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Juneau, Al aska
POSI TI ON STATEMENT: Presented RPL 10-8-5037.

JAMES KING Director

Central Ofice

Di vision of Parks & Qutdoor Recreation
Department of Natural Resources (DNR)

Anchor age, Al aska

POSI TI ON STATEMENT: Presented RPL 10- 8-5038.

KEVI N BANKS, Acting Director

Central Ofice

Division of Ol & Gas

Department of Natural Resources (DNR)

Anchor age, Al aska

PCSI TI ON STATEMENT: Presented RPL 10-8-5039.

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 requests; provided comments during the
di scussi on of other comm ttee business.

SENATOR FRED DYSON

Al aska State Legislature

Juneau, Al aska

PCSI TI ON  STATEMENT: Testified on the tinmeliness of the
| egi sl ative audit process.

ACTI ON NARRATI VE

CHAIR RALPH SAMUJELS called the Legislative Budget and Audit
Commttee neeting to order at 9:05:31 AM Represent ati ves
Hawker, Kelly (via teleconference), and Sanuels, and Senators
Therriault, Geen, and Huggins (alternate) were present at the
call to order.

APPROVAL OF M NUTES

9: 05: 36 AM

REPRENTATI VE HAWKER nmade a notion to approve the mnutes of the
Legi sl ative Budget and Audit Commttee for Novenber 2, 2007.

There being no objection, the mnutes from the neeting of
Novenber 2, 2007, were approved.
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REVI SED PROGRAM - LEGQ SLATI VE ( RPLS)
9: 05: 56 AM

REPRESENTATI VE HAWKER nmade a notion to approve RPL 10-8-5037,
Depart ment of Nat ur al Resour ces (DNR) Resour ce
Devel opnent / Geol ogi cal Devel opnent .

CHAI R SAMUELS obj ected for the purpose of discussion.
9: 06: 53 AM

LETA SIMONS, Acting Director, Central Ofice, Dvision of
Suppor t Servi ces, Depart ment of Nat ur al Resources (DNR)
explained that the DNR requests authorization to anmend an
existing capital appropriation for airborne geophysical and
geological mneral inventory. The request would add an
addi tional $229,600 of statutory designated program receipts to
accept an anmount of funds from Angl o- Anerican Exploration, Inc.
(USA) in support of airborne geophysical surveys. Thi s
additional funding will allow the departnment to expand work in
the Linme Hills-Tyonek area, to connect three separate project
areas, and to provide additional geologic continuity as a result
of the surveys.

RPL 10-9-5037

9:07:44 AM

CHAI R SAMJELS renoved his objection. There being no further
obj ection, RPL 10-8-5037 was approved.

9:07:59 AM

REPRESENTATI VE HAWKER nmade a notion to approve RPL 10-8-5038, to
Department of Natural Resources (DNR), Parks & Recreation
Managenment, Parks & Recreation Access.

CHAI R SAMUELS obj ected for the purpose of discussion.

9:08: 25 AM

JAMES KING Director, Central Ofice, Dvision of Parks &
Qut door Recreation, Departnent of Natural Resources (DNR),

offered that this request would provide funding for a Chugach
El ectric Associ ati on, I nc. ( Chugach) proj ect, for its
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reapplication for a Federal Energy Regulation Commi ssion permt
(FERC). The Chugach was required to spend $50,000 on recreation
as part of the settlement for their relicensing of the Cooper
Lake hydro-electric project. The proposed project will provide
for the construction of a wnter recreational parking lot on
Snug Har bor Road near Cooper Landing. The funds will be used to
acconplish the prelimnary design, seek pernmts, site plan, and
conplete the environnental docunents, including those pertaining
to facilities such as restroons.

MR KING in response to a question by Representative Hawker,
responded he did not have the specific reason this project was
selected but indicated that oftentines the process includes
providing for recreation surrounding dam sites. The Chugach
consulted with the state parks because Chugach was aware of the
need for a parking lot for recreational snownbile use.

REPRESENTATI VE HAWKER asked if the state has discretion to use
the funds for other purposes such as trail heads in the Matanuska
Susitna Valley (Mat-Su) or along the Turnagain Arm

MR. KING responded that this project was specified in the
Chugach permt.

9:10: 55 AM

MR. KING in response to a question by Senator G een, about the
$50, 000 for design and permt services, responded that the FERC
permt also specified a requirenent for professional design.
Chugach contacted the division, to request work be done by the
Design & Construction section. He noted that this project was
wi thin the Kenai River Special Mnagenent Area (KRSM).

CHAIR SAMUJELS asked for clarification of the inpact on the
operating budget for the Division of Parks & Qutdoor Recreation
to maintain the facility.

MR. KI NG responded that the FERC |icense requires the Chugach to
maintain the facility. He advised that the DNR Design &
Construction section has the expertise to design the project.

CHAI R SAMJELS renoved his objection. There being no further
obj ection, RPL 10-8-5038 was approved.

9:12:16 AM
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REPRESENTATI VE HAWKER made a notion to approve RPL 10-8-5039,
Department of Natural Resources (DNR), Resource Devel opnent/Q |
& Gas Devel opnent.

CHAI R SAMUELS obj ected for the purpose of discussion.
9:12: 38 AM

KEVI N BANKS, Acting Director, Central Ofice, Dvision of Ol &
Gas, Departnent of Natural Resources (DNR), explained that this
request will allow the division to accept funds from an
applicant for royalty nodification to conduct a royalty
nmodi fi cation eval uati on. Specifically, AS 38.05.180 (j), the
enabling legislation to offer royalty nodifications for new
devel opnent, gives the division the authority to hire outside
consultants to evaluate projects up to $150,000 for each project

eval uati on. The division received an application from Chevron
US A Inc. in Septenber 2007 for Stunp Lake and the Ivan River
Units in Cook Inlet. This application is likely to be split

into two separate applications, with a cost of $150,000 to
conduct each royalty nodification eval uation.

9:14: 44 AM

MR. BANKS, in response to a question by Senator Huggins, replied
that the division has two projects pending royalty nodification

revi ew. Ni kai tchuq project wunit, which is currently in the
public notice process, and Chevron, who applied for royalty
release in two units. He indicated it mght be possible to

conplete the royalty nodification evaluation as one project.

SENATOR HUGA NS asked for an explanation of the bal ance between
oil taxation and royalty applications.

MR. BANKS opined, with respect to the Nikaitchuq project which
the division just conpleted its evaluation on, wuld have
qualified for royalty relief under the current tax system and
the Alaska's Clear & Equitable Share (ACES) |egislation. He
noted that ACES squeezes a little harder, but that the project
woul d have qualified for royalty tax relief under either program
because of the huge capital investnent required and because of
t he sonmewhat | ower vyield.

MR. BANKS, in response to a question by Senator Huggins, stated
he was only aware of other royalty relief that had been
approved, which was the Pioneer unit project in Decenber 2005
and was eval uated under the prior severance tax standard.
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9:17:24 AM

MR. BANKS, in response to a question by Representative Sanuels,
offered that the N kaitchug wunit project 1is through the
eval uation process and is now in the public notice process. The
division received an application from Chevron that nust be
eval uated in the next few nonths.

CHAI R SAMUELS asked if legislative approval is required or if
the DNR has discretion to offer royalty relief.

MR. BANKS stated that currently the comm ssioner has discretion
to award royalty nodification so long as the application neets
the detail ed objectives and standards under AS. 38.05.180 (j).

MR. BANKS concurred, 1in response to a question by Senator
Therriault, that $150,000 is budgeted as an annual appropriation
in case royalty relief evaluation is needed. This specific

request for additional appropriation is for up to tw nore
royalty relief application eval uations.

SENATOR THERRI AULT offered his understanding that rather than
having oil conpanies conplain that oil taxes are burdensone, the
applicant would provide detailed economc, construction, and
tinmeline information. Then the division hires an expert to
evaluate the economics of the project in order to determne
whet her a particular reservoir qualifies for royalty relief.

MR. BANKS agreed, and offered that the applicant nust provide
geological interpretation, and that the division also contracts
out the geol ogical review He explained that the nature of the
evolution of projects makes it nore cost effective to contract
for expert opinions as the need arises, rather than for the
division to maintain additional permanent review staff.

9:20:17 AM

CHAI R SAMJELS renoved his objection. There being no further
obj ection, RPL 10-8-5039 was approved.

9:20: 26 AM
SENATOR CREEN asked for clarification on information provided

during the Novenber 2, 2007, neeting on the status on an audit
bei ng conducted by M kunda, Cottrell for the period ending June

BUD COWM TTEE - 6- December 10, 2007



2007, and offered her understanding that the contract had been
awar ded and wor k was underway.

M5. SIMONS confirnmed the status that work is under way. She
said she anticipates receiving a draft report in the next couple
of weeks since the deadline is Decenmber 31, 2007.

SENATOR GREEN expressed concern that the contract was underway
even though it was not approved wuntil the next Board of
Agriculture and Conservation Board (BAC) neeting, and questioned
how the contract could be approved and the work ongoing, prior
to board approval. She wondered if the record needed to be
corrected.

Ms. SIMONS responded that a poll vote had been conducted by the
board and that formal approval then given at its next regular
meet i ng.

EXECUTI VE SESSI ON
9:22:17 AM

REPRESENTATI VE HAWKER 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 9:22 a.m

RELEASE OF AUDI TS

[ Not on the recording, but relayed by the commttee aide was the
foll ow ng notion by Representative Hawker. ]

To release to the Departnent of Environnental Conservation (DEC)
for response the following prelimnary audit: A Speci al Report
on the Village Safe Water Program This notion passed w thout
obj ecti on.

[ Not on the recording, but relayed by the commttee aide was the
foll ow ng notion by Representative Hawker. ]

To release to the Departnment of Education and Early Devel opnent
(DEED) the followng prelimnary audit for response: Education &
Early Devel opnent —Speci al Education Service Agency. This notion
passed wi t hout objection.

OTHER COW TTEE BUSI NESS

BUD COWM TTEE -7- December 10, 2007



10: 19: 56AM

CHAI R SAMJELS stated that sonme of these sunsets have different
dates just to nake sure that eventually the legislature will get
themall. Has that hel ped? Has this amount gone up, down? O
is it just the same every year?

PAT DAVIDSON, Legislative Auditor, D vision of Legislative
Audit, Alaska State Legislature noted that staggering the sunset
dates has hel ped the division to avoid |logjanms. She opined this
change has worked successfully for the auditors.

10: 20: 29 AM

REPRESENTATI VE HAWKER sought clarification that the division’'s
intent is to obtain authority to solicit and award a single
contract.

M5. DAVIDSON replied no. She explained that the division issues
a single Request for Proposal (RFP) asking - whether they are
individuals or firme - to give us a price for individual
auditors, and in the past the auditors have received nultiple
contracts.

REPRESENTATI VE HAWKER expl ai ned that his notion was based on M.
Davi dson’'s letter which referred to the solicitation and award
of a contract for audit services.

REPRESENTATI VE HAWKER t hen noved to anend his nptions such “that
the legislative auditor be authorized to solicit and award a
contract or contracts for audit services in an aggregate anount
not to exceed $125,000.” There being no objection, the notion
was thus anmended.

10: 21: 36 AM

REPRESENTATI VE HAWKER rmade a notion to authorize the |egislative
auditor to spend up to $29,900 to wupgrade the division's
conputer network security.

CHAI R SAMUELS obj ect ed.

M5. DAVIDSON said the division is asking for approval to

purchase, hardware, software, |icenses, and some professional
services necessary to upgrade the division's conputer network
security. By law, the legislative audit working papers are

confidential, and so the division nmust provide assurance that
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the security holding the data is top notch. The division is

nmoving to upgrade hardware and software. She noted that the
audit team is nost effective while conducting audits in the
field. The division wants to ensure that the nethod the

auditors are using to access the division's network is as secure
as possi bl e.

REPRESENTATI VE HAWKER asked whether this request was a one-tine
expenditure or if this would be an ongoi ng expense.

10: 23: 31 AM

M5. DAVIDSON responded that the software licenses wll be
ongoi ng costs, but that the total software and |icense represent
about $13, 000. The division is eligible for a discount if it

purchases a three-year |icense. One of the nost expensive
licenses is with VeriSign, Inc. The bulk of the cost for this
request will go towards installation costs, but the ongoing

software licenses should be covered in the current operating
budget .

10: 24: 33 AM

CHAI R SAMJELS renoved his objection. There being no further
obj ection, the notion was approved.

10: 24: 41 AM

REPRESENTATI VE HAWKER noved to adopt the changes proposed to the
Legi sl ati ve Budget and Audit Conmittee’s policy.

CHAI R SAMUELS obj ect ed.

M5. DAVI DSON explained that the Formal Policies and Procedures
Manual first proposed change pertains to special audit requests.
Currently, special requests submtted to the commttee in
witing at least 24 hours prior to a scheduled neeting can be
considered at that neeting, but statute says such requests nust
be submtted with at |east six days notice, so the proposed
change brings the nmanual in line with statute.

The second proposed change pertains to the conmttee’ s policy
regarding cormmittee travel and per diem policy; it provides that
menbers are entitled to |long-term per diem when participation in
a neeting requires overnight stay, either the night before for a
norning neeting, or the night after for a l|late neeting. She
also explained that Chair Sanuels has agreed that the
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Legi slative Budget and Audit Committee rather than the
Legislative Affairs Agency (LAA) would pick up the long term per
di em associated wth the Legislative Budget and Audit neetings.
She said she anticipates that the anount will be snmall, about
$2, 000- $4, 000 per year.

10: 28: 34 AM

CHAI R SAMJELS concurred that the proposed change will cover the
occasional neetings in which the nmenbers nust stay overnight.

M5. DAVIDSON, in response to a question, responded that
commttee nmenbers can request reinbursenent through the norna
process, and that she would provide the LAA with a listing to
ensure that coding is accurately conpl et ed.

10: 30: 18 AM

REPRESENTATI VE HAWKER, offering a hypothetical situation in
whi ch a nenber attends a 2-hour LBA neeting, followed by 6 hours
of regular |egislative duties, asked whether anything further is
needed with regard to all ocating reinbursenent.

MS. DAVIDSON indicated that this was discussed with LAA, and
unl ess there are objections, if a nenber attends a neeting, then
the entire tine would be allocated to that comm ttee.

10: 31: 09 AM

CHAI R SAMJELS asked whether there were any further objections to
the notion. There being none, the policy changes were adopted
to the Legislative Budget and Audit Comm ttee policy manual.

10: 31: 22 AM

M5. DAVIDSON gave the commttee an wupdate on electronic
wor kpaper software procurenent. She explained that she was
given the authorization to advertise but not award the contract,

and he advised the commttee that she has put the RFP out for
bid. She explained the process she used, as first speaking to a
nunber of vendors about the system conponents, and then
identifying what the division perceived as its mninmm
requirenents as well as evaluation factors. The division
prefers off-the-shelf software because it does not want to have
to nodify the software. Responses are due by Decenber 28, 2007

and nmust include a 30-day free trial period with denonstration
sof twar e. The division wll evaluate the software, and
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according to the tineline anticipates it would ask for approval
of the contract in early February 2008.

10: 33: 20 AM

CHAI R SAMJELS then rel ayed that he has received several requests
to forward the ConocoPhillips Al aska, Inc. gas proposal . He
said “we’ve gotten Saul Ew ng, LLP—eur FERC person and Econ One
Research, Inc. ("Econ One") for prelimnary work. He is unsure

how long it wll take the admnistration to vet the five
applications to determne which ones are conformng bids.
According to statute, the legislature will have access to the
proposals once the adm nistration has decided which bids are
accept abl e. At that time, the legislature wll know whether
people are talking specific tax terns or broad generalities As
soon as this happens, another neeting can be called, if
necessary.

10: 35: 05 AM

SENATOR THERRI AULT expressed concern over who is available to
review the proposals and asked if expertise was available from
someone with gas pipeline experience, and also for a breakout of
duties to be wundertaken by Saul Ewing, LLP and Econ One
Research, Inc.

CHAI R SAMUJELS responded that there will be FERC inplications,

and it wll take tine to sort through what is doable and not.
Utimtely it will be up to individual legislators to decide
which bid is best. He offered that his approach is to wait to
see what proposals are viable before hiring people. Anot her

option to consider would be to hire a Wall Street analyst to
review the conpanies in order to evaluate their market caps,
support, history, and experience so that the legislature can
elimnate conpanies that do not have the corporate structure to
succeed with a | arge-scal e proposal.

10: 38:18 AM

SENATOR THERRI AULT offered his understanding that the current
consultants are hired until the end of the cal endar year.

CHAI R SAMUELS offered that as chair he has authority to extend
the contracts for both Saul Ew ng, LLP, and Econ One Research,
Inc., and that the Econ One contract can be nodified and brought
back to the comrmittee for consideration and approval .
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SENATOR THERRI AULT noted that the original contract with Econ

One Research, Inc. included certain individuals such as Rick
Harper and Tony Finizza and indicated that they were now on
contract with the admnistration. He inquired as to whether

this would prevent their working for the |egislature.

CHAI R SAMJELS di scussed that ultinmately who is hired will depend
on whether the review will focus on the broad generalities or
the specific tax terns of a proposal. He indicated that both
Rick Harper and Tony Finizza would not be working for the
| egi sl ature.

SENATOR THERRI AULT explained that in response to questions he
posed to ConocoPhillips Alaska, Inc., wth respect to the tariff
anount, he had been advised that the proposal did not contain
specific tariff amounts but did contain all the information

necessary to calculate a specific tariff. He indicated that he
would |ike to have Econ One or another contractor pull out the
information from the ConocoPhillips proposal and run a

calculation on the tariff

10: 41: 04 AM

CHAI R SAMUELS suggested that whoever perfornmed this work would
provide a big range. He further stated the commttee should
start looking for soneone who can assess the viability of a
conpany’s proposal, nore of the “Wall Street view”

10: 41: 30 AM

SENATOR  THERRI AULT  further expl ai ned that it was hi s
under st andi ng that ConocoPhillips Al aska, Inc. indicated that it
intended to draw in other partners and that there is the
possibility of their working with independent pipe. He said he
wonders about the criteria to assess a conpany’'s ability to put
together a further partnership. He said he anticipates when the
details of Alaska Gasline Inducenent Act (AG A) proposals are
in, that a simlar evaluation wll have to be done for all
bidders in order to nake a determnation on any other partners
i nvol ved. He stated that it would be good to have an
understanding of the financial ability of any conpany submtting
a proposal and that any proposer would likely have to grow
beyond their initial application.

10:42:49 AM
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SENATOR FRED DYSON, Alaska State Legislature discussed his
concern about the process for tinely audits. He requested that
the Division of Legislative Audit outline its approach to
conduct Jlarge scope audits so that the originator and the
conm ttee can better evaluate whether an audit is on target, and
for the auditor to issue quarterly assessnents for those audits
that are long termin scope in order to track the progress.

CHAIR SAMJELS expressed a concern that |egislators m ght
frequently, perhaps daily, call an auditor for a status on an
audi t.

10: 44: 53 AM

M5. DAVI DSON said she shares the sanme concern. She offered that
when there is a single issue audit there is no conclusion unti

the audit is conpleted. Auditors do not evaluate or offer a
final judgnment until the audit is conpleted. She indicated that
once the audit is witten, the division nust consider feedback
from the particular departnment on issues raised within the

audi t . That is the reason why an audit is not inmediately
finalized and nade public. She offered that on significant
audits, the division attenpts to break the audit into pieces and
issue reports on these segnents. In this instance, she noted
that the division has taken a different direction than Senator
Dyson want ed. She offered that oftentinmes, when there is

anbiguity about the scope of the audit, the auditor wll
facilitate a neeting with the requestor to discuss the audit’s
scope. She also added that the auditor mght initially plan an
approach but encounter difficulties which nust be worked around,
and so the final approach taken mght be different. She
expressed interest in reviewng Senator Dyson’s proposal in
order to provide better comuni cation on the specific audit.

CHAIR SAMJELS also expressed hope that the division could
i nprove communication wthout putting undue pressure on the
auditors or releasing inconplete information.

10: 47: 26 AM

SENATOR THERRI AULT asked if the chair was going to schedule a
presentation of the Nikaitchuq Royalty Modification at the next
neeti ng.

CHAI R SAMUELS replied that he could schedule it.
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SENATOR THERRI AULT stated that he had read through part of
royalty nodification and was critical of the Oooguruk portion
and believed that, by the Conm ssioner’s own adm ssion, they did
not nodel part of what the state has given up in Oooguruk. He
stated that he saw the value not only to the devel opment of the
field but also a conmpany going through the process of giving the
facilities access. He stated that it was a benefit to the state
and other partners in going through this exercise. He further
stated that in the current proposal, EN is proposing to build
separate oil and gas handling facilities on shore and he desires
to question the departnment on what nodeling they performed and
what the state gave up. In this analysis, he wants to conpare
what the state may be giving up to what the state m ght receive
in return.

CHAIR SAMJELS responded that if the commttee net before the
beginning of legislative session in January 2008 to discuss
contractors that would not be a good tine for the departnent to
cone before the conmttee. He suggested it would be best to
schedul e the departnment when l|legislators are in Juneau for the
| egi sl ati ve session.

SENATOR THERRI AULT inquired whether the 60-day public conment
period for the N kaitchug Royalty Mdification had al ready begun
and whether it would have ended by the time legislators arrived
in Juneau for the legislative session in January 2008.

ADJ OURNMENT
REPRESENTATI VE SAMJELS asked if there were any ot her comments.
There being no further business before the conmttee, the

Legi sl ati ve Budget and Audit Committee neeting was adjourned at
10: 49 a. m
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