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CHAIR MKE HAWKER called the Legislative Budget and Audit
Commttee neeting to order at 7:30 a.m  Representatives Hawker
Thonmpson, and Kito and Senators MacKi nnon, G essel, Bishop, and
Stedman were present at the call to order. Representati ves
O son and Pruitt and Senator Hoffrman arrived as the neeting was
i n progress.

Approval of M nutes

7:31: 53 AM

CHAl R HAWKER announced that the first order of business woul d be
approval of the m nutes.

SENATOR MACKINNON made a notion to approve the mnutes of
Novenber 17, 2015, and Decenber 7, 2015. There being no
objection, the mnutes from the neetings of Novenber 17, 2015
and Decenber 7, 2015, were approved.

enal ytica, Inc. Contract Renewal

7:32:45 AM

CHAI R HAWKER announced that the next order of business would be
di scussion regarding the renewal of the contract with enal ytica,
I nc.

7:34:41 AM

RENA DELBRI DGE, Staff, Representative M ke Hawker, Alaska State
Legi slature, shared that she had discussed a contract renewal
with both M. Muwyer and M. Tsafos from enalytica, Inc. She
expl ained that the past contracts had been with each individual,
but, since formation of the corporation, enalytica, Inc., a new
contract had now been negotiated wth enalytica, Inc. She
reported that the new contract was "essentially on the sane
terms" and the current dollar anount reflected a doubling up of
the two individual contracts into one contract. She detail ed
that the services of both men wuld be available for the
upcoming year, at a retainer of $20,000 per nmonth for 10 days of
wor k each nont h.

7:36: 31 AM

CHAIR HAWKER asked whether the retainer services had been
utilized in the last billing cycles.
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M5. DELBRIDGE, in response, said that there were only one or two
months during the past year in which enalytica, Inc. did not
have work from the Alaska State Legislature to fill those five
days of contractual work from each i ndividual. She reported
that in the other nonths the requests for reports to help with
policy decisions or the presentations in Juneau for specific
analysis resulted in full use of the retainer. She relayed that
the retainer contract had been slightly restructured, and would
now allow for the rollover of any unused days to the next nonth
whi ch woul d be capped quarterly. She noted that this [rollover
structure] was a negotiated benefit to the state. She shared
that the only other changes were technical word choi ces.

7:38:29 AM

REPRESENTATIVE KITO asked if enal yti ca, I nc. was paid
regardl ess, or was work required in order to be paid.

M5. DELBRIDGE replied that the retainer would be paid as agreed
in the contract, regardless of whether the Legislature has
speci fic work requests for them She detailed that the nonthly
retainer included ten days of work product, not charged in
addition to the retainer. She opined that the franmework seened
to be working fairly well, and had allowed for enalytica to
maintain a work readiness for any special itenms that arose,
i ncl udi ng educational synposiuns. She shared that there was a
risk wwth a no retainer relationship as without a retainer they
may need to pursue other clients.

CHAI R HAWKER stated that there was nothing about this retainer
relationship that was, in any way, unusual or not in ordinary
busi ness practice. He explained that enalytica. Inc. would nmake
the coomtnent of tinme and be on call with this retainer.

7:40:11 AM

SENATOR STEDVAN offered his belief of a need for nore
consultants, noting that historically there had been "a few

nore." He nentioned past contracts with Roger Marks. He opined
that the Legislature needed "to be careful with our tool box, we
don't end up with no tools init." He pointed out that it would

take any consultant tinme to cone up to speed for the nechani sns,
the conplexity, and the history of the structure, as it was not
clear cut. He suggested that it was a good practice to keep
people on retainer, instead of a two to three nonth wait while
they built a nodel of cash flow and tax structure.
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CHAI R HAWKER expressed his agreenment with those concerns, and
asked that this be addressed during a discussion later in the
neeting for additional resources that were necessary and
appropriate, an "essential spend for the State of Al aska."” He
reiterated his agreenent:

W're looking at one of the world s |largest nega
projects, in the gas line, and we're |looking at the
lifeblood of the State of Alaska in our oil and gas
tax system These are critical issues, and | firmy
believe we owe it to the public of the State of Al aska
that adequate, qualified resources [are] available to
us as we need them

7:42: 10 AM

SENATOR BI SHOP asked for clarification that the unused days of
consul tation could be carried forward.

M5. DELBRIDGE replied that Representative Hawker had requested
this in order to nake full use of every retainer day possible
and enalytica, |Inc. was accomobdating and agreeable. She
poi nted out that this was capped quarterly in order to avoid too
much of an accrual of days.

CHAIR HAWKER explained that, although this agreenent paid
enalytica, Inc. nonthly, the hours in the contract would be
reconciled quarterly. He allowed that, al though future
projections were dangerous, consistency with the previous use
patterns, mnimzed the "risk of |eaving any noney |aying on the
table with the quarterly retainer.™ He acknow edged that
enalytica, Inc. had rolled sonme unused hours forward in the
past .

SENATOR BI SHOP expressed his appreciation for this negotiation

He concurred with the earlier comments by Senator Stednan. He
noted that enalytica, Inc. was being quoted in other oil and gas
publications, and that "they're a known commodity, | I|ike 'em
personally. | think they're good." He further stated: "I like

a bigtent with all the knowl edge | can get."
7:45: 32 AM
SENATOR G ESSEL acknowl edged that the two consultants from

enalytica, Inc. had been consulting with the Al aska State
Legislature for "a long tine, so getting up to speed isn't a
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problem with them" She expressed her concern to the possible
need for nore consulting days, and she asked about the
I'i keli hood of exceeding the contracted nunber of days.

M5. DELBRIDGE replied that "the not to exceed contract anmount of
$400, 000, based on our past use history, should be nore than
adequate to take care of that." She explained that any extra
days would be billed at a daily rate of $3000 per day [for each
of Tsaf os/ Mayer].

7:46: 46 AM

SENATOR G ESSEL expressed her concern that she did not have a
copy of the contract.

CHAIR HAWKER replied that the long standing process [in the
Legi slative Budget and Audit Conmmttee] was for the commttee
chair to be authorized to negotiate a contract "with the not to

exceeds. " He stated that this specific contract was not yet
conpl et ed, as the mnisterial aspects were still bei ng
negoti ated between the attorneys for enalytica, Inc. and the

Al aska State Legislature.
7:47:28 AM

M5. DELBRIDGE acknowl edged that nearly all the contract was
conplete, and there was nothing nmaterial left to be negotiated.
She stated that there was only a "fairly imuaterial change."”

7:48: 00 AM

SENATOR G ESSEL expressed her desire to read the contract prior
to her agreenent.

CHAIR HAWKER offered the option for Senator Gessel to vote
agai nst the notion to approve the contract. He stated that, in
his 14 years on the Legislative Budget and Audit Comrittee, he
had "never seen this conmttee get into the specifics of
contract negotiations."

7:48: 35 AM
REPRESENTATI VE THOWSON offered his belief that enalytica, Inc.
was "some of the best in the world." He stated that, although

he did not have a need to review the contract, he wanted
clarification on sone specifics. He asked if the agreed upon
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paynent of $3000 per day was for each consultant, to total $6000
per day.

M5. DELBRIDGE replied that the terns were the same as prior
contracts, and the paynment of $3000 per day was per person. She
added that "travel was at half of that." In response to
Representati ve Thonpson, she relayed that the necessity for the
services of both nmen was dependent "on the nature of the
specific request."

REPRESENTATI VE THOWPSON asked if expenses above the contract
price were included.

M5. DELBRIDGE replied that reasonable travel expenses, including
airfare, lodging, and per diem for neals, were also reinbursed.
She noted that these were included in the overall not to exceed
cap on the contract, but were not included in the daily rate.
In response, she relayed that the "not to exceed cap" was
$400, 000.

CHAIR HAWKER reiterated that "there is no change in the not to
exceed nunber." He remnded the commttee that it was necessary
for the Legislative Budget and Audit Committee to continue or
extend a contract.

7:50: 33 AM

REPRESENTATI VE KI TO acknowl edged that enalytica, Inc. had
provi ded good advice, and asked if enalytica, Inc. had any
clients other than the State of Al aska.

M5. DELBRIDGE replied "not to ny know edge," suggesting that
enalytica, 1Inc. would be better able to answer that for
t hensel ves.

REPRESENTATI VE KI TO asked for clarification that, although the
contract was for five days each nonth, was enalytica, Inc.
expected to be available full tine to the Alaska State
Legi sl ature.

M5. DELBRIDGE stated, "Not exactly.” She explained that the
contract kept enalytica, Inc. under contract to the Al aska State
Legi slature, and they had been very responsive to these needs.
She declared that enalytica, Inc. had "made thensel ves avail abl e
absol utely. "
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CHAI R HAWKER expl ai ned that this was the reason for the requests
to other commttee chairs for advance notice to their needs, so
the consultants could nmaintain availability. He stated that
enalytica, Inc. had always adjusted their schedule to neet
committee requirenents.

7:52:41 AM

SENATOR STEDMAN suggested that a review of the history of the
consultants in the international arena for mega projects and gas
proposals would be beneficial to the commttee. In response to
Chair Hawker, he explained that, as this consultancy was a very
smal | market pl ace, many of the firnms had conflicts, often having
preexi sting contracts with the major oil conpanies involved in
Al aska. He relayed that this created a challenge, and, as it
was a conpetitive market place, nmany conpanies would tie up the
consultants so their conpetitors would not have the necessary
anal ytical help. He enphasized that this put Alaska at a
di sadvantage, as the state's sole existence was not oil and gas.
Consequently, "we don't have a snorgasbord of consultants we can
just dial up and have 'em beat down our door." He relayed that
the two aforenentioned consultants came fromthe firmwth which
the commttee had previously contracted, which had subsequently
merged with another conpany so that they had started their own
consul tancy.

CHAIR HAWKER interjected that this previous consulting contract
had been with PFC Consultants, one of the few firns that did not

have conflicts. However, after the PFC nmerger with a second
firm this reorganization had resulted in a conflict, so M.
Mayer and M. Tsafos fornmed enalytica, Inc. He offered that

this was fortunate for Alaska, as they had been the two
consul tants from PFC working wi th Al aska.

7:55:29 AM

SENATOR MACKI NNON expl ai ned that she had been Chair of the
Legislative Budget and Audit Conmittee at that tinme of
transition. She offered sonme background to this contract,
noting that the newly nerged conpany had decided to retain its
contracts with the large oil conpanies. She relayed that the
coonmttee had reached out to a variety of consultants, and
ultimately, enalytica, Inc. had approached the comittee. She
stated that the consultants had been very professional and had
provided information which was as political free as possible.
She acknow edged the challenge and the difficulty of relaying
pendi ng contracts to individual commttee nenbers, especially as
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the contracts were usually negotiated in early January. She
stated her support for the pending contract, and offered her
belief that these contracts would be available to all the
committee nenbers. She reported that the amounts were within
the standard paraneters of what had previously been issued. She
noted the value of Senator Stedman's comment for the need of
addi ti onal contracts.

7:58: 27 AM

CHAI R HAWKER explained that procurenent of these specialized
contractors in a very specialized environment came from a very
limted field. The commttee, after discussion and research for
alternatives, had determned that it was an appropriate contract
wi thout the formal RFP (Request For Proposals) solicitation and
award process, because of the "unique services, the unique
know edge of theirs with the State of Alaska." He declared that
the priority was a search for quality, noting that the contract
was exenpt fromthe solicitation and contract award requirenments
of legislative procurenent, even as it was in conpliance wth
t hose provi sions.

7:59:48 AM

REPRESENTATI VE THOVWPSON expressed his support for the contract
but asked to clarify the total nunbers.

M5. DELBRIDGE, in response to Representative Thonpson, clarified
that the contract was for a nonthly paynment of $20,000 to
enal ytica, Inc. She explained that the "not to exceed anount"”
woul d cover the reinbursable travel expenses, which had been
agreed upon with the Legislative Audit Division, as well as any
addi ti onal days that may becone necessary. She pointed out that
this was reflective of the amount in the previous contract,
whi ch had served well as a dollar value over the past few years.

CHAIR HAWKER reiterated that the two forner contracts had been
$10, 000 each, but these two contracts had now been nerged, which
becane $20,000 for the firm enalytica, Inc. He stated that the
committee vote was to authorize a contract that could, if all
t he noney was used, spend $400, 000.

REPRESENTATI VE THOVWPSON observed that the $400, 000 included all
t he extra expenses.

8:01:59 AM
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REPRESENTATI VE KI TO expressed his agreenent that enalytica, Inc.
provided a valuable service to the state; however, noting the
constraints to the current proposed budget, he suggested that
the conmttee be careful noving forward, while asking the rest

of the state to scale back. He asked if there had been an
effort to negotiate a lower fee with enalytica, Inc. especially
as the State of Alaska was its only contract. He asked if there

was concern for enalytica, Inc. working with other conpanies.
He offered his belief that the |limted nonthly time obligation
to the State of Alaska would offer the opportunity for
enalytica, Inc. to search for other contracts. He suggested
that this was the chance to negotiate a | ower fee.

8:03: 02 AM

SENATOR MACKINNON, in response, offered her belief that the
State of Alaska was not the only contract held by enalytica,
Inc. She relayed that enalytica, Inc. had been in business for
nore than one year, and that they were soliciting other work.
She stated that this proposed contract was a better agreenent
than the original, as that original did not include rolling the
days forward. She expressed agreenent with the need to be
judicious in any spending. She offered to research whether
enal ytica, Inc. had other contracts.

CHAIR HAWKER affirmed that it was his understanding that the

State of Alaska was not their only client. He stated: " by
commtting to the State of Alaska, they do commt to us to be
avai |l abl e.” He said that this was a criteria asked of all
consul tants. He added that the country of Geece was a client
of enalytica, Inc., adding "these guys are truly internationally
recogni zed consultants.” He assured the conmmttee that the

| egislature of the State of Alaska was "one of the nost
demanding clients there is,"” pointing out that sone consultants
did not want to work with the | egislature because of the unique
time demands. "W ask a lot, we demand a | ot of the people that
provi de these services to us," he enphasized. He suggested that
a review of the contracts signed by the admnistration would
indicate that the Alaska State Legislature was receiving a
“fair, market driven transaction with these fol ks."

8: 05: 35 AM
SENATOR STEDVAN opined that there had been sonme problens, sone
conpetitive disadvantages enbedded in Alaska's Cear and

Equitable Share (ACES), which had needed to be reviewed, and
possi bly restructured. Wen the Legislative Budget and Audit
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Conmittee set out to deal wth this, and tried to find
consultants, they kept <comng up wth "firms that were
conflicted out." He shared that he and the Chair had identified
some nechanical problenms wthin ACES. He allowed that there
could be discussion for the politics and policy, but he
underscored that there were "sonme issues enbedded in there that
needed to be rectified.” He shared that they had difficulty
finding a consulting firm because the major oil conpanies and
the adm nistration had already contracted with them before they
| ocated PFC Energy and started the review of the ACES structure.
He continued wth this history of the involvenent wth
consultants and pointed out that, although M. Tsafos and M.
Mayer had been doing the background work for the state, they
were not the initial interface people with whom Senator Stedman
and Chair Hawker nmet. He expressed his concern with the cost of
the contracts, but declared that this was a pittance conpared to
"what we could face if we walked into these negotiations at

all." He stated that the adm nistration had hired consultants
away from the legislature through "politically tactful
maneuvers, sonetines induced by our own nenbers of this
comittee.” He declared a need to be protective of the
consultants and to build a consultant teamto help the conmttee
nmake the best policy decision. He suggested the need for a

di scussion to broaden the team with |ess expensive consultants
who did not require the gl obal mar ket positioning and
international viewpoint of a gas structure, but understood the
mechani cs "of what we're dealing with."

8:09: 07 AM

SENATOR HOFFMAN asked if there were any renewal or extension
options in this contract.

MS. DELBRIDGE opined that this was sinply a yearlong contract,
for which the Alaska State Legislature could discuss a renewal
at its end.

CHAI R HAWKER expl ai ned that there were not any renewal options
in the first contract, and there were not any in the current

contract. He stated that this was a one year contract extension
that will, necessarily, be renewed if needed in a year.

8:10: 13 AM

SENATOR G ESSEL commented that she had enjoyed working wth
enalytica, Inc. and she expressed her full support for re-
engaging and working wth them She expressed her full
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understanding that there were historical procedures, but, as
there were still questions about the contract and as it was her
responsibility to read the contract before voting its approval,
she woul d not vote for the contract until she had read it.

8:11: 03 AM

SENATOR MACKI NNON noved and asked wunani nous consent that the
Chair of the Legislative Budget and Audit Conmttee be
authorized to enter into a contract with enalytica, Inc. at a
cost not to exceed $400, 000. The contract wll be exenpt from
the solicitation and contract award requirenents of the
Legi sl ative Procurenent Procedures.

8:11:47 AM

SENATOR HOFFMAN asked for the termof the contract.
SENATOR MACKI NNON obj ected for di scussion.

8:12: 08 AM

M5. DELBRIDGE explained that the tinme frame of the contract
woul d begin on February 1, 2016, through January 31, 2017.

8:12: 25 AM

SENATOR MACKI NNON r enoved her objecti on.

SENATOR G ESSEL obj ect ed.

8:12: 38 AM

A roll call vote was taken. Representati ves Hawker, Pruitt,
Thonmpson, O son, and Kito, and Senators MacKinnon, Hoffman,
Bi shop, and Stedman voted in favor of renewal of the contract
with enalytica, Inc. Senator G essel voted against it.
Therefore, the contract proposal wth enalytica, Inc. was
adopted by a vote of 9 to 1.

CHAI R HAWKER said the contract, as soon as conpleted, would be
avail able as a public docunent and that he would provide a copy
of the contract to Senator G essel.

8:13: 54 AM
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SENATOR MACKI NNON of fered sone background to her early time as
the Chair of Legislative Budget and Audit Commttee. She
expressed her hope that the conmttee wuld enter into a
contract at the end of 2016 if it was decided to retain

consul tants. She acknow edged that the contract process had
been conpleted prior to her chairmnship, and she now better
understood the difficulty of having all the necessary

information at a particular point in tinme, and why it had not
been left for her to conplete.

CHAIR HAWKER agreed that this would be reviewed during the
upcoming fall.

SENATOR MACKI NNON recogni zed that this was a great help to an
i ncom ng new chair.

O her Conmmittee Business

8:16: 44 AM

CHAI R HAWKER announced that the next order of business would be
to begin a dialogue for what additional resources mght be
essential to the Alaska State Legislature as it noved forward
with legislation regarding oil and gas fiscal systens. He
pointed out that the governor was going to insist that the
entire Alaska LNG Project be "papered and those papers be
delivered to the legislature by the end of the 90 day session
and we are to be acting upon them and in an inmmediately called
speci al session."

CHAI R HAWKER al | owed t hat Senator Stedman had di scussed the need

for "other resources that are on <call, that are not as
expensive, but they can satisfy our needs for nodeling and
technical work." He shared that typically this Ilevel of
procurenent had been done on the chair's authority with the
concurrence and know edge of the commttee. He offered Roger
Marks, a fornmer state petroleum econom st, as an exanple. He

solicited suggestions from Senator Stednman for resources to
engage for these nore routine matters, who could be on call to
individual legislators wth deference to conmttee chairs,
especially those who had bills in their jurisdiction. He
offered his belief that a nore challenging end was that the
| egislature was facing a decision by the end of the 90 day
session, which would be based on the entire docunent package for
the Al aska LNG Project and could be feet thick. He declared the
necessity to be prepared, and opined that none of the individual
| egi slators had the experience in the conplete value chain of
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"one of the largest economic projects in the history of the
world, in a very conpetitive environnent." He offered his
belief that it was necessary for an additional high |evel
resource of someone with successful practice and experience with
consultation to a sovereign for the developnment of a conplete
value chain and the acconpanying business transaction. He
declared that it was necessary to consider a significant
contract by the commttee.

8:20: 39 AM

SENATOR STEDMAN, in response to Chair Hawker, reflected that,
for any new nenbers to the commttee, there was a substantial
learning curve, as it was a conplicated system He allowed that
the price of the contract was significant and he would prefer
not to use enalytica, Inc. for the nechanical process of day to
day operations. He reflected that the commttee had used Dan
D ckinson in past years. He offered an exanple of policy,
dealing with credits, and noted that these were confidential,
al though they were co-mngled for a total. He shared that a
policy with a cost needed to be reviewed for its effectiveness,
and this becanme a problem when it was dealing wth confidential
information that was not avail abl e. He offered his belief that
the increased conplexity of the system would create a new fi scal
structure to enbed in the current structure, and that it was
important for legislators to understand the mechanical process.
He expressed his concern for statutes and processes that
hi ndered thensel ves. He reiterated that it was beneficial for
new nenbers to understand at |east "a rough layout” of the tax
structure, noting that sonetines a policy change was nmade

W thout an anticipation of the outcone until years later upon
revi ew,
8:24:21 AM

CHAI R HAWKER offered to discuss this further and suggested that
consul tants coul d be avail abl e on standby contracts.

8: 25: 03 AM

REPRESENTATI VE KITO opined that it was inmportant to note that
the Ilargest proposed engineering project in the world was
"sitting at our doorstep and it nmay be worthwhile to have a
little bit of due diligence on the technical aspects of the
engi neering of the project” to ensure that the proposed cost of
the project, $45-$65 billion, was simlar to the cost proposed
by the staff.
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8:25:55 AM

SENATOR MACKI NNON suggested that, as many areas needed to be
reviewed, engineering may be a lower priority for her because
the three partners were pushing for |ower costs, as well. She
expressed a greater concern wth the gas sales agreenent,
pointing out that the legislature may not have any expertise

She added that the financing realm was also a priority. She
suggested that the commttee |ook at categories as the needed
expertise would be for nore than one field. She offered to

reach out to former nenbers of the Alaska LNG Project board of
directors who had worked on successful projects for their
recommendations to expert consultants.

CHAI R HAWKER agreed that everyone recognized these needs, and
his staff had anticipated the conversation. He reported that
his search had found there were very few qualified resources who
did not already work with Exxon Mbobil .

8:28:54 AM

M5. DELBRIDGE, in response to Chair Hawker, offered a matrix of
the 24 different current agreenents that would conprise the
Al aska LNG Project package which the state had shared with the
| egislature after the recent special session. These ranged from
the commercial and governance agreenents to paynents in lieu of
taxes (PILT), all of which raised concerns. She expressed her
understanding that it would be critical for the legislature to
ook at the ternms and to fully understand the interface of all
the associated agreenents, as well as the cunulative effect on

the project. She pointed out the inportance for retaining the
full value proposition which drove the state to participation in
the project. She reported that she was tasked with assessing

professional firnms for consulting services to review this suite
of project enabling agreenents. She allowed that there could be
little time before a special session when due diligence would be
expected of the legislature to review and understand the package
even though the contracts woul d al ready have been negoti at ed.

8:30: 58 AM

CHAI R HAWKER observed that it was critical to keep in mnd that,
although the legislature was not a negotiator in this
transaction, its role was to understand the transaction and
approve the critical docunents to nove it forward. He pointed
out that there was a big difference between negotiation and
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structure of the agreenments as opposed to understanding,
revi ewi ng, and passi ng judgenent on those agreenents.

8:31:25 AM

M5. DELBRIDGE shared her research of contractors wth the
necessary integrated project experience, and had resources to
bear on the entire value chain, from upstream supply agreenents,
mar keting structure, new infrastructure agreenents, fiscal and
governance agreenents, and financing proposals. She pointed out
that this contract would be for a review of due diligence
wi t hout any negotiation of the contracts. She noted that these

would need to be firms willing to work in the public realmto
provide witten and verbal testinony within the public arena
and were also free of the aforenentioned conflicts. She added

that this was a small field, and she had narrowed this to an in-
depth look at 12 firns, although nost |acked sonme of the entire
value chain experti se. She had identified two strong
candidates, with a third candidate that had a potential conflict
that could not be navi gat ed.

CHAI R HAWKER expressed his desire to reconvene the conmttee to
continue this conversation, in executive session, to discuss the

specific candidates in nore depth and determne the will of the
commttee for procuring additional support for the project. He
suggested a review of the contracts the admnistration had
si gned. He declared that he was not suggesting spending
mllions of dol |l ars to redo everything done by t he
adm ni strati on. He acknow edged that it would be expensive to

hire someone to "take that capstone view from our due diligence
perspective on the work that is being done" by the shared
proj ect sponsors.

8:35:23 AM

ADJ QURNVENT

There being no further business before the conmttee, the

Legi sl ative Budget and Audit Committee neeting was adjourned at
8:35 a.m
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