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February 18, 1982

Tony Oney
2631 West 100th
Anchorage, Ak. 99502

Betty Cato

Chairman, House Transportation Comm.

Pouch V

Juneau, Alaska 99811

Bear Rep. Cato:

I am a strong supporter of your house bills 648 thru 654. The abusive
way the Dept, of Transportation has switched funds appropriated and
bonded from one project to another must be stopped.

I especially feel H.B. 654 will go a long way in bringing fiscal
responsibility to these projects. The Kennicott and Lakina bridges”
were one casualty of D.O.T."s gamesmanship.

I would personally like to see the money be returned and these bridges
built as promised when the bonding was voted and passed by the people.

Keep up the good work.

Sincerely,

Tony Oney

TO/jp
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INTRODUCTION OF BILLS (House)

HOUSE BILL NO. 647, by Rep. Fanning. Relates to the payment of
legislative per diem— prohibits payment of per diem past the 100th
day of a regular session. Also prohibits payment of per diem after
the seventh day of the session to a member of a house for which a
permanent presiding officer has not been chosen- payment to resume
after selection of presiding officer. Provides Act takes effect
January 1, 1983.

Introduced January 11 and referred to State Affairs, then to Finance.

HOUSE BILL NO. 648. by the Transportation Committee. Transfers func-
tions of the Public Facilities section of The Department of Trans-
portation and Public Facilities (DOTPF) to the Department of Admin-
istration (DOA), and makes '"clean-up" changes in statutory references
to DOTPF. Creates the Department of Transportation, making the Dept,
of Administration responsible for the planning of all public facili-
ties, with the exception of transportation facilities. DOA would
also be responsible for acquiring federal funding and for energy con-
servation measures in public buildings.

Repeals AS 44.42.020(a)(13) - (15), powers and duties of DOTPF re-
lating to public building inventory, energy performance standards,
and planning assistance. AS 44.42_.055, the State public Tfacilities
pla* (new section added in bill, giving responsibility for annual
submission and revision by Commissioner of Administration). AS 44._-
42 .065, relating to conservation of energy in public buildings-—
(transferred to DOA in bill). AS 44.42.080(a), relating to capital
project funds (also transferred to DOA in bill).

Provides Act takes effect July 1, 1982.

Introduced January 11 and referred to Transportation, then to
Finance.

HOUSE BILL NO. 649, by the Transportation Committee. Establishes
five Dept, of Transportation & Public Facilities regions within the
state (currently there are established regions, but no certain num-
ber is indicated), each with its own director. Outlines qualifica-
tions and duties of regional transportation and public facilities
director, which include:

Qualifications— six years experience in transportation construct:on
or engineering.

Duties— responsible for planning, design and construction within
region; proposal of program plans, budget requests, and performance
reports.

Provides Act takes effect July 1, 1982.

Introduced January 11 and referred to Transportation, then to
Finance.
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INTRODUCTION OF BILLS (House)

HOUSE BILL NO. 650, by the Transportation Committee. Relates to
capital improvement projects proposed by the Legislature (additions
to those proposed by the Governor), providing legislative projects
will be funded in two phases: . .(1 the first phase is a two-
year budget cycle to provide funding to determine the feasibility of
the project, prepare accurate cost estimates, identify potential
legal problems, and conduct surveys and other necessary planning and
pre-design work; (2) the second phase is the project construction
funding phase and shall be based on the results of the estimates
produced by the first phase.” Emergency appropriations do not re-
quire detailed planning. Outlines procedures for legislative appro-
priations by region, and forms to be used. Does not provide for an
effective date.

Introduced January 11 and referred to Transportation, then to
Finance.

HOUSE BILL NO. 651, by the Transportation Committee. Establishes
Alaska Marine Highway Authority for the operation, management, and
planning and construction of facilities for the Marine Highway Sys-
tem. The Authority is a public corporation of the state within the
Dept, of Transportation & Public Facilities. The Authority shall
consist of eight directors, appointed by the Governor for a four-
year term. Provides for the preparation of a long-range plan for
the development and improvement of the Marine Highway System, and
under the duties outlined for the Authority the bill states: . .
the authority may. . .(9) operate, maintain, improve, and extend a
system of ferries connecting with the public roads and highways of
the state and Including the boats, vessels, wharves, docks,
approaches, landings and appurtenances the authority determines to b
necessary or desirable for safe and efficient operation of the Tferry
system so as to best serve the public;. . .". Authorizes the Author
ity to issue revenue bonds to pay the cost of part or all of any
capital improvements to the Marine Highway System. Also gives the
Authority the power of eminent domain and purchasing for the acqui-
sition of land, rights-of-way, and materials necessary to Improve
the ferry system. Further sections of the bill relate to the trans-
fer of responsibilities from DOTPF to the Authocity. Does not pro-
vide for an effective date.

Introduced January 11 and referred to Transportation, then to
Finance.

HOUSE BILL NO. 652, by the Transportation Committee. Provides for
local control of state highway maintenance by a unified municipality
or home rule or first class city with a population of more chan
1,000. Municipality may request the transfer of responsibility by

a resolution of its governing body. Terms and conditions of trans-
fer of responsibility to be determined by negotiations between the
Commissioner of Transportation & Public Facilities and municipal
officials. If they enter into an agreement, the Commissioner shall
pay an annual amount to the municipality which is adjusted annually
for inflation. Provides Act takes effect July 1, 1982.
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INTRODUCTION OF BILLS (House)

HB 652 (cont®d)

Introduced January 11 and referred to Transportation, then to
Finance.

HOUSE BILL NO. 653, by the Transportation Committee. Changes the
fiscal year of the Dept, of Transportation and Public Facilities to
October 1 of each year, ending on the following September 30. Adds
new section which provides that unexpended balances of one-year
appropriations lapse on September 30, witn the exception of valid
obligations (encumbrances),which are automatically reappropriated
for the FY beginning on thesucceeding October 1 if it is recorded
with the Dept, of Administration by Nov. 30 of the succeeding FY.
Provides the unexpended balance of an appropriation for a capital
project to DOTPF does not lapse into the General Fund and shall be
carried over to the subsequent FY. Provides Act takes effect June
30, 1982.

Introduced January 11 and referred to Transportation, then to
Finance.

HOUSE BILL NO. 654, by the Transportation Committee. Establishes
the Board of Transportation at the head of the Department of Trans-
portation, and provides it with decision-making functions presently
held by the Commissioner of DOTPF. Provides the Board shall appoint
the Commissioner, subject to the approval of the Governor, with the
Commissioner being the principal executive officer of the Department.
The Board is to consist of seven members, appointed by the Governor,
and subject to legislative confirmation. Five members are to be
appointed from the districts described in HB 649 (page 36 ), and the
other two are to be appointed from the state at large. Outlines
qualifications necessary for members. The Board is also given power
to adopt regulations, establish regional offices, develop the State
transportation plan and the facility procurement plan, and apply for
federal funds.

Repeals AS 44.42_.010 (DOTPF, Commissioner of Transportation and
Public Facilities), and AS 44.42_.020 (DOTPF, Powers & Duties).
Provides Act takes effect July 1, 1982.

Introduced January 11 and referred to Transportation, then to
Finance.

HOUSE BILL NO. 655, by the Rules Conmittee by Request of the
Governor. (See Senate Bill No. 646, page 11, identical).

Introduced January 12 and referred to Resources, then to Finance.

HOUSE BILL NO. 656, by the Rules Committee by Request of the
Governor. Relates to adoption and the relinquishment of parental
rights, and w.s drafted as a result of a State Supreme Court de-
cision (see Governor®"s letter). Provides Act does not affect the
validity of rights executed before the effective date of the Act.
Does not provide for an effective date.
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January 26, 1982

The Honorable Bette M. Cato
Chairman

House Transportation Committee
State Capitol

Pouch V

Juneau, Alaska 99811

Dear Ms. Cato:

We have reviewed proposed legislation introduced by your
committee making certain changes to the Department of Trans-
portation and Public Facilities.

Our review was made in consideration of recommendations
contained in our performance review of the Department's
Capital Improvement Program. The following comments are
provided on only those bills that relate to issues raised in
our series of five reports.

House Bill No. 650

HB 650 proposes amending Title 37 to require a two-year
budget cycle for legislative additions to capital improve-
ments proposed by the Governor and, in addition, requires
the use of allocations within appropriations and the use of
the capital project budget form.

This bill exactly addresses the recommendations we made for
expediting the expenditure of capital project appropria-
tions.

House Bill No. 649

Sections one and two of HB 649 require the establishment of
five specific regions of the Department's organization.
Section three details the duties of the five regional trans-
portation and public facilities directors.



The Honorable Bette M. Cato
January 26, 1982
Page 2

As you know, we recommended the Department increase regional
authority and responsibility to provide for more efficient
and effective operations of the capital project program.

One area we did not review was the number of regions the
Department needed. Therefore, we are not sure if there is a
need for five regions for all functions of the Department.

One aspect of this bill that causes us some concern is the
degree of authority given to the regional directors, or more
specifically, the reduced authority of the Commissioner
prescribed in AS 44.42.045(b).

We agree that increased regional planning and program
authority is desirable, however, there is also a need for a
central office function to provide a coordinated statewide
program. We feel the Commissioner should be vested with all
necessary authority to ensure regional consistency and
coordination.

House Bill No. 653

HB 653 proposes changing the Department's fiscal year end to
September 30. Although we did not address this issue in our
reports, we did closely review the Department's accounting
and control of their project system.

The Department could benefit from such a change primarily
due to the construction season and the federal fiscal year.
However, significant accounting problems would result in the
Department of Administration relating to the State's ac-
counting system. Administration's Division of Finance would
be in the best position to describe the difficulties of
accounting for only one State Department on a different
fiscal year.

If you have any questions or would like to discuss the

contents of this letter, please feel free to contact me at
465-3830.

Legislative Auditor
Division of Legislative Audit

STATE OF ALASKA DIVISION OF LEGISLATIVE AUDIT
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THE LEGISLATURE POUCH WF—STATE CAPITOL

BUDGET AND AUDIT COMMITTEE ,  JUNEAU. ALASKA 99811
January 16, 1981

SUMMARY OF: Phase V, A Performance Review of the Depart—
ment of Transportation and Public Facilities,
Capital Improvement Program, December 30, 1980.

PURFOSE OF THE REVIEW

In accordance with the provisions of Title 24 of the Alaska
Statutes and a special request of the Legislative Budget and
Audit Committee, we have conducted a multiphase review of
the Department of Transportation and Public Facilities”
Capital Improvement Program (CIP).

This report, Phase V, summarizes the most crucial recommendations
that should be implemented to improve the program and makes
further recommendations for improvements to the capital

budgeting and appropriation process Statewide.

FINDINGS AND RECOMMENDATIONS

1. The Department should provide for long-range planning
of capital projects.

2. The Department: should budget all planning and overhead
costs and should prohibit those budgeted units from
obtaining additional funding through the reallocation
of capital project appropriations.

3. The Department should develop a regional organization
structure to improve the efficiency of administering
the CIP within each region.

4. The Department should develop an overhead accounting
system to equitably allocate costs to CIP projects.

5. The Department should improve project accounting and
fiscal controls of their capital project accounting
system.

6. DOTPF should develop accurate and timely financial

information for use by project managers.

-121-



PHASE V
A PERFORMANCE REVIEW OF
THE DEPARTMENT OF TRANSPORTATION
AND PUBLIC FACILITIES
CAPITAL IMPROVEMENT PROGRAM

December 30, 1980

Audit Control Number
25-21-1002-R

Commissioner, Department of Transportation
and Public Facilities Robert W. Ward

Deputy Commissioners, Department of
Transportation and Public Facilities:

Administration and Marine Operations Ron B. Lind
Planning and Programming John Bates
Maintenance and Operations Patrick Ryan
Design and Construction Ray Shumway

STATE OF ALASKA DIVISION OF LEGISLATIVE AUDIT
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January 12, 1981

Members of the
Legislative Budget and Audit Committee:

In accordance with the provisions of Title 24 of the Alaska
Statutes, the attached report is submitted for your review.

PHASE V
A PERFORMANCE REVIEW OF
THE DEPARTMENT OF TRANSPORTATION
AND PUBLIC FACILITIES
CAPITAL IMPROVEMENT PROGRAM

December 30, 1980

Gerald L. Wilkerson, CPA
Legislative Auditor
Division of Legislative Audit
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PURPOSE OF THE REVIEW

In accordance with the provisions of Title 24 of the Alaska
Statutes and a special request of the Legislative Budget and
Audit Committee, we have conducted a multiphase review of
the Department of Transportation and Public Facilities”
Capital Improvement Program (CIP).

Phase I was conducted to obtain a working knowledge of the
various facets of the program and to identify potential
problem areas for further detailed review.

Based on the findings of that review, Phase Il was then
conducted to examine various appropriation compliance and
control weaknesses and made recommendations for improvement.

Phase 111 addressed problems 1identified in the Department®s
overhead accounting and recommended an equitable overhead
costing system.

Phase 1V was conducted to review the Department®s project
control system and made recommendations to improve project
control and provide greater working continuity within the
Department®"s structure.

This report, Phase V, summarizes the most crucial recom—
mendations that should be implemented to improve the Capital
Improvement Program and makes further recommendations for
improvements to the capital budgeting and appropriation
process Statewide.

STATE OF ALASKA -1- DIVISION OF LEGISLATIVE AUDIT



ORGANIZATION AND FUNCTION

The Department of Transportation and Public Facilities
(DOTPF) was created by Executive Order No. 39, effective
July 1, 1977. The new department resulted from the con—
solidation of the Department of Highways and the Department
of Public Works. The reasoning behind the consolidation was
that "the state would best be served by the creation of a
single department for the planning, study, development,
management and operation of integrated, 1intermodal trans—
portation systems".

The purpose of DOTPF 1s to evaluate, plan, design, construct,
manage, operate, and maintain all State transportation

modes, transportation facilities, and buildings. To accomplish
this purpose, the Department 1is organized under the Commissioner
into four branches of management responsiblity as follows:

Planning and Programming Branch (P&P) 1is responsible for
planning future capital development, preparing a Statewide
transportation and facilities plan, and the capital budget.

They have also assumed administrative, financial, and management
responsibilities paralleling the other branches. P&P has

three divisions by region located in Fairbanks, Anchorage,

and Juneau.

Design and Construction Branch (D&C) 1is responsible for
designing and constructing the projects. They also assist
P&P by providing construction cost estimates, suggestions
for future capital projects, and in pre-design work. D&C"s
divisions are organized by project mode with a Highways
director and a Waters and Harbors director located in Juneau,
and an Aviation director and Public Facilities director
located in Anchorage.

Maintenance and Operations Branch (M&P) 1is the operating arm
of DOTPF but also has CIP responsibility. M&0 repairs and
constructs small projects, maintains completed projects, and
provides P&P with cost estimates and suggestions for future
capital projects.

The Administrative Branch 1is responsible for the Divisions

of Support Services, Financial Management, and the State
Equipment Fleet. Included with these divisions are the
Offices of External Civil Rights and Equal Employment Oppor—
tunity for the Department. They provide accounting, personnel,
and administrative support for P&P, D&C, and M&O.

STATE OF ALASKA ''2-  DIVISION OF LEGISLATIVE AUDIT



RECENT HISTORY

DOTPF 1s the largest department in the State with In excess
of 3,300 authorized operating and CIP employees with Fiscal
Year 1981 operating appropriations in excess of $175 million.

The increased emphasis on capital appropriations in recent
years has greatly impacted DOTPF. Since Fiscal Year 1975,

the Legislature has appropriated in excess of $3.8 billion

for capital improvements Statewide, of which approximately

70% was appropriated directly to DOTPF. Much of the remaining
30% ultimately becomes the responsibility of DOTPF through
Reimbursable Services Agreements with other State agencies
(see Appendix A for a griph of CIP appropriations and
expenditures).

In addition to the increased demands placed on the Department
through capital appropriations, other problems continue to
hinder the Department®s progress. Increasing federal require—
ments and ongoing conflicts with federal agencies frequently
delay federal approvals and funding. Personnel problems

exist primarily due to strong ties to the old departments

and "the way things used to be"™. This has created conflicts
within the relatively new department which have hindered
management®s efforts towards progress.

The leadership and management of DOTPF are dedicated to
resolving these issues and others 1in order to achieve the
Department™s goals. In the last year, we have observed
significant progress by DOTPF"s leadership in addressing
these issues, and we believe substantial Improvements have
been made. We encourage the Department to continue these
efforts and offer our assistance if needed.

STATE OF ALASKA -3- DIVISION OF LEGISLATIVE AUDIT



CAPITAL

The Capital
Alaska
in the State. The system
events that ultimately results
permanent capital 1improvement.

IMPROVEMENT PROGRAM SUMMARY

Improvement Program (CIP) for the State of
is a complex system affecting virtually every person
involves a logical

sequence of
in a finished productr a
The following i1s a summarised

illustration of the recommended progression of the CIP which

closely resembles the current system.
improvements we feel

mendations are summaries of
implemented to the CIP system.

Pre-funded

Planning See

Executive

Budget See

Legislative

Action See

Final Budget
Enacted and

Approved by

Governor

Project

Execution See

Project
Accounting
and Fiscal
Control

See

Interim and

Final Reporting See

Finished
Project
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8, 9, and 10

Recommendation No. 3.

4, 5, and 10,

6, 1, and 10.
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SUMMARY OF PRIOR FINDINGS AND RECOMMENDATIONS

Recommendation No. 1

The Department should provide for long-range planning of
capital projects.

The intent behind the creation of DOTPF was to create
efficiencies in the use of State resources by coordinating
services of all modes of transportation and public facilities
on a Statewide basis. To accomplish this objective, the
organizational structure of the Department"s CIP process is
centered around the Planning and Programming (P&P) branch.

Presently, P&P is involved in virtually all phases of the
CIP process, which has limited the long-range planning
efforts intended by AS 44.42.959. P&P has assumed admin—
istrative and management responsibilities that do not relate
to their planning responsibilites, causing inefficiencies in
the working continuity of the Department.

AS 37.07.061 requires the preparation of a six-year plan
containing executive recommendations for the CIP. Imple—
mentation of this plan would greatly improve the long-range
planning for the State. Planning would be further enhanced
with the following improvements:

A.  P&P should become a staff support section and
relinquish their day-to-day administrative and
management roles. Once a project has been assigned
to the Design and Construction branch, P&P should
only become reinvolved when major changes 1in
project scopes or bulgets are required (Phase 1V,
Recommendation No. 2C).

B. P&P should develop a system within each region to
obtain input from both the public and private
sectors. This regional information should then be
used to form the underlying foundation from which
a Statewide capital improvement plan is prepared.
P&P should also increase assistance to client
agencies in planning their capital project needs.
This assistance would improve the accuracy of
other State agencies”™ capital budgets and reduce
delays in their projects® construction (Phase 1V,
Recommendation No. 2A).

STATE OF ALASKA ~5% DIVISION OF LEGISLATIVE AUDIT



C. Total P&P costs should be budgeted, and corresponding
goals and objectives should be established which
can be quantified and monitored. Goals and objectives
should be established at the individual planner
level, then actual performance should periodically
be compared to predetermined standards to monitor
the efficiency of the planning activity (Phase 1V,
Recommendation No. 3).

D. Planning should become a prefunded activity.
Presently, the majority of P&P"s costs are funded
by existing capital project appropriations.

Future planning should not be funded out of current
projects. Instead, separate appropriations should
be made for Jong-range planning efforts. To the
extent feasible, the accounting should be on a
project basis to enable reimbursement of the
planning costs in the event that the planning
results in future capital project appropriations.
An acceptable overhead accounting method should be
used to equitably distribute general planning

costs not associated with a specific project.

Recommendation No. 2

The Department should budget all planning and overhead costs
and should prohibit these budgeted units from obtaining
additional funding through the reallocation of capital
project appropriations.

Presently, there is no executive or legislative oversight as
to how much CIP funds are to be spent for planning and
overhead. For the past several years, the Department has
reallocated certain CIP project appropriations to provide
funding for planning and overhead cost incurred in excess of-
the original appropriations for various planning and overhead
units of the Department. It 1s not possible to determine

the total cost of the operation of the CIP (Phase 111,
Recommendation No. 2).

To provide for the proper oversight of the planning and

overhead activities, total expected costs should be budgeted
for these units, and they should be limited to the budgeted
amounts either by executive direction or legislative act.ion.

Implementation of Recommendation No. 1, specifically eliminating

P&P"s involvement in the day-to-day management of projects
in the control of Design and Construction and prefunding the

STATE OF ALASKA -6- DIVISION OF LEGISLATIVE AUDIT



long-range planning activity, and Recommendation No. 8,
providing funding for the planning stage of the Legislature-’s
additional projects, should eliminate the need for additional
funding beyond that which was budgeted for P&P.

Recommendation No. 3

The Department should develop a regional organization
structure to improve the efficiency of administering the CIP
within each region.

AS 44 _.42.040 requires that the functions of the Department
within each region be performed, to the maximum extent
feasible, through a regional office, and that each regional
office shall be directed by a "regional transportation and
public facilities director™ appointed by the Commissioner.

However, the Department®s current organizational structure
does not provide the intended regional lines of authority ,

and responsiblity that a well-defined pyramid structure

would provide":. [Instead™ the Department is organized by the
functions of Planning and Programming, Design and Construction,
Maintenance and Operations, and Administration.

For example, 1in Anchorage, the central region, the P&P

function is headed by a regional director who reports directly
to a deputy commissioner in Juneau. The Design and Construction
function is administered by a facilities director and an
aviation director who report to another deputy commissioner

in Juneau. Highway design and construction is led by a

regional engineer who reports to a director in Juneau who,

in turn, reports to the Design and Construction deputy
commissioner 1in Juneau. The regional director of the Maintenance
and Operations function reports to a deputy commissioner 1in
Anchorage.

Each of the central region employees has equal authority and
responsibility. However, no one person in Anchorage has
overall authority and responsibility for the total CIP
process in the central region.

We recommend the Department consider developing a regional
management structure and vest the "regional transportation
and public facilities director™ with the authority and
responsibility necessary to efficiently administer the
Captial Improvement Program within each region (Phase 1V,
Recommendation No. 1).

STATE OF ALASKA -7 - DIVISION OF LEGISLATIVE AUDIT



Recommendation No. 4

The Department should develop an overhead accounting system
to equitably allocate costs to CIP projects.

A capital project accounting system should, 1ideally, reflect
all costs associated with the construction of each project.
Costs chargeable to the projects include direct costs and
overhead. Direct costs are those which can be 1identified to
a specific project such as material, labor, and construction
contracts. Overhead costs, on the other hand, cannot be
traced to a specific project but, 1instead, benefit several.
Overhead costs could include office expenses, clerical and
supervisory salaries, and travel and per diem for supervisory
personnel.

For the most part, direct costs are properly recorded to the
individual projects by DOTPF. However, a system needs to be
developed to apply overhead costs to all projects iIn an
equitable and consistent manner. One of the simplest overhead
accounting methods, and easily adaptable to DOTPF"s current
accounting system, 1is to accumulate overhead costs iIn suspense
accounts by cost centers corresponding to the organizational
structure of the Department. On a monthly basis, these

costs could then be distributed to projects based on the
percentage of total direct labor hours charged to individual
projects or some other equitable method or combination of
methods.

With the implementation of an acceptable overhead accounting
system, DOTPF1ls project records would more accurately reflect
the true costs of each project (Phase I1ll, Recommendation

NO. 1).

Recommendation No. 5

The Department should 1improve project accounting and fiscal
controls of their capital project accounting system.

During our review of the CIP, we have made several recom—
mendations for the improvement of DOTPF"s project accounting.
In the past year, the Department has made significant progress
in several of these areas. We encourage the Department to
continue this effort and to this we make the following

summary recommendations.

STATE OF ALASKA -8- DIVISION OF LEGISLATIVE AUDIT



A. The Department should improve the internal controls
over CIP funds by establishing the responsibility
for determining the availability of CIP funds for
revisions and/or adjustments and the propriety of
those changes within the Division of Financial
Management. This Division is presently relegated
to be subordinate to the Planning and Programming
branch®s direction and does not act as an internal
control check to their activities (Phase 11,
Recommendation No. 3A).

B. The Division of Financial Management should
establish a revenue accounting sec":on sufficient
to properly account for and assure collection of
all revenues for the Department. Revenue accounting
is presently decentralized and not totally controlled
by this Division. Establishing a revenue section
may require additional positions. However, the
benefit to the State would more than offset this
cost (Phase 11, Recommendation No. 3B).

C. DOTPF should establish adequate project closeout
procedures to ensure remaining balances are lapsed
in a timely manner. Closeout procedures should
include taking completed projects within an
appropriation off the Department®s accounting
system to ensure subsequent charges are not made
and closing completed project appropriations off
the Department®s system and the State accounting
system concurrently, [lapsing unused funds. Client
agencies should be promptly notified of completed
reimbursable projects so that they can make necessary
adjustments to their accounting records (Phase 11,
Recommendation No. 2).

Many of the Department®s planned improvements to their
project accounting system are dependent upon the implementation
of their proposed management information system. At this
stage, it is too early for us to evaluate the effectiveness
of the new system in improving the Department®s accounting
and other informational needs. However, if such a system is
to be relied upon as an integral part of the Department"s
accounting system, it will be essential that the project
accounts are reconciled to the State"s accounting system.

In Recommendation No. 10 of this report, we recommend a new
Statewide capital project accounting system which would be
preferable to the Department maintaining their own accounting
systems.

STATE OF ALASKA -9 == DIVISION OF LEGISLATIVE AUDIT



Recommendation No. 6

DOTPF should develop accurate and timely financial information
for use by project managers.

A concern expressed by field managers is the need for
accurate accounting data summarized by project. In addition,
to enable the effective use of this data, 1t must be received
by the managers in a timely manner. Many are presently
maintaining their own accounting records. Client agencies
have expressed a need to be able to determine the financial
and construction status of their projects being built by
DOTPF. There 1is currently no summary information provided

on the status of a project, whether sufficient funds are
available to complete a project, or whether a project has
been delayed.

With the recommended increased responsibility at the regional
level, discussed iIn Recommendation No. 3 of this report,
accurate and timely financial information is of the utmost
importance. The Department has recognized the need to
develop such management information and is in the process of
studying their needs (Phase 1V, Recommendation No. 5).

Recommendation No. 7

The Department of Administration®s Division of Finance

should adequately disclose and report the results of operations
and financial position of CIP construction funds, in accordance
with generally accepted accounting principles.

CIP project financial statements should disclose all funding
sources and the utilization of these funds. The Division of
Finance 1s charged with the rcsponsiblity to report CIP
funds and should include the following statements: 1)
Analysis of Changes in Fund Equities, 2) Balance Sheet, 3)
Statement of Revenue - Estimated and Actual, and 4) Schedul”
of Expenditures and Encumbrances Compared with Appropriatic

In recent years, the Division of Finance lias made improvemc -s
to the financial statements and recently has agreed to
implement our recommended statement presentation. Continued
efforts are needed in order to provide better presentation

and adequate disclosure of CIP funds (Phase 1lI, Recommendation
No. 1 and Appendixes C-L).
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CURRENT FINDINGS AND RECOMMENDATIONS

Recommendation No. 8

A two-year budget cycle should be considered for projects
appropriated by the Legislature as additions to the Depart—
ment"s proposed budget.

A two-year budget cycle would be based on a two-stage funding
process. The first stage should provide funding for the
planning and pre-design work of specified projects. This
funding would provide DOTPF adequate resources and time to
determine the feasibility of projects and prepare accurate
cost estimates, 1identify potential legal problems, conduct
survey work and other necessary tasks.

The following year the Department would be iIn a position to
provide the Governor and the Legislature with this information.
This would enable the Legislature to make a more informed
funding decision. The second staje of the appropriation
process would then provide funds for the construction related
costs.

A two-year appropriation process would improve the accuracy
of capital appropriations and expedite the expenditure of
construction related funds. This two-year system should bo
implemented for all medium- to large-scale projects. Projects
of small scope or emergency situations could remain iIn a one
time appropriation system, since these projects, if well
defined, require much less planning and pro-design work. To
ensure adequate information is provided on these projects as
well as the larger scope projects, we recommend the use of
the capital project budget submittal form proposed by the
Legislative Finance Division (see Appendix B).

Implementation of this recommendation should improve coordination
between the Legislature and DOTPF and provide the interaction
necessary for an improved Capital Improvement Program.
Recommendation No. 9

The Legislature should consider means of expediting the
expenditure of capital project appropriations.

Since Fiscal Year 1975 (SLA 74), the Legislature has appropriated

approximately $3.8 billion for capital improvements Statewide.
However, capital expenditures from FY 75 to FY 80 average
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less than $300 million per year. As of June 30, 1980,
approximately $825 million of FY 75-80 appropriations
remained unexpended. Although it is anticipated that in FY
81 and future years expenditures will increase, at the FY 80
level of Statewide expenditure, these remaining funds and
the FY 81 capital appropriations, totalling approximately
$1,655 billion, would not be totally expended until 1986.

The majority of capital appropriations have been made on a
project-by-project basis. The progress of projects 1is
directly related to the priorities assigned by the various
State agencies, the Governor, and the Legislature. Therefore,
many projects of lesser priority included in the above
remaining funds will not be constructed for several years.
Considering the effects of inflation and other external
factors, it is unlikely that these projects can be constructed
at the scope originally intended for the funding amount
appropriated several years earlier. As a result, many
projects will be reduced in scope, require additional funding,
or simply not be constructed.

In our opinion, legislative concern should be centered
around means of expediting the expenditure of capital appro—
priations. Methods of accomplishing this goal include:

A. Implementation of a two-year budget cycle to
provide funding for planning and pre-design work
prior to the appropriation of construction related
funds (see RecommendaLion Mo. 8 of this report).

B. Implementing the use of the capital project budget
form proposed by the Legislative Finance Division
for all legislative capital project additions to
the budget. This form would provide the responsible
agencies with improved scope definitions and other
information, and improve the efficiency of project
progress (see Appendix B).

C. Allowing a certain degree of controlled flexibility
in capital project appropriations, especially
those funded through the General Fund. Capital
projects in Chapter 50, SLA 80 (HB 60), for example,
were virtually all funded at an appropriation
level. This prohibits the flexibility sometimes
needed to make minor funding adjustments between
projects caused by higher than estimated bids,
unusual and/or unpredictable costs, and other
external factors. As a result, appropriation
level projects are often delayed until supplemental
funding can be obtained. The use of allocations
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within appropriations by region, election district,
or other desired levels would provide flexibility
between projects, yet control funding.

Recommendation No. 10

A Statewide CIP project accounting system should be established
within the State accounting system.

Presently, it is necessary for virtually all departments
involved in the State®"s Capital Improvement Program to
maintain separate project accounting systems. These systems
range from sophisticated in-house computers to hand prepared
records. In DOTPF, for example, 1t will be necessary for
financial data to be entered into three computerized systems:

A. State Accounting System: All appropriations and
expenditures must be entered in the accounting
system maintained by the Department of Administration.
However, this system does not presently meet
DOTPF1s needs to account for thousands of projects
which span several years and have several funding
sources.

13. Financial Management System: This iIn-house system
provides for DOTPF"s 1individual project accounting.
However, 1t does not provide adequate appropriation
controls and has yet to be reconciled to the State
accounting systenm.

C. Management Information System: This proposed new
system iIs presently in the development stage and
will provide summary information by project, but
the financial data generated will not necessarily
reconcile to either the State accounting system or
the Financial Management System and will, therefore,
be of limited reliable use.

The Legislature, through the passage of Chapter 168, SLA 78,
intended to provide for changes 1in the accounting and reporting
of CIP projects within DOTPF, among other issues. However,

the accounting and reporting aspects of this act have not

been Implemented due to non-standard accounting requirements
and an Attorney General®s Opinion questioning the legality

and contents of the act. In our opinion, both Chapter 168

and the Attorney General®s opinion contain accounting and
reporting theory weaknesses.
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Instead of legislative changes to only DOTPF"s accounting
and reporting, we recommend a Statewide capital project
accounting system be integrated into the State "s accounting
system. The Department of Administration®s Division of
Finance 1is presently planning major revisions to the State
system and has agreed to consider the feasibility of such a
Statewide system.

To assist in the implementation of this recommendation, we
recommend the Legislature consider the following actions:

1. Encourage and lend assistance to the Department of
Administration in developing the recommended
Statewide system.

2. The repeal of Section 15 of Chapter 168, SLA 78
(AS 44.42.080), which creates seven separate CIP
funds within DOTPF. Our recommended Statewide
system could be established by these categories,
subdivided by department.

3. The repeal of Section 8, Chapter 168, SLA 78 (AS
37.07.062), which specifies various accounting and
reporting requirements for the seven DOTPF funds
in (2.) above. Recommendation No. 5 of our Phase
Il report addressed the required financial statements
and their content for proper disclosure of financial
activity.

4. Specify through legislation, resolution, intent,
or other appropriate action, the informational
needs of the Legislature in order that the necessary
information retainagc and retrieval features can
be 1ncorporated into the development of the new
system. This should include the ability to report
total historic project costs from all funding
sources on an individual project basis.

5. Critically review any agency requests for major
additions or revisions to current in-house project
accounting systems since these systems will likely
be replaced by the recommended Statewide system.

Implementation of a new Statewide system Vv/ill be no easy
task. It will require a great deal of planning, forethought,
and coordination with all departments in the State. However,
in our opinion, this long-range approach to improving the
accounting and reporting of the State®"s Capital Improvement
Program i1s a much more desirable solution than the "band-
aid" approach currently applied by many agencies.
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FORM 35 - LEGISLATIVE REQUEST - PROPOSED CAPITAL PROJECT

INSTRUCTIONS:

1.

Project Title - Use the same project title on all correspondence when referring to this project.

location(s) - Enter the nano. of the location on this project. A "statewide"™ indicator should be used for projects having
statewide impact.

Election District(s) - Enter the number of the election district in which this project is located. For Anchorage districts,
unless the project is specifically for the benefit of one Anchorage district (such as a road project) as opposed to benefiting
all Anchorage districts(such as an airport or campus improvement) you should enter "7-12".

Start Date - Enter the month and year that the first major expenditure on this project should be made.
Completion Date - Enter the date the activities associated with this capital appropriation should be completed.

Agency Request - This table is used to display the funding source(s) for the proposed project. Enter the dollar amount

(in thousands) on the applicable line. Entries should be in inflated dollars appropriate to the fiscal year of the funding
request. (Contact the Life Cycle Cost office of the Department of Transportation and Public Facilities for the current
inflation rate.) Entries on unlabelled lines should indicate the name of the funding source. Where the project is

one phase of a multi-phase project the total should show the cost of this phase only.

Operational Cost and No. Personnel - Two columns of numbers are requested in this area of the form. The "First Operating”
column denotes the first year that the project will have an effect on the operating budget. The "Ultimate Annual'™ column
denotes die steady state condition which is expected to repeat itself from year to year. Before filling in die row entries
for diese columns be sure to fill in die fiscal years in which diese conditions are expected to occur.

Project Description - This narrative should tell the reader what die request (including stateand federaldollars) isbuying

in terms of the physical product and operational activities related to die project. Describe the project clearly and can-
pletely, as if to someone widi no knowledge of what you propose bo do. The description should ihclude a discussion of

Project Cliaracteristies and, if appropriate, Site Features or other physical factors affecting die general planning and siting
of facilities. Where applicable, submit a map showing where die requested project, i.e., power facility, hatchery, is located.

IT diis project is one phase of a multiphase project, die other pliases should be described briefly. If a second or diird
phase of a project is being requested, subnit a history of prior appropriations, project status, and any changes to original
project. Likewise, indicate any future projects which afe dependent on this project and any prior projects which gave

rise to diis project. If diis is a joint project widi sane externalentity, briefly describe dieentire project.

In your description of die project include a discussion of die major factors which will, influence project scheduling. The
lead time required to obtain reviews and approvals of plans and studio, the time required for coordination of die projects

with other governmental bodies, and die target date by which die project must be fully functional are examples of diese factors.

IT possible, c i limit your project description to die space provided.

Enter die appropr ategory, agency, and program name.



APPENDIX C

AGENCY RECOMMENDATIONS ON IMPROVEMENTS
TO THE CIP APPROPRIATION PROCESS

We requested written responses from all agencies involved in
the State"s CIP on recommendations they feel would improve
the capital project appropriation process. Instead of
summarizing the responses, we have included on the following
pages all responses as received from the following agencies:

. Legislative Finance Division

Department of Transportation and Public Facilities
Department of Health and Social Services
Department of Environmental Conservation

. Department of Education

Department of Administration

. Department of Community and Regional Affairs

\l°’0‘|:l>(.0l\)l—‘
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0 APPENDIX C-I - RECEIVED

\\ bﬁUng,J CSC 1 ~ 1900

Hi£G ISLATiY.E

THE LEGISLATURE FINANC&DIVISION &UD.137

POUCH WP-STA TE CAPITOL
) JUNEAU. ALASKA 99811
BUOG11 AND AUDIT COMHIim PHONE: 1907) 465-3795

December 19, 1980

Mr. Gerald Wilkerson, CPA
Legislative Auditor

Division of Legislative Audit
Pouch W

Juneau, Alaska 99811

RE: CIP Process Improvements
Dear Mr. Wilkerson:

Your letter of December 19 (attached) requests our thoughts
and recommendations on improvements to the CIP appropriation
process. Aside from a Christmas wish that the Department of
Transportation and Public Facilities follow rigorously the
recommendations of your recent audits, we have proposed/
supported the following changes to the capital project appro-
priation process:

1. CIP PROJECT EXPENDITURE REPORTS - The enclosed memo to
Warren Sparks sets out our informational requirements for
two basic reports designed to follow the process of expen-
ditures against specific capital projects. We have been
working with the department over the past interim to have
this type of information available on call for the upcoming
legislative session. Hopefully, these reports iIn their
requested format will be available from January 1981 on.

2. PROPOSED CAPITAL PROJECT FORM - Enclosed is a copy of our
"newly designed” Ilegislative request proposed capital
project form (the form is the Governor®"s capital project
form with the addition of specific instructions on the
back and a somewhat reduced requirement to Ffill in the
blanks). Hopefully, the new finance chairmen and their
respective committees will support the effort to better
document all legislative capital project additions to the
budget. If so, we will be in a better position to fully
understand proposed legislative projects; Tully explain
legislative projects; and finally, achieve more realistic
cost estimates for eventual appropriation based on clear
understanding and full discussion of any project.

., Director
Finance Division

Enclosures
JHH :dh
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APPENDIX C-2

JAY S. HAMMOND, GOVERNOR
(907) 465-3900

Department of Transportation and Public Facilities Pouch Z

Juneau, Alaska, 99811
OFFICE OF THE COMMISSIONER (Telex 45-328)

Deceirber 30, 1980

“RECEIVED

Gerald L. Wilkerson, CPA
Legislative Auditor

Division of Legislative Audit 02C 30 1380
Dear Mr. Wilkerson: LEGISLATIVE
AUDIT

In reference to your letter of December 10, 1980 concerning the aP_propri-
ation %[ocess for capital projects, | offer the following Information and
suggestions.

The Executive Branch is in the process of implementing the facility plan-
ning process for project development as established in Chaﬁter 168, "SLA T8,
This process will' be enhanced to the extent Fossmle by the use of Public
Facility Planning Funds to develop project plans, specification estimates
and land status prior to the request for project funding for construction.

We believe that once the process is fully implemented, the accuracy of
the estimates and time schedules for facilities will improve greatly,

This Department has experienced considerable difficulty with some of the
legislative "add on" capital projects. These problems” relate to funding,
scope, and schedule as follows.

Funding; Many Leglslators contact this Department to provide esti-
mates 0f cost for their special project. [f this ﬁrOJECt Is selected
from an early year in our six ¥ear plan, we have had the opportunity
to already review the land status and construction costs of the
project and feel more confident with the estimates we provide. If the
project is new and if the request is received during the winter
mornths, it is difficult to adequately assess the conditions which may
be encountered during development and construction of the project.
As a consequence, these estimates may not be realistic. Some Legis-
lators provide their own estimates based on information from consul-
tants or other "knowledgeable" persons. Such estimates often prove
to be inadequate.

Secondly, most all legislative "add on" projects are line item appropri-
ations.” This leaves "no flexibility to accommodate minor_ funding
shifts between projects even in the same area or region. The Executive
Branch requests, appropriations. by region and allocation by mode. Y
this process, if one project is ‘delayed or a higher priority projec
requires additional funds, the adjustments can he made and a contract
awarded for construction. We strongly recommend that the Ieglslatlve
"add on" projects be grouped as regional allocations and not made as
specific project appropriations or "establish an adequate contingency
for each region.

-20-



Gerald Wilkerson -2 - December 30, 1980

We also recommend revision of the fiscal note forms to better reflect
the costs in terms of project phases i.e. design, land, utilities,
construction, etc.

Scope.  Some projects in Chapter 50, SLA 80 are excellent examples of
this Department finding that it has an appropriation for a capital
project with no idea of the project scope. Considerable time is lost
In identifying the author of the project and securing a definition of
what the appropriation should accomplish. In some cases, the desired
end result 1s not consistent with the legislative Ian?ua?e and time
Is again lost 1n resolving the conflict. We recommend tha ,anY ]E?IS-
lative "add on" EprOJec,t be required to provide the same project infor-
mation as the Executive Branch. We ,recently received a proposed
budget submittal form from Leglslatllve Finance that, if utilized, would
greatly reduce the question of project scope.

Schedule: Projects of a complex nature should not be anticipated for
construction in the same calendar year as the authorizations. Complex
?.rOJects are defined as projects requiring major design, land acquisi-
ion or federal and state ‘use permits. ~ In ‘many cases, even simple
projects are precluded from gpln?. to contract in"the same,rear as the
appropriation when the authorization is not effective until late June
or Julg. 1 of each year. Also, projects funded with G.0. bonds require
an additional six months delay awaiting voter approval.

As a possible cure for some of these problems, | would recommend that the
"add on" projects be funded through design development during one legisla-
tive session and the construction phase be funded after this Department
has completed project development and is confident of the actual land and
construction costs.

Consideration of passing an appropriation for capital projects early in
the session for projects that have completed prer,ct development or "have
minimal deveIoRment requirements would ‘enhance this Department's ability
to construct the project In the same calendar year.

We appreciate the opportunity to provide our perspective on this process
and welcome any discussion on” the content of this letter,

Sincerely
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APPENDIX C-3

MEMORANDUM State of Alaska
To Gerald Wilkerson, CPA ae DEC 30 1980 RECEIVE
Legislative Auditor ,
Division of Legislative Audit fe no: ~-s (MA) j*n 2 m
| reLeprone no: 465-3030 USEIS T
FROM Helenu. Keirne subject: Legislative Appropriation
Commi ssioner , , Process for Capital
Dept, of Health & Social Services Improvement Projects

0ao0iAINov.io/79)

In response to your request, dated December 10, 1980, there are three
recommendations that | wish to make for your consideration. Each

year the Department of Health and Social " Services includes many

relatively small maintenance and repair projects for various purposes.
The first” recommendation is that these be grouped. For example, ,

the Division of Corrections would have one appropriation for correctional
facilities for "Minor Capital Outlag". All repair, maintenance

and construction projects under $100,000 would be included. The

justification for each project would be prepared in the same manner

as is currently the practice. Durln% the period the appropriation
is available for expenditure it would be possible to use funds as
required. In the ma#orlty of cases, expenditure will follow the

list submitted with the budget. Where necessary for valid reasons,
such as emergencies or because of costs adjustments, it would be

possible to use these funds as required.

There are times when unforseen circumstances arise and expenditures are
mandatory. The current Practlce of individually specifying in the
Budget and the Budget Act each maintenance and repair project unduly
restrains the use of these funds. | want to emphasize that we are

not proposing unrestrained use of funds, but to provide flexibility

to handle the unforseen circumstances that occur in buildings that

are aging and where emergency repairs are necessary.

The second recommendation is that a contingency appropriation be made
to the Department of Health and Social Services or to the Department
of Transportation for projects of the former. Experience has demon-
strated that capital projects often require augmentation because
the bids exceed the available aprroprlatlon. laska's economy is
characterized with inflationary features. From the time cost
estimates are made until bids are let is often a period of one or
two years. . The appropriation language would limit allocations for
reason of increases due to cost incréase. If the scope of a project
|?] changed and a resultant cost increase results, then that project
should go back for specific fegislative approval.

Without the above contingency fund, proHects_are delayed until the
subsequent fiscal year and an additional legislative appropriation,
This means even higher costs will accrue because of passage of time
and further inflation.
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An additional factor is that the already incurred expenses of bid
preparation, advertising for bids, and other costs are incurred and

without a contingency fund, a portion of these expenses are unrecover-
able and repeated at some future date.

The third recommendation is that appropriations for projects for
the Department of Health and Social Services should be made to this
department. (On occassion, appropriations for projects for this
department have been made to the Department of Transportation.

Your inquirey is appreciated. The capital outlay program of this
department is important and we are interested in any effort to
improve the process including the appropriations procedure.

If you have questions, please call Mason Anderson, the Division of

Management and Budget (465-3331), who will work with you on this
matter.
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ft N Wl A JAKS. HAMMOND, GOVERNOR

wur,u3 WU i-\Vn.\
DEPT. OF ENVIRONMENTAL CONSERVATION
465-2600 POUCH O - JUNEAU 99811

December 23, 1980

RECEIVED

WC 26 1900

Mr. Gerald L. Wilkerson, CPA
Legislative Auditor

Division of Legislative Audit
Pouch W— Alaska Office Building
Juneau, Alaska 99811

legislative

AUDIT

Dear Mr. Wilkerson:

Thank you for your letter of December 10 relating to the State"s
current process of i1dentifying and budgeting capital improve-
ment programs. The study being conducted by your agency Iis
particularly timely, as the State is moving from a position of
projects being funded largely by general obligation bonds to one
in which many, if not most, are funded by general funds. This
change results in a different relationship between the Alaska
Legislature, the administration, and the voters. Although bond
issues must be approved by all three, general fund capital
appropriations are approved only by the Legislature and the
Governor. As a result, 1 feel, many capital appropriations are
made from general funds that would have been defeated at the
polls if the voters were given the opportunity to address them
as a bond issue. Additionally, many projects are funded in the

capital budget which are ordinarily considered on-going,
operating iIn nature.

The current status of State revenues does provide much more
flexibility than was present earlier. The State can iInject
large amounts of general funds quite rapidly into the capital
improvement budget, thus meeting an immediate need the general
obligation bond program is simply unable to address. These
projects might range from an emergency or disaster situation,

to a general neec to help reverse a down turn in the Alaskan
economy .

However, the current general fund capital budget process does
not always allow the degree of analysis and deliberation neces-
sary for complete understanding of long-term project costs
before a project is funded, and does not always allow for
development of a rational basis for priority setting. This
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Mr. Gerald L. Wilkerson 2 December 23, 1980

problem can exist with bond issues, as well as general fund
capital projects, but bond issues are reviewed and decided by

a third body— the electorate. For example, the 1978 Water,

Sewer and Village Safe Water bond issue listed a number of rural
villages for specific line item funding. In some cases, there
was no identifiable project that could be funded for that village
under the Village Safe Water Act, or the project was substan-
tially more costly than the funds available from the bond issue.
As a result, a number of needed projects could not be constructed
while funds allocated to other villages will never be spent.
These projects were identified by the Legislature often without
an in-depth analysis of the villages®™ needs, or how they could

be handled under the Village Safe Water Act.

In order to preclude this from happening in the future, we have
developed a Statewide Village Safe Water priority setting system.
Although we may not introduce this system through the Governor®s
capital budget for any one budget year, we do use it in
developing bond propositions and it does provide some degree of
detailed information to the Legislature when it considers rural
village water, sewer and solid waste projects, whether these
projects are considered for bond issue or for general fund
capital funding. In this way, we have, to some extent, success-
fully worked as staff to the Legislature. However, we cannot
always respond to the emergency needs of rural communities.

Often the affected legislator hears of the problem before we

do— in those cases, we can help provide engineering and technical
assistance to the legislator, as well as the village. I would
strongly suggest that the Legislature expand the use of this
informal process, especially for rural communities which do not
have the resources to provide engineering support or design and
cost estimate information. This type of information would be,

in my opinion, most valuable in developing special capital

budget programs, such as those contained in HB 60.

The regular capital budget program that leads to either bond
propositions or to general fund capital appropriations does not
always lend itself well to the construction grant program as
administered under AG 46.03.030. This program provides grant
funds directly to municipalities for the costs of construction
of water supplies, wastewater collection and disposal, and solid
waste disposal facilities. These projects are identified by
municipalities, and proceed on their schedules. Many of these
projects are relatively small, lateral improvement districts for
water supply and sewerage systems,- for example. Therefore, we
do not always know what projects will be funded by a particular
appropriation when we make the request to the Legislature— the
amount we request is a projection based upon historical outlays,
corrected somewhat for inflation. The capital budget system,
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Mr. Gerald L. Wilkerson 3 December 23, 1980

however, 1is designed to fund specific projects, not a broad
fund. It would be helpful to us iIf the system were changed to
allow for a continuous flow of funds to communities on an
as-needed basis, rather than on a project-by-project basis.

My staff and | are available to discuss this matter in detail.

Please contact my office at 456-2600, or Keith Kelton at
465-2610.

Commissioner



BElLH

DEPARTMENT OF EDUCATION

CRETFEDNEDR AR

PHONE: 465-2800

RECEIVED

DEC 24 1980
Gerald L. Wilkerson, CPA
Legislative Auditor A
Audit Division
Pouch W

Juneau, Alaska 99811

Dear Mr. Wilkerson:

The Department of Education has had the opportunity to examine the appro-
priation process for capital improvement projects each year when the
budget is prepared for submission to the Governor's Office.

A change in this process that could result in improvement to the total
program would be the inclusion of cities and boroughs in the department's
budget by establishing a separate BRU for this purpose.

Should the cities and boroughs choose to bond themselves for projects and
claim reimbursement under the debt retirement program, we would recommend
the requirement of L.C.C. information to the voters.

Sincerely,

Commissioner
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APPENDIX C-6

JAYS. HAMMOND. GOVERNOR

DEPARTMENT OF ADMINISTRATION RYC

OFFICEOF THECOMMISSIONER JUNEAU, ALASKA 99811
465-2200
December 29, 1980 RECEIVED
DEC 3U 190

Mr. Gerald L Wilkerson, C.P.A.
Legislative Auditor

Division of Legislative Audit AUDTT
Pouch W

Juneau, Alaska 99811

legislative

Dear Mr. Wilkerson:

This will respond to your request for input to the capital budget
process.

The Department of Administration has found the need for a greater
degree of professional involvement in planning for capital improvements,
repairs and remodeling. A thorough inspection of facilities by skilled
building engineers or architects would no doubt result in improved
planning. Life cycle cost analyses on such items as heating, lighting,
insulation and remodeling would be beneficial and should be done on all
State facilities in an effort to reduce consumption of fossil fuels.

This department depends upon the services of the Department of
Transportation and Public Facilities to the greatest extent possible.
However, due to lack of available personnel, this assistance has not
been available at all locations except in a final review mode.

Commissioner

WRH/mjc
cc:  Vernon L. Perry, Director
Division of Retirement Benefits

Judy Crondahl, Director

Division of Administrative
Services
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DEPT.

JAY S. HAMMOND, Covtrnor

OF COMMUNITY & REGIONAL AFFAIRS

POUCH B

PHONE: (907) 465-4700

January 6, 1980 RECEI VED

JAN 6 19
Gerald L. Wilkerson, CPA LE.GISLATI .VE
Division of Legislative Audit AUDIT

Pouch W
Juneau, Alaska 990811

Dear Mr. Wilkerson:

Thank you fcr the opportunity to comment on the Legislative Appropriation
Process for Capital Improvement Projects. There are two areas in which
we would like to offer comments for your consideration.

The primary problem the Department has encountered is caused by the lack
of back-up material or other indication of Legislative intent on many of
the appropriations we administer. Each year, a substantial amount of
time by Departmental staff is expended with Legislative Finance staff,
committee aides, individual legislators and community representatives
attempting to determine the intended use of appropriations. It is
understandably difficult for the Department to administer a grant which
legislative intent has not been clearly outlined. If back-up materials
could be provided to the Department on capital appropriations, it would
speed the flow of funds to the recipient, increase accountability of the
projects and make the grants easier to administer.

A second problem is one that was addressed to a limited extent in fiscal
year 1981. Many of the Departmental projects appropriated are with

small second class and often unincorporated communities. These communities,
while eager to do a good job in administering a project, often lack the
administrative experience to ensure successful completion of a grant.

During fiscal year 1981, minimal funds were appropriated to provide such
communities with technical assistance and coordinate grant administrations
for the Depirtment. Sucn funding for administration is required to

ensure the intent of the legislature is complied with and the projects

are successfully completed.

We appreciate the opportunity to comment and will provide additional
information if requested.

Sincerely,

Lee McAne.
Commissioner
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JAY S. HAMMOND, GOVERNOR
(&07) 466-3900

Department of Transportation and Public Facilities Pouch Z

Juneau, Alaska, 99811

OFFICE OF THE COMMISSIONER (Telex 45-320)

February 23, 1981

RECEIVED
IB/I_r. _G.eraldeLiIkerslo?., AUA(HEQ{ C
ivision of Legislative Audi
Budget and Audit Committee FEB 23 1A
-ll;gﬁcr']'e ISlature legislative

Juneau, Alaska 99811 = AUDIT

Dear Mr. Wilkerson:

The following answers to your preliminary audit, "Phase V. A Performance
Review of the Department of Transportation and Public Facilities Capital |
Improvement Pro%}ram " should be viewed as only summaries, since more detailed
answers may be found in the previous reRorts._ | have chosen to only make a
brief response mainly due to the very short time available to pregare this
answer. | would also like to point out that recommendations No. 7 through
No. 10 are not directed at this department but, in fact, address the total
capital construction Ero%ram of the State of Alaska; and action on these
{ecomrlnetndatlons must be taken by the Department of Administration and the
egislature.

Recommendation No. 1
The Department should provide for long-range planning of capital projects

Response: The Department is actively pursum% |ong-ranqe capital planning.
Executive Order 39 also requires a statewide transportation plan updated

annually to drive the capital improvement program development. We currently
have regional multimodal transportation plans under development in many areas

o{ the State. Eventually these studies will be incorporated in a statéwide
plan.

Planning and Programming should no more be a staff support section than
Design and Construction or Maintenance and Operatigns.  Planning and
Programming and Dem%n and Construction have been |mPr0vmg.t_he|r program
relationships and will soon be at the sta?e where, atter initial funding,

the only .time Design and Construction will have to come back to Planning and
Program}%mg IS Forga cﬂange In project funding and/or scope. .

We are working hard to_improve our cost estimates, recognizin? that with the

incredible volatility in the Nation's economy, it is very difficult to be
accurate.

-30-



Gerald Wilkerson —2-

Recommendation No. 2

The Department should budget all planning and overhead costs and should prohibit
these budgeted units from obtaining additional funding through the reallocation
of capital project appropriations.

Response: We agree that overhead and indirect planning costs for capital
improvement programs should be budgeted. In fact, our 1982 operating budget
request contains State General Fund requests for these purposes. This does
not mean that time, travel or other directly related costs incurred by
individuals or units would not be charged to CIP appropriations. In the
future, these costs will be limited to direct charges and not be made through
a method of allocation of costs.

This means that overhead costs, those not directly attributable to a project,
will be charged to fixed operating budgets. This assumes, of course, that the
legislature approves these expenditures from the general fund.

Recommendation No. 3

The Department should develop a regional organization structure to improve the
efficiency of administering the CIP within each region.

Response: The statutes as well as efficient management practices dictate a
strong regional presence, and we are shaping the Department accordingly.
Coordination between units in the regions has improved dramatically and will
continue to improve.

I do not believe chat 5 "regional transportation and public facilities
directors”™ reporting to the Commissioner would provide efficient management.
Laws currently in effect governing management of state agencies are somewhat
complex and must be applied consistently statewide. Therefore, a substantial
headquarters effort will always be required, but we do believe in as strong
a regional presence as possible.

Recommendation No. 4

The Department should develop an overhead accounting system to equitably
allocate costs to CIP projects.

Response: Allocation of costs to projects is a desirable goal for purposes
of cost accounting, recording of asset values, evaluation of alternatives,
and budgetary control. As you stated, we charge direct costs to projects
and are currently charging certain overhead costs. Our budget requests for
FY 82 envision charging only direct costs to the project budgets.

Any accounting information should be evaluated in terms of the value of the
information. We would not propose that any changes be made to our current

system to systematically accumulate all overhead and indirect costs applicable
to capital projects. We will investigate this possibility as we develop our
new management information system; however, at this point, we feel that the
additional complications which this would cause would outweigh the advantages
of the information.
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Recommendation No. 5

The Department should improve project accounting and fiscal controls of their
capital project accounting system.

Response: We agree with this recommendation; however, we do not agree with
the subpart labeled 5A which iIn part states, "The Department should.._by
establishing the responsibility for determining the availability of CIP funds
for revisions and/or adjustments and the propriety of those changes within
the Division of Financial Management.” The Planning and Programming Unit is
properly the unit to make these evaluations. It is responsible for the
programming of capital funds and as such must keep up-to-date on the project
fund status to assure that sufficient balances are remaining to complete
projects as envisioned. Only knowing that the financial records indicate
that there is a balance available, as Financial Management would know, is not
enough. Financial Management does verify the transfers proposed by the
Planning and Programming Unit to assure that there are available funds in

the accounts to allow the transfers.

Recommendation No. 6

DOTPF should develop accurate and timely financial information for use by
project managers. "

Response: We have recognized this need, and it is our highest administrative
priority.

I thank you for the opportunity to provide you with my written thoughts on
these recommendations and 1, as well as other members of my staff, are ready
to meet with you and the Legislative Budget and Audit Committee to discuss
them in more detail if you should desire.

Sincerely,

Commissioner
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