect.
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SENATOR THERRI AULT further inquired as to an estimate of the
general length of project queue and for a projection of the
prelimnary audit conpletion date.

M5. DAVIDSON specified that so long as the audit team is in
place within four to six weeks, the prelimnary audit wll be
conpl eted by the begi nning of the next |egislative session.

8.47. 03 AM

SENATOR HOFFMAN made a notion to approve Senator Stedman’s
request for an audit of the Gavina Access Project. There being
no objection, it was so ordered.

CONTRACTS

8:47:19 AM

CHAlI R SAMUELS announced that the next order of business woul d be
to take up contracts.

CHAIR SAMUELS outlined an overview of the five gas I|ine

contracts the conmttee wll consider. He offered that the
commttee will consider whether to extend the contract for Steve
Porter, who is currently working and neeting with comittee
nmenbers. The contract for Dan Dickinson is an extension
although he is not as actively engaged in this project at the
current tine. The contract for Econ One [Research, Inc] is a
new contract because the original contract [in 2005] evolved to
focus nore on oil taxation issues. Under the advice of the
| egislative auditor and |egal counsel, the contract has been
rewitten. Wile the scope of the contract with Econ One
Research, Inc. has not changed, it has been adjusted to reflect
a nore accurate statenment of work currently being done. He

noted that at the request of Representative Harris, the
conmttee has tasked Econ One Research, Inc. wth analysis of
the Al aska Gasline Port Authority (AGPA) project.

CHAIR SAMUELS advised that the commttee has also conpiled a
list of potential firnms in order to issue a request for proposal
(RFP) for a financial firm to conduct an analysis of corporate
finances of conpanies. The firm will assess the financial
ability of conpanies such as TransCanada PipeLines Limted and
ConocoPhillips Al aska, Inc., their overall earnings, “how nuch
they make in their hub” and whether they can take on such a
| arge scale project. The final contract is for rate experts to
perform rate analysis [on proposals forwarded for t he
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construction of a gas pipeline]. He noted that [it is in the
commttee’s best interest to issue this contract] as a sole
source contract. The contract is wth Dr. John Neri of Benjamn
Schl esi nger and Associ at es. He offered to exam ne other areas
to pull in expertise commttee nenbers need, but thus far the
only request has been the one previously nentioned from
Representative Harris.

8: 50: 48 AM

REPRESENTATI VE KELLY expressed concern about the |iquefied
natural gas (LNG pricing and tariffs. He stressed the
i mportance of revisiting pricing and tariffs with respect to
Al aska Gasline Port Authority (AGPA), and for the commttee to
scrutinize the information AGPA provides, as well as review its
past assertions. Since AGPA's presentation [to the state]
“showed an interesting twst”, he offered that it nust now be
required to defend its position on tariffs and pricing.

8:52:22 AM

CHAIR SAMUELS confirmed that Econ One Research, 1Inc. is
currently tasked to review questions posed with respect to price
and tariff. He recalled that the AGPA's presentation asserted
that its tariff is higher, but related that the market price was
Henry Hub plus three, the increase due to Asian influences

affecting the narket price. Al though the conmttee could
contract out for pricing reports, it probably “can pull them off
the shelf” as well, he opined. If the commttee desires nore

informati on, Econ One Research, Inc. could likely provide it.
Further, Econ One Research, Inc. could be the “point person” to
determne if the market is firm for exanple, at Henry Hub plus
three [percent], and whether the tariff will be a little higher
or if isit going to be quite a bit higher.

8:53:17 AM

REPRESENTATI VE KELLY recalled the three blowuts at the end |[of
the special |egislative session]. He urged that if AGPA is
going to get back in the queue that it is inportant to have AGPA
respond to specific questions.

CHAI R SAMUJELS, in response to a request by Representative Kelly,
offered to provide nenbers a list of questions that the
consultants are tasked to exam ne. He stated that several
guestions have been already been posed such as M. WIlliam A
Mogel, Saul Ewing LLP, is tasked to exanmine the $9 billion
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guestion and to determ ne whether there is a contingency in the
TransCanada PipeLines Limted “TransCanada” Al aska Gasline
| nducenent Act (AG A bid. M. Porter has been tasked to
provide nore general guidance and [expertise] by briefing
conmi ttee nmenbers.

8:54:32 AM

SENATOR THERRI AULT inquired as to how Dr. Neri was identified as
a potential contractor.

CHAI R SAMJELS answered that M. WIlliam A Mgel, Saul Ew ng
LLP, provided the conmittee with his nane. He noted that Dr.
Neri's resune is included in the commttee packet. He offered
that the committee can cross check rate naking with Jane Kidd,
Econ One Research, Inc.

8:55:25 AM

CHAIR SAMJELS, in response to Senator Therriault, stated that
the proposed contracts are not to exceed the stated anmount and
he briefly reviewed the proposed contract anounts. He offered
while he was not certain of the anobunt spent to date on the
contract with Econ One Research, Inc., that the proposed notion
woul d revise the contract amount from inception to the present
time not to exceed $200, 000. He said that the amount for Dr.
John Neri for expert rate work and the anobunt for the financial
houses RFP are not to exceed $100,000 each, and that the
contracts for M. Dickinson and M. Porter are not to exceed
$200, 000 each.

SENATOR THERRI AULT inquired as to the proposed contracts for M.
D ckinson and M. Porter, and surm sed that each bring unique
skills as former enployees of the Departnent of Revenue.
Furthernore, M. Porter’s skills fromhis work in the oil patch
provi des a good m Xx. Despite M. Dickinson's expertise in tax
policy, Senator Therriault questioned what unique [expertise]
M. Dickinson offers in the current realm

CHAI R SAMUELS responded that M. Dickinson has recently been
[testifying] before the Senate on tax policy |egislation,
although M. Porter is tasked with nore responsibilities than
M. Dickinson at the present tine.

CHAIR SAMIJELS, in response to a question by Senator Therriault,

advised that the commttee wll consider whether to do the
following: extend the current contracts for M. Porter and M.
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Di cki nson, to approve a new contract for Econ One Research, Inc.
which better reflects the assigned tasks, to approve an RFP to
select a financial [analysis firm, and to approve a sole source
contract with the rate expert, Dr. Neri.

8:57:43 AM

SENATOR HOFFMAN prefaced his motions for the first three
contracts by stating that it is in the conmttee s best interest
to issue sole source contracts and not follow the |egislative
procurenent solicitation requirenments in order to be responsive
to the proposal submtted under the Al aska Gasline |nducenent
Act (AG A) and ot her proposals forwarded for a gas pipeline.

SENATOR HOFFMAN made a notion to authorize the chair to amend a
prof essional services contract with Steven B. Porter to an
amount not to exceed $200, 000. There being no objection, the
anended contract was approved.

8:58: 29 AM

SENATOR HOFFMAN made a notion to authorize the chair to anend a
prof essional services contract with Dan E. Dickinson to an
amount not to exceed $200, 000.

SENATOR Therri ault obj ect ed.

A roll call vote was taken. Representatives Chenault, Kelly,
and Sanuels, and Senators Hoffman, Stednan, G een, and Huggi ns
voted in favor of the notion. Representative Doogan and Senat or
Therriault voted against it. Therefore, M. Dickinson’ s anended
contract was approved by a vote of 7-2.

8:59: 27 AM

SENATOR HOFFMAN nmade a notion to authorize the chair to enter
into a sole source contract in an anmount not to exceed $200, 000

with Econ One Research, Inc. [for professional analysis and
expert economc advice with respect to gas pipeline proposals
subnmitted to the state]. There being no objection, it was so
or der ed.

8:59: 44 AM

SENATOR HOFFMAN made a notion to authorize the chair to solicit
for and enter into a contract with a financial analyst for an
amount not to exceed $100,000 to perform financial analysis on
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proposals forwarded for the construction of a natural gas
pi peline. There being no objection, it was so ordered.

9:00: 02 AM

SENATOR HOFFMAN nmede a notion to authorize the chair to enter
into a professional services contract in an anpunt not to exceed
$100,000 with Dr. John Neri of Benjamn Schlesinger and
Associ ates, Inc. There being no objection, the contract was
appr oved.

9:00: 20 AM

CHAI R SAMIJELS, in response to a question by Senator G een on the
nmotion for a contract for a financial analyst, clarified that
the notion is to allow an RFP to select a financial analyst
firm

9: 00: 33 AM

CHAIR SAMIJELS, in response to a question by Representative
Chenaul t, advised nenbers to direct any questions for
consultants to the chair or to Ms. Sutton, the Project Director
to forward to the respective consultant. He noted that the

majority of the expenditures to date have been spent on anal ysis
and tracking information. He offered that one area that has not
yet been contracted for is an analysis of price forecasting, but
he opined that information is al ready avail abl e.

9:02: 48 AM

SENATOR THERRI AULT inquired as to whether all nenbers wll get
copies of any questions submtted to the consultants.

CHAI R SAMJELS agreed that questions will be conpiled and he has
al ready posed sonme questions to the consultants. He advi sed
that nenbers are informed quickly once answers are received. He
offered to conpile a list of questions already posed, as well as
any questions for the commttee’ s consultants and to distribute
t hem He noted his office will nmaintain confidentiality of the
menber’s identity [because the questions] come from the
commttee rather than the individual.

9: 03: 53 AM
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SENATOR HUGG NS said that he appreciates the open and
transparent process the chair and his staff nmaintain as the
comm ttee goes through this process.

9: 04: 05 AM

M5. DAVIDSON inquired as to whether the notion to approve Dr.
Neri's contract is also a sole source contract and wll not
follow |l egislative procurenent solicitation requirenents because
it is in the conmttee's best interest. She offered that she

wanted to be certain that information was included in the
conmi ttee record.

CHAI R SAMUELS noted his agreenent that Dr. Neri’s contract is a
sol e source contract for the reason stated.

9: 04: 39 AM

CHAI R SAMUELS, in response to a request by Senator Therriault,
noted copies of all of the contracts are available and wll be
posted on the Legislative Budget and Audit Committee’'s web site.

EXECUTI VE SESSI ON
9: 05: 03 AM

SENATOR HOFFMAN nade a notion to nove to executive session for
the purpose of discussing confidential audit reports under AS
24. 20. 301. There being no objection, the committee went into
executive session at 9:05 a. m

9:10: 57 AM

CHAI R SAMJELS brought the conmmttee back to order at 9:10 a.m
He noted the following conmttee nenbers were in attendance,
Representatives Doogan, Kelly, Chenault, and Sanuels, and
Senators Green and Therriaul t.

PRELI M NARY AUDI T
9:11: 01 AM

REPRESENTATI VE KELLY nmade a notion for the prelimnary audit for
the State of Alaska Single Audit for Fiscal Year Ended June 30,
2007, to be released to the appropriate agency for response.
There being no objection, the notion to release the prelimnary
audit was approved.
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9:11:16 AM
ADJ QURNVENT
There being no further Dbusiness before the conmttee, the

Legi sl ative Budget and Audit Committee neeting was adjourned at
9:11 a.m

BUD COWM TTEE -11- February 20, 2008



