ALASKA STATE LEGQ SLATURE
LEG SLATI VE BUDGET AND AUDI T COW TTEE
Novenber 2, 2007
9:03 a.m

VEMBERS PRESENT

Representati ve Ral ph Sanuels, Chair
Senat or Lyman Hof frman, Vice Chair
Representative M ke Chenaul t
Representative Mke Kelly
Representati ve M ke Doogan

Senator Lyda Green

Senator Bert Stedman

Senat or Johnny Ellis

Senator CGene Therriaul t

Representati ve Reggie Joule (alternate)
Senat or Charlie Huggins (alternate)

VEMBERS ABSENT

Representati ve M ke Hawker
Representative Kevin Meyer (alternate)

COWM TTEE CALENDAR

APPROVAL OF M NUTES
OTHER COW TTEE BUSI NESS
AUDI T REQUESTS

EXECUTI VE SESSI ON
RELEASE OF AUDI TS

OTHER COW TTEE BUSI NESS

PREVI QUS COW TTEE ACTI ON
No previous action to record
W TNESS REQ STER

LETA SIMONS, Adninistrative Services Manager

Central Ofice

Di vi si on of Support Services

Depart ment of Natural Resources (DNR)

Juneau, Al aska

PCSI TI ON  STATEMENT: Provided coments during the discussion
pertaining to the audit request.
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PAT DAVI DSON, Legislative Auditor

Di vision of Legislative Audit

Al aska State Legislature

Juneau, Al aska

POSI TI ON  STATEMENT: Provi ded conmments during the discussion
pertaining to the audit request; provided coments during the
di scussi on of other comm ttee business.

ACTI ON NARRATI VE

CHAIR RALPH SAMUJELS called the Legislative Budget and Audit
Commttee neeting to order at 9:03:43 AM Represent ati ves
Doogan, Chenault, Kelly, and Samuels, and Senators Stednan,
Ellis, Huggins (alternate), and Hoffrman were present at the call
to order. Representative Joule (alternate) and Senators G een
and Therriault arrived as the neeting was in progress.

APPROVAL COF M NUTES
9: 04: 33 AM

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

SENATOR HOFFMAN made a notion to approve the mnutes of
Sept enber 5, 2007. There being no objection, the mnutes from
the neeting of Septenber 5, 2007, were approved.

OTHER COVM TTEE BUSI NESS
9:04: 57 AM

CHAI R SAMUELS announced that the next order of business - under
other commttee business - would be a discussion regarding the
consulting contracts for Dan E. D ckinson, Steven B. Porter, and
Econ One Research, Inc. ("Econ One"). He nentioned that the
original contract with Econ One specified that the conpany woul d
provi de consulting services regarding the Al aska Stranded Gas
Devel opment Act, and that |ater then-Chair Therriault [obtained]
a ruling allowing Econ One to provide consulting services
regarding the production profits tax (PPT) and the Al aska
Gasline Inducenent Act (AGA). However, per the advice of the
auditor and legal counsel, the Legislative Budget and Audit
Commttee had a new contract for Econ One drafted. The issue
before the commttee, Chair Samuels explained, is the question
of whether to enter into three $25,6000 sole source contracts -
one each for Dan E. D ckinson, Steven B. Porter, and Econ One
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Research, Inc. - with none to exceed $75, 000. Shoul d those
contracts need to be extended further, he offered, he would
bring the issue back before the conmttee at that tine.

9:06: 18 AM

SENATOR HOFFMAN made a notion to authorize the chair to enter
into a sole source contract or an anendnent to a contract in an
amount not to exceed $75,000 with Dan E. Dickinson for
prof essi onal analysis and expert advice on the petrol eum profit
tax and other oil and gas related issues as well as historica
i nstitutional know edge about the state's prior actions on these
i ssues.

CHAIR SAMUJELS, in response to a question, relayed that the
audi tor has advised the commttee to address the aforenentioned
contracts as three separate notions.

SENATOR ELLIS objected to the notion, adding that M. D ckinson
has no credibility wwth him

A roll call vote was taken. Representatives Chenault, Kelly,
and Sanuels, and Senators Geen, Stedman, and Hoffrman voted in
favor of the notion authorizing the chair to enter into a
contract with Dan E. Dickinson. Representati ve Doogan and
Senators Ellis and Therriault voted against the notion.
Therefore, the notion passed by a vote of 6-3.

9:08: 06 AM

SENATOR HOFFMAN nmede a notion to authorize the chair to enter
into a sole source contract or an anendnent to a contract in an
amount not to exceed $75,000 with Steven B. Porter for
pr of essi onal analysis and expert advice on the petroleum profit
tax and other oil and gas related issues as well as historica
institutional know edge about the state's prior actions on these
i ssues. There being no objection, the notion passed.

9: 08: 36 AM

SENATOR HOFFMAN made a notion to authorize the chair to enter
into a sole source contract or an anendnent to a contract in an
anount not to exceed $75,000 with Econ One Research, Inc., for
pr of essi onal analysis and expert economic advice on the
petrol eum profit tax and other oil and gas related issues as
well as historical institutional know edge about the state's
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prior actions on these issues. There being no objection, the
noti on passed.

AUDI T REQUESTS
9: 09: 06 AM

CHAI R SAMJELS announced that the next order of business would be
the audit request by Senator G een pertaining to the Matanuska-
Mai d Dairy.

9:09: 24 AM

SENATOR GREEN, noting that the adm nistration had at one tine
requested that the Legislative Budget and Audit Conmittee
conduct an audit regarding the Mtanuska-Maid Dairy (Mat-Mid),
relayed that she still has questions about the Mat-Miid
situation and would |Iike those questions answered via an audit.

SENATOR GREEN then nade a notion that the commttee approve the
audit request regarding the Departnment of Natural Resources
(DNR) and the financial transactions pertaining to the
Mat anuska- Maid Dairy transition and sal e.

SENATOR THERRI AULT i ndi cated he doesn't wish to duplicate any of
adm nistration's efforts in conducting its own audit regarding
Mat - Mai d.

CHAIR SAMJELS noted that the Legislative Budget and Audit
Commttee's job is to look over the shoulder of the executive
branch; therefore, even if the admnistration is conducting its
own audit, he would be in favor of the |egislature conducting
anot her one. He relayed that the admnistration's request for
an audit by the commttee was | ater w thdrawn.

9:12:13 AM

LETA SIMONS, Adm nistrative Services Mnager, Central Ofice,
D vision of Support Services, Departnment of Natural Resources
(DNR), explained that the adm nistration had initially asked the
conmittee to conduct an audit because there were still a lot of
unanswered questions regarding the Mat-Maid [situation];
however, as tinmng becane an issue, the Creanery Corporation
Board itself procured an audit. The field work for that audit
began this week, and the scope of that audit pertains to the
managenent practices from January 1, 2005, through June 30,
2007. There have been sone questions with regard to sone of the

BUD COWM TTEE -4- Novenber 2, 2007



decisions that were made, given the financial and econonic
forecasting conditions of the "corporation" at that tinme, so the

audit wll focus on discretionary spending, retainer contracts,
variances in terns of sales - different prices being charged to
di fferent cust omers - and t he ef fectiveness of t he

"corporation's" sales program She nentioned that when the new
board took control and new managenent cane on board, there were
a lot of questions and all egations raised.

M5. SIMONS, in response to a question, provided the comittee
with the name of the firmthat is conducting the current audit,
but also clarified that technically what is being conducted is
known as an "agreed upon procedures engagenent” - or a review
engagenent - and it is different than an audit and has a
different inplication, particularly for those doing the work.

SENATOR  GREEN, in response to a question, offered her
understanding that what is currently being conducted could be
considered simlar to a "look-back audit,"” whereas the audit
that she is requesting would focus on the [state's] current
activities as they relate to Mat- Maid.

PAT DAVIDSON, Legislative Auditor, Division of Legislative
Audit, Al aska State Legislature, added that the scope of Senator
Green's request has nore to do with the actual sale of the
assets and the process being used to sell those assets. So
al though sone of the sane people my be interviewed, she
remar ked, different questions will be asked of them

CHAI R SAMJELS surm sed that ultimately the state is responsible
for neeting Mat-Maid's financial obligations.

9:17:35 AM

M5. SIMONS concurred, and offered that from a cash perspective,
Mat - Mai d has been able to function because its creditors have
been very accommodat i ng.

CHAI R SAMUELS expressed support for the requested audit.

SENATOR HUGGE NS al so expressed support for the requested audit.

REPRESENTATI VE DOOGAN asked whether current law requires the
results of the review engagenent to be nmade public.

M5. SIMONS of fered her understanding that the results would cone
in the form of a managenent report, and said that although she
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can't inmagine that that report would be kept private, the
Creanery Corporation Board does have that prerogative.

REPRESENTATI VE KELLY asked whether the scope of the requested
audit is sufficiently broad.

M5. DAVIDSON said that the request does seem to be broad, wth
the focus being on how assets will be disposed of. |If there are
concerns regarding past operations, for exanple, that the
commttee would like the audit to focus on, the request does not

currently specify that authority. However, she added, in the
past when sonmething has cone to the division's attention as
still needing to be addressed, the division has either gone back

to the requestor and had a discussion about a possible scope
expansi on or has made a suggestion to the commttee for a future
audi t . In response to a question, she said that if during the
audit process the division notices sonething that the division
feels does have inplications with regard to the audit that has
been requested, the division will sinply investigate that issue.

9:21: 32 AM
SENATOR THERRI AULT referred to the actual audit request, noted

that item nunber 2 says in part, "the recomendati ons made by
the specialists", and asked who those specialists are.

M5. DAVIDSON indicated that they would be appraisers - an
appraiser for the real estate, and an appraiser for the
equi pnent - though the term "specialist" was used in the audit

request because those appraising the equipnment mght not
actually be called "appraisers.™

SENATOR THERRI AULT noted that Phase Il of the audit request
appears to pertain to activities that have not happened yet. He
asked, therefore, whether any determ nations that are nmade with
regard to those activities would be considered an audit function
or just a nonitoring function.

M5. DAVIDSON relayed that those itenms were included because,
according to infornmation available on the DNR s web site, those

activities will have occurred during the tine the audit is being
conducted, and so it seened appropriate to include them in the
audit request. In response to a question, she said that if the

division felt the need for a scope expansion, the division would
typically either go to the requestor or to the chair of the
Legi sl ative Budget and Audit Conmitt ee.
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SENATOR THERRI AULT referred to item nunber 9 of the audit
request - this itemread, "According to statute, in which of the
four above-nentioned entities should the proceeds of the sale be
recorded”" - and asked whether the division had asked that that
| anguage be added.

M5. DAVIDSON offered her belief that the audit process wll be
conplicated by questions of legalities, and so as such questions
arise the division will contact either Legislative Legal and
Research Services or the Departnent of Law (DOL) as appropriate.

CHAIR SAMUELS, noting that there were no objections to the
noti on, announced that the audit request will nove forward.

SENATOR THERRI AULT asked who the biweekly reports referred to in
the audit request will be nade avail able to.

CHAI R SAMJELS said he is assunming that the reports will cone to
the commttee; if so, the commttee wll ensure that they are
di stributed to nenbers.

M5. DAVI DSON sai d:

That is a bit of a problemfor us. The committee has
established policies and procedures for reporting

fi ndi ngs. If the commttee directs us to nmke this
the top priority, | do have an audit that is wapping
up, and what we would nove is that team of auditors on
to this in probably the next 10 to 14 days. | can't,
right now, under comrmittee procedures, give any
briefings. Partly, there's a couple reasons; one of
it is, until we get all the evidence, we really
suspend drawi ng concl usions. And that's why the
briefing process doesn't really work well wth an

audit process. However, it has been clear to ne that
there's a real desire to get information out as fast
as possible, and what | can commt to the conmttee is
that I will look at this and, when we do get a piece
of work done, maybe issuing a series of reports. And
so, rather than a briefing process, when we get a
piece of work done, we'll wap it up as an audit
report, bring it before the commttee, and be clear on
what it is that we were looking at in that context and
then what there's left for us to |look at. [ think
that would be the better nodel to use with the audit
process, Wwth existing professional requirements for
us as well as the conmttee policies and procedures.

BUD COWM TTEE -7- Novenber 2, 2007



CHAI R SAMUJELS observed that the conmittee could also schedule
short nmeetings as necessary to consider the aforenentioned
briefings as they are avail abl e.

SENATOR THERRI AULT pointed out, though, that the audit request
specifies that the reports shall be provided biweekly.

MS. DAVIDSON indicated that it will not be possible to provide
bi weekl y bri efings, particularly gi ven t he pr of essi onal
standards under which the division nust conduct itself. She
said that she had envisioned being able to provide two separate
reports, one pertaining to activities that occur before a sale,
and one pertaining to the activities that occur after the sale.

SENATOR THERRI AULT surm sed, t hen, that commttee nenbers
shouldn't expect a biweekly report as outlined in the audit
request.

9:29:18 AM

REPRESENTATI VE JOULE noted that the |anguage in question uses
the term "should", not "shall", and surmised that this wording
won't nmake biweekly reports mandatory.

SENATOR GREEN concurr ed.

CHAIR SAMUELS reiterated that there has been no objection to the
notion and so the audit request will nove forward. He said he
would like to direct the auditor to allocate the necessary
resources to start this audit as soon as possible.

M5. DAVIDSON, in response to a question, indicated that there
are three pending commttee requests for audits that mght be
i npacted by naking Senator Green's audit request a priority:
frontier community services audit; frontier econom c devel opnent
corporation audit; and the Alaska Energy Authority's rural
ener gy power upgrade audit.

EXECUTI VE SESSI ON
9:32: 30 AM

CHAI R SAMUELS announced that the commttee would next go into
executive session.
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SENATOR HOFFMAN nmade 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 commttee went into
executive session at 9:32 a.m

CHAI R SAMUELS brought the commttee back to order at 9:56 a. m

RELEASE OF AUDI TS

9:56: 12 AM

SENATOR HOFFMAN rmade a notion for the prelimnary audit for the
Department of Education and Early Devel opnent (EED) - Speci al
Education Service Agency - to be released to the appropriate
agency for response. There being no objection, the notion
passed.

9:56: 27 AM

SENATOR HOFFMAN made a notion for the final audit reports for
the sunset review of the Big Ganme Commrercial Services Board; the
sunset review of the State Board of Parole; and the University
of Al aska Fairbanks - School of Education, selected issues - to
be released to the public. There being no objection, the notion
passed.

OTHER COW TTEE BUSI NESS
9:56: 52 AM

CHAI R SAMJELS announced that the final order of business - under
other commttee business - would be a discussion regardi ng peer
revi ew.

M5. DAVI DSON rel ayed that under professional auditing standards,
audit organizations are required to [periodically] undergo peer
review, and that because the Division of Legislative Audit
bel ongs to the National State Auditors Association's peer review
program a team of five individuals from Virginia, Arizona,
Oregon, New York, and the U'S. Department of Health and Human
Services (DHHS) cane to the division and conducted a week-1ong
peer review. She said that the upshot of that peer review was,
"W have a cl ean opinion - no reconmendations."”

9:57:45 AM
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ADJ OURNVENT

There being no further business before the comittee, the

Legi sl ative Budget and Audit Committee neeting was adjourned at
9:57 a.m
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