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POSI TI ON  STATEMENT: Presented the Legislative Audit D vision
Peer Review Report for 2013.

LAURA Pl ERRE, Staff
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Senat or Anna Fai rcl ough

Al aska State Legislature

Juneau, Al aska

PCOSI TI ON  STATEMENT: As staff for the Legislative Budget and
Audit Commttee, provided information that was requested by
Chair Fairclough pertaining to the professional services
contract with Janak Mayer and Ni kos Tsaf os.

ACTI ON NARRATI VE

9: 06: 30 AM

CHAI R ANNA FAI RCLOUGH called the Legislative Budget and Audit
Committee neeting to order at 9:06 a.m Senators Meyer, Bishop,
G essel, Oson, and Fairclough, and Representatives Austernman,

O son (via teleconference), and Josephson were present at the
call to order

Approval of M nutes

9:07: 23 AM

CHAI R FAI RCLOUGH announced that the first order of business
woul d be the approval of the m nutes.

SENATOR MEYER made a notion to approve the mnutes of the
Legi slative Budget and Audit neeting of Novenmber 25, 2013, as
pr esent ed.

9:08:17 AM

SENATOR G ESSEL recalled she left that neeting early and
expressed her understanding that the contract under discussion
is to be offered. She asked whether there was further action to
be taken "in terns of consultants."”

9:08:43 AM
CHAI R FAI RCLOUGH said not at this tine. There being no further
di scussion, the mnutes from the neeting of Novenber 23, 2013

wer e approved.

Executi ve Session - Audits

9: 08: 56 AM
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CHAlI R FAI RCLOUGH announced that the committee woul d next nove
i nto executive session.

SENATOR MEYER nmade a notion that the commttee under Uniform
Rul e 22, go into 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 9:09
a. m

CHAI R FAI RCLOUGH brought the neeting back to order at 10:15 a.m
Senat ors a son, Bi shop, G essel, and Fai r cl ough, and
Represent ati ves Aust er nan, Josephson, and d son (via
tel econference) were present at the call back to order.

10: 15: 46 AM

SENATOR G ESSEL made a notion for the following final audits to
be released to the public: Departnent of Adm nistration, Al aska
Land Mobile Radio Comunications System and Departnent of
Nat ural Resources, Alaska Seismc Hazards Safety Conmm ssion.
There being no objection, it was so ordered.

O her Conmittee Business

10: 16: 10 AM

CHAI R FAI RCLOUGH announced that the next order of business would
be an update fromthe commttee's auditor on her peer review

10: 16: 25 AM

KRIS CURTIS, Legislative Auditor, Legislative Audit Division,
Legislative Agencies and Ofices, Al aska State Legislature,
presented the division's peer review report for 2013. She
informed the committee a peer review report is issued by nenbers
of other states' audit organizations, and coordinated through
the National State Auditors Association. The review covers the
system of quality control in place at an audit agency to ensure
that audits are conducted, and reports are issued, in accordance
wi th professional standards. A peer review is required by audit
standards every three years, and in Septenber the Legislative
Audit D vision received the highest rating possible. The peer
review opinions are historically posted on the division's
websi te.

10:17:26 AM

BUD COWM TTEE - 3- Decenber 11, 2013



CHAI R FAIRCLOUGH congratulated the division on "the highest
success possible.”

10:17: 42 AM

LAURA PIERRE, Staff, Senator Anna Fairclough, Alaska State
Legi slature, speaking as staff to the Legislative Budget and
Audit Conmttee, rem nded the commttee that at its |ast neeting
the chair was authorized to negotiate a professional services
contract with Janak Mayer and N kos Tsafos, consultants on oil
and gas issues; however, there was discussion on how to address
t he additional expenses of their housing, car rental, and travel
during the course of the legislative session. At the request of
Chair Fairclough, M. Pierre estimated that the additional
expenses of leasing a house to share would add |ong-term per
diem which is $33 per day, conpared to short-term per diem
which is $140 per day, to the contract. Travel is estinmated at
$2,100 for transportation for both consultants from Washi ngton
D. C., alease to secure joint housing will be $3,000 per nonth,
and a rental car is about $1,200 per nonth for one car. In
addition, heating fuel for the house is estimated at $1,500.
The total estimate for all of the expenses is $26,000 for both,
for the 90-day session.

10: 21: 05 AM

CHAIR FAIRCLOUGH opined these are very reasonable expenses
conpared with housing in a hotel roomat $150 per day.

10: 21: 24 AM

REPRESENTATI VE AUSTERVMAN asked whether it is a normal standard
to pay a flat fee for work plus expenses, or if expenses are
part of a negotiated contract.

10: 21: 47 AM

CHAIR FAIRCLOUGH recalled in the last contract with PFC Energy,
"We cover everything when they're here." The expenses are part
of their day rate of $2,800 - up to $7,500 - per day.

10: 22: 14 AM

M5. PIERRE further explained that past contracts wth the
Legi sl ative Budget and Audit commttee have not drawn a flat
anount for a contract; for exanple, PFC Energy's contract was
$1.7 mllion dollars as billed on a daily rate, which depended
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on who was working on the contract. At that time, Janak Mayer's
rate was $2,400 per day for tine, and did not include housing,
travel, car, or per diem She opined a simlar day rate would
cost "well beyond, we feel, $13,000."

10: 23: 34 AM

CHAI R FAI RCLOUGH, in response to Representative Austerman, noted
the contract being negotiated is for a $250,000 flat fee per
contractor, plus travel, housing, and per di em expenses.

10: 23: 53 AM

REPRESENTATI VE JOSEPHSON asked whether the contract has been
si gned.

10: 24: 10 AM

CHAI R FAI RCLOUGH sai d no, negotiations are underway.

10: 24: 15 AM

MS. PlIERRE added that coments from the conmttee will be taken
into consideration, and the contract contains certain benchnmarks
that the contractors nust neet to receive paynent.

10: 24: 33 AM

REPRESENTATI VE JOSEPHSON observed it is unclear what wll be
happening during the next session, and expressed his concern
about state spending. Clearly, only issues such as a large
di aneter gas |ine and decoupling will require the consultants to
work "15 hours a day."

10: 25:18 AM

CHAI R FAI RCLOUGH advi sed that another issue of concern related
to the consultants' contract is whether the state should invest,
and assune risk, so that a gas line goes forward. She said she
is discussing with the consultants whether to add that scope of
wor k, because the governor has said Alaska may want to take an
ownership interest. If so, the commttee wants to ensure that
| egislators and Al askans know the risks and rewards possible
frominvestnents "along that chain of opportunity.” In response
to Representative Austerman, she said $500, 000 plus expenses was
the limt put on the contract.
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10: 26: 28 AM

REPRESENTATI VE AUSTERMAN ascertained the contract could pay out
$500, 000 plus living expenses.

CHAI R FAI RCLOUGH said correct.

REPRESENTATI VE AUSTERVAN said, "I have a problem with that but
that's me being frugal | guess.™
10: 26: 34 AM

SENATOR G ESSEL referred to the mnutes of the Novenber 25th
nmeeting and pointed out that the contract under discussion wll
run through January 31, 2015, thus work could continue through
the fall of 2014.

10: 26: 52 AM

CHAI R FAI RCLOUGH expl ained that the scope of work for the flat
fee is $250, 000. If the conmttee wanted to utilize the
consultants in the fall, the commttee would establish a day
rate. In response to Representative Austerman's concerns, she

said, "this is |low conpared to what we paid PFC Energy."

10: 27: 29 AM

SENATOR BISHOP clarified that if the commttee concurs, the
contract |l ocks the consultants in for a year for $500,000, but
for work after 90 days, a daily rate nust be renegoti at ed.

10: 27: 56 AM

CHAI R FAI RCLOUGH said that is correct.

10: 28: 00 AM

MS. PIERRE advised the consultants have agreed to enter into a
contract for an entire year; however, the anount approved by the
conmmittee is just for the Ilength of the upcomng 2014
| egi sl ative session. The intent is to negotiate and secure a
daily rate in this contract for work beyond the session.

10: 28: 39 AM

SENATOR BI SHOP cautioned about the possibility of a special
sessi on.
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10: 29: 02 AM

M5. PIERRE, in response to Representative Austernman, confirned
that the $500, 000, plus $13,000 in expenses for each consultant,
is for the 90-day session; there could be a daily rate for work
beyond that, or the commttee could negotiate another flat fee.

10: 29: 10 AM

CHAI R FAI RCLOUGH advised the conmmttee that the consultants are
not getting paid at this tinme for work directed by the
commttee, such as pre-session work on nodels, contract
liability issues, and confirmng the legislature's ownership of
the gas synposium informtion. Informati on provided by the
consul tants has been forwarded to Legislative Legal Services; in
fact, the 90-day "clock already started ticking," and the
consultants are engaged in the market, gathering the data in
order to be prepared to fulfil their scope of work.

10: 30: 26 AM

M5. PIERRE added that the contract needs to run through January
31, [2015] so the consultants are secured from conflicts of
i nterest.

10: 31: 09 AM

CHAI R FAI RCLOUGH, further addressing the conflict of interest
guestion, said she has asked the consultants to review a
possible conflict of interest that was raised at the previous
nmeet i ng. Furthernore, the intent is to negotiate for the
ability to extend the contract nulti-year, if desired by the
next conmttee chair.

10: 31: 35 AM

REPRESENTATI VE AUSTERMAN observed that a full-year contract does
not limt the consultants from contracting for other work that
is not in conflict with the state.

10: 32: 03 AM

M5. PIERRE said that is correct.

10: 32: 08 AM
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CHAI R FAI RCLOUGH agreed with the need to | ook carefully at every
dollar the commttee spends and invests on behal f of Al askans.

10: 32: 32 AM

SENATOR G ESSEL nmade a notion that the commttee, in addition to
t he approved professional services contract of $500,000 fromthe
Novermber 25, 2013 neeting, also approves $26,000 for session
expenses to be split between the two consultants. There being
no objection, it was so ordered.

10: 33: 06 AM

CHAI R FAIRCLOUGH then expressed her interest in securing an
actuary for use by the conmttee and legislature during the
upcom ng session. The governor has proposed transferring $3
billion from the Constitutional Budget Reserve [CBR] to the
Al aska Retirement Managenment [ARM Board, and due to the
importance of this subject, experts are needed to advise on
health care costs and retirenment. She offered to draft a
Request for Proposal [RFP] for an actuary to work either on a
flat fee, or a rate basis, as directed by the commttee.

10: 34: 35 AM

SENATOR BI SHOP concurred and asked that the scope of the RFP
search is for "the best of the best on this type of nonetary
deci sion. "

10: 34: 56 AM

SENATOR Q ESSEL agr eed.

10: 35: 11 AM

REPRESENTATI VE AUSTERMVAN agr eed.

10: 35:18 AM

CHAI R FAI RCLOUGH asked Ms. Pierre, committee staff, to research
the cost and to draft an RFP for an actuarial with expertise in

health and in retirenment pension funds. In fact, two experts
may be needed to advise on the governor's proposal and on
upcom ng | egislation. Suggestions for applicants are to be

solicited fromthe Legislative Audit Division, although the work
may be done internally.
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10: 36: 41 AM

REPRESENTATI VE JOSEPHSON agreed with the need for an actuary;
however, unlike the field of oil and gas, this work is also done
by the Legislative Finance Division and engaging additional
advi sors may create redundancy.

10: 37: 30 AM

CHAIR FAIRCLOUGH said she spoke to David Teal, Director of
Legislative Finance, on this subject and he suggested the
| egislature nmay want to bring on an actuary. Her under st andi ng
of the expertise of an actuary "is they know what's affecting
the system and so they have a unique perspective on each
guestion, on all the criteria that is noving the needle inside
of that, that issue ... ." Actuaries are a source for different
per spectives and policy choices.

10: 38: 11 AM

REPRESENTATI VE JOSEPHSON, as an aside, noted that M chigan also
has constitutional protection for public enployees and the
federal district judge there decided that federal bankruptcy |aw
IS suprene. Unli ke Mchigan, he said Al aska wants to honor its
obligations, which are "vitally inportant."

10: 38: 57 AM

REPRESENTATI VE AUSTERVAN stated the need for the commttee to
know the nenbers' |egal obligations as legislators, if there is
a legal obligation to pay, and whether there is a deadline. He
cautioned against wusing an arbitrary nunber set by the ARM
Board. Sonme of these questions are constitutional issues and he
was unsure of whether an actuary could hel p.

10: 40: 01 AM

CHAIR FAIRCLOUGH ascertained that the conmttee wants the
expertise in order to address upcomng legislation. The role of
the commttee is to secure the best information possible by
hiring contractors to ensure that Al askans - and the |legislature
- have the best representation of an industry, so as to nake the
best policy choices. An actuary can talk specifically about the
pension and the governor's proposal. She asked for the
commttee's support to allow the drafting of an RFP and
solicited suggestions for whomto hire.
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10: 41: 38 AM

REPRESENTATI VE COLSON, in response to Chair Fairclough, said he
had no problem pursuing an actuary to address the retirenment
i ssue, but cautioned against hiring Mercer. He suggested
putting high limts on the errors and om ssions cover age.

10: 42: 44 AM

CHAI R FAI RCLOUGH rem nded the commttee the RFP process is open
to proposals fromall interested parties of the general public.
10: 42: 53 AM

REPRESENTATI VE OLSON recomended contacting M ke Barnhill .

10: 43: 17 AM

CHAIR FAIRCLOUGH asked for clarification on whether the
commttee also wshed to search for expertise on health care;
services to address both issues may or may not cone from one
conpany. Hearing no further discussion, it was so ordered.

10:44:13 AM

ADJ QURNVENT
There being no further business before the comittee, the

Legi sl ative Budget and Audit Committee neeting was adjourned at
10:44 a. m
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