


Senate Committee on State Affairs

- f*e Vic Fischer, Chairman « 1024 W. 6th Ave., Suite 204 C,

Anchorage, Alaska 99501
Official Business (907) 278-3654

December 1, 1983 ri

Commissioner Dick Lyon, Chairman
Alaska Power Authority

Pouch D

Juneau, Ak. 99811

Dear Dick:

I am pleased that the Alaska Power Authority is taking steps to correct
management and accounting deficiencies that were identified in the
recent legislative audit. The management review now underway is a good
step in the right direction.

Recommendation No. 5 of the legislative audit reads: "The Legislature,

in conjunction with APA, should review the status of various projects to
determine if unexpended project funds should be lapsed into the General
Fund.™ Twenty-eight projects with unobligated balances totalling
$14,148,445 were identified; over $10,000,000 of that represents the
balance for the Solomon Gulch project, a project that | understand 1is in
litigation.

1 would like to request that the APA board review the identified pro—
jects and recommend to the Legislature what to do with the balances. The
board, with the assistance of APA staff, is certainly in a better
position than members of the Legislature to determine whether and when
money should be lapsed or reappropriated. If this effort is not dv~ne
systematically and with your assistance, | fear that individual legis—
lators will attempt to repeal and renpproprinte project balances on
their own.

Please let me know whether the board intends to review project balances
and to make recommendations to the Legislature and, if so, when that
might be completed. 1°d like to help make sure both that projects are
adequately funded and that freod-up funds are used appropriately.

Best regards,

Senator Vic Fischer
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Alaska State Legislature

Senate Committee on State Affairs

Vic Fischer, Chairman « 1024 W. 6th Ave., Suite 204 C,
Anchorage, Alaska 99501
(907) 278-3654

December 1, 1S83

Senator Arliss Sturgulewski
1024 W. 6th Ave., Suite 204 D
Anchorage, ArC 99501

Dear Arliss:

Thanks for your memo of Oct. 31 regarding the Alaska Power Authority
audit.

I have talked to Gerry Wilkerson, and the Audit Division will indeed be
following up on the APA®"s progress in meeting the recommendations of the
audit. Because a management review and additional performance and
accounting audits of the APA are currently underway, Gerry said that his
division would not attempt their own follow-up until next June or July.
They will, meanwhile, be monitoring the other reviews. My staff, as
well, will be keeping an eye on the various reviews and changes at the
APA.

I have also written to Commissioner Lyon about the audit recommendation
concerning project balances, and asked him to work with the Legislature.
I1"1l1 enclose a copy of that letter.

Very early in the approaching session, |1 intend to hold State Affairs
Committee hearings concerning the feasibility and economic status of the
proposed Susitna project. Perhaps at that time we could also receive an
overview of the APA®"s various programs. | agree with you that there are
numerous questions of statewide import that need to be addressed and
have asked Nancy Lord to follow through on your points.

Best regards,

Senator Vic Fischer

Enclosure



- . Alaska State Legislature

i - n - i i owm

Senate Committee on State Affairs

Vic Fischer, Chairman « 1024 \V. 6th Ave., Suite 204 C,

Anchorage, Alaska 99501
Official Business (907) 278*3654

November 15, 1983

Commissioner Dick Lyon

Chairman, Alaska Power Authority
Department of Commerce

Pouch D

Juneau, AK 99811

Dear Dick:

As you know, I remain very interested in the progress of the proposed
Susitna Hydroelectric Project under study by the Alaska Power Authority. |
have a serious concern about one aspect of that progress, the development of
a workable plan of finance.

I have reviewed the executive summary of the economic and financial update
completed for the authority in September by Harza-Ebasco. I understand that
that report was subsequently withdrawn because of various inadequacies and
is still being rewritten and updated.

The September report concludes that the project remains "economically
attractive under the conservative oil price forecasts used." (J note here
that the "conservative" forecasts used in the report are nowhet? '©nr as
conservative as those the state uses for its revenue forecasts.) in any
case, if we accept the conclusion that the project is economically feasible,
it would seem to be time for the APA to move on to developing a finance plan
for the projects.

It has been apparent for some time that the ultimate key to Susitna, aside
from its economic viability, lies in its financing. Only if it can be
financed in a manner that breaks neither the state®s treasury nor the
pocketbooks of consumers should we proceed with it.

The financing question is, of course, extremely complex. The APA is,
however, statutorily required to prepare such a plan for the Administration
and Legislature. Little visible progress has thus far been made, and this
concerns me greatly. With $100 million of stcte funds already spent on the
study of the project and another $32 million being requested for FY 85, we
have made a tremendous financial commitment without yet reaching the all-
important financing step.

Frankly, 1 had expected the long-overdue Harza-Ebasco update to include a
finance plan, or at least a clear listing of options. Instead, what 1 found



was a simple statement that a state equity contribution of $1.6 - $1.8
billion (1983 dollars) would be required.

On page 29, the report states, "Several important and interrelated issues
must be resolved before a suitable financing plan can be recommended for the

Susitna Project.” It then lists them: size of project, size of state
equity contribution, financing terms, and target cost of on-line power.

Well, what else is new? We"ve known that since the beginning. It*s true of
any power project. Isthat as far as we"ve come with Susitna after all
these years? It makesme wonder where so much money has been going - and
why - if themost basic question has not been addressed.

Tlv report on the nextpage makes a /ague statement that both requires

a mitional explanation and further confirms my impression that no progress
has been made on the financing issue. The statement is ". . .Other financ—
ing options could also influence project viability. Some interests have
suggested alternative financing schemes that would improve the financial
market ability of the power from Susitna. This subject is currently under
study and should be explored further; it has not been treated in this up—
date,” What options and schemes? Who"s doing the studying? Why doesn"t
the update discuss financing?

As you know, the Susitna Finance Committee, an outgrowth of the Anchorage
Chamber of Commerce, has contracted with a firm, Kentco, to evaluate Susitna
economics and develop a financing plan. The results of this study are due
in January. While it is highly laudable for the prvate sector to take such
initiative, 1 am concerned that the committee 1is trying to do something that
is tlie responsibility of the APA. In a sense, they have stepped in to fill

a void, to take some action where they have seen only 1inaction. My concern
is that, whatever the credentials of Kentco, the committee does not have the
same interests as the State of Alaska and | do not believe that it is vise

to grant them, by- default, the responsibility to put together a finance
plan.

What we need 1is an objective analysis and no ptivate organization can be
expected to accomplish that. The Kentco proposal, although it is being

billed as objective, reflects advance assumptions that Susitna 1is both
feasible and desireable.

I would very much appreciate it if you would inform me as to the APA"s
progress in developing a Susitna finance plan. What steps arc being taken,
in what order and within what time frame? When can the Legislature expect

to see an APA-recommended plan? Until there is a plan, financial viability
cannot be. determined, involved utilities cannot I, expected to begin negoti—
ating power sales contracts, and the Legislature cannot act to pass neces—
sary legislation. I fear that lack of action at this point by the APA could
result in insurmountable impediments to progress on Susitna.

The Senate State Affairs Committee, as you know, 1is still considering
pending Susitna legislation - SB 68, 69, 70 and 71. I plan to hold hear—
ings that will include an update on the project during the early part of the



1984 legislative session. I hope that the APA will, at that time, be
prepared to address the financing issue.

Best regards,

Senator Vic Fischer

cc: o Governor Bill Sheffield

eCommissioner Esther Wunnicke
eCommissioner Dan Casey

OMB Director Peter McDowell
e Robert Hufman

eLee Nunn

.David Allison

"Senator Jay Kerttula
r Rep. Joe Hayes

“Ray Benish, APA



Alaska State Legislature

if
- Senate Committee on State Affairs
% Vic Fischer, Chairman « 1024 W. 6th Ave., Suite 204 C,
Ancharage, A.laskc 99501
Business (907) & 8-3654

November 21, 1583

Governor Bill Sheffield
Fouch A
Juneau, AK 99811

Dear Governor Sheffield:

Last March, following a series of Senate State Affairs Committee meetings on
the proposed Susitna Hydroelectric Project!, 1 sent you a letter summarizing
conclusions of those hearings and requesting your help in addressing key
issues and questions. While this letter was acknowledged, | never did
receive the promised response to the questions raised in my letter.

1 bring this to your attention only because in reviewing both my March 10
letter and the recent Harz-Ebasco Susitna update, | find thac the questions
raised in che letter remain extremely pertinent a full eight months later.
1 am enclosing copy of the letter for your own review.

I am very much concerned that, as another Legislative session rapidlyv
approaches, we have made so little progress on che Susitna issue. In March,
we were waiting for an update that was then expected in May. We"re still

waiting, us the September update was consequently withdrawn for further
work.

The update, before it was withdrawn, found that the project still appeared
to be economically feasible. The update did not address project financing,
except to say that a commitment of $1.6 - $1.8 billion (1983 dollars) in
state funding would be required.

Your Administration®s position, as demonstrated by the actions of the APA
board, seems Co be to continue with the actions and funding needed to pursue
FERC licensing of the project, but to forego making any decisions about the
do"- _rnbility of the project or how it. might ultimately be financed until
some unknown time in the future, possibly only after a license is granted.

Is this an accura .e summary of the Administration®s position? It would be
very helpful to both the Legislature and che general public if an Adminis—
tration position were clearly arcicu la*_>d.

I remain extremely concerned about the lack of progress in the development
of a finance plan for the project. 1 am sending you, under separate cover,
a copy of a letter to Commissioner Lyon concerning this issue. I still look
to you to take the lead regarding state participation in the financing of
che project as the. question of whether Alaska can afford Susitna remains
key. A financing decision needs the benefit of all the expertise and advice



you can garner from your cabinet and advisors. It should not be
APA alone, to the Legislature, or to members ol
terms of the financial health of the state,
responsibility you bear as governor.

left to the
the private sector. In

it may be the most important

In preparing for the up-coming session, | still

seek answers to the ques—
tions raised in the letter. In particular,

we must know:

* *<Jhenwill an authoritative reassessment of the project be
available?

What is the Administration®s current position on this project?

What are Administration plans with respect to Susitna financing?

*What, 1if any, legislation will be required?
The Senate State Affairs Committee 1is still

Legislation SB 68, 69, 70, and 71. |
in the upcoming legislative session.

considering pending Susitna
plan to hold committee hearings early

I loot forward to your response and to continue to work with you on this
important issue.

Best regards,

Senator Vic Fischer

Enclosure

cc: APA members
*Ray Benish
«Sen. Jay Kerttula
e Rep. Joe Hayes



Alaska State Legislature

Senate Committee on State Affairs

Vic Fischer, Chairman « 1024 \V. 6th Ave., Suite 204 C,
Anchorage, Alaska 99501
Official Business (907) 278-3654

November 21, 1983

Bob Penney, President

Susitna Finance Committee, Inc.
2819 Dawson St.

Anchorage, AK 99503

Dear Bob:

Thank you for the packet of information about the Kentco study of
Susitna economics and financing. I found it most interesting.

The Senate State Affairs Committee is planning to hold some hearings
early in the 1984 legislative session on Susitna. These will be a
follow-up to those we held last spring and will include an update on the
proposed project, particularly relating to its financing.

E hope that we can arrange, as a part of our hearings, for a presenta—
tion of the Kentco analysis and conclusions. My staff will be in touch
as we begin to set up the schedule.

Best regards,

Senator Vic Fischer



OFFICE OF TRIE GOVEBNOB

OFFICE OF MANAGEMENT AND BUDGET

DIVISION OF GOVERNMENTAL COORDINATION

November 14, 1983

To: ACMP Participants

SUBJECT: CHANGES 1IN DISTRICT PROGRAM REGULATIONS

On September 29, 1983, the Coastal Policy Council (CPC)
adopted some changes to the district program guidelines

(6 AAC 85).

A brief outline of the amended regulations follows:

1. Identification of who does consistency reviews-— A
A new section is added that requires district »
plans to clearly identify who will conduct ¥

consistency reviews.

2. One chapter for enforceable rules- A new section
85.090(b) requires that all enforceable rules of
the program be included within a single chapter
or section of the document.

3. Deadlines for annual reports- Annual reports to
the CPC from districts with approved programs
will be required by December 31 of each year.

4. Public hearing draft regulations- Procedures for
public hearing drafts are new included within
the regulations. The 60-day notice of conceptual
approval and requirement that districts prepare
findings and conclusions are abolished.

Key elements are as follows:

a. Public hearing drafts must include all
elements required in a district
program.

b. The Office of Coastal Management (OCM)

shall review the mailing list for the
public hearing draft.

01 A35LH



ACMP Participants -2 - November 14, 1983

C. A 60-day review period will be required
on public hearing drafts. Public
notice of distribution of the draft is
also reauired.

d. The public hearing shall be held no
sooner than 30 days after draft
distribution. Notice shall be widely
distributed at least 30 days before
the public hearing.

The Office of Coastal Management (OCM) has requested that
the Federal Office of Ocean and Coastal Resource Management
(OCRM), incorporate these changes into the Alaska Coastal
Management Program as a routine program implementation. A
copy of the required public notice is enclosed.

Federal approval is anticipated by December 20, 1983.
Following this approval, the amendment will be filed by
the Lieutenant Governor about December 20, 1983. You will
receive a copy of the final notice and a complete set of
all Alaska Coastal Management Program regulations in late
December.

Copies of the draft regulation amendments were distributed
previously. Additional copies may be obtained from our
office.

Please call Amy Kyle, District Programs Coordinator, if
you have any questions about this notice or the subject
amendment.

Sincerely

cfc/1033

Enclosure: Public Notice



PUBLIC NOTICE
Alaska Coastal Policy Council

On September 29, 1983, the Alaska Coastal Policy Council
adopted changes to the District Program Guidelines (6 AAC
85) .

The State of Alaska, Office of the Governor, Office of
Coastal Management (OCM), Pouch AW, Juneau, Alaska 99811,
considers the incorporation of this change to the Alaska
Coastal Management Program to be a matter of routine
program implementation. Pursuant to 15 CFR 923.84(b) (2),
OCM has asked for the concurrence of the U.S. Department
of Commerce, National Oceanographic and Atmospheric
Administration, Office of Ocean and Coasta3. Resource
Management with this determination.

Comments regarding whether the incorporation of the above
change to the Alaska Coastal Management Program consti—
tutes routine program implementation may be submitted to:

Office of Ocean and Coastal Resource Management
One Page Building

3300 Whitehaven Street, N.W.

Washington, D.C. 20235

Attention: Bill Brah

Comments will be accepted thru December 5, 1983.
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AUDIT DIVISION
POUCH W
JUNEAU. ALASKA 99811

THE LEGISLATURE

BUDGET AND AUDIT COMMITTEE

August 5, 1933

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.

A SPECIAL REPORT
ON THE
ALASKA POWER AUTHORITY

September 28, 1976 - June 30, 1983

X U/M X 1{/Lt"
Gerald L, Wilkerson, CPA

Legislative Auditor
Division of Legislative Audit
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PURPOSE OF THE REPORT

In accordance witlftwo L&gislativ”ABudget and Audit Committee
££SIIES ts_.and Title"-£-4-e-f" the Alaska StatutesT~HTF~specTal”

report has been prepared to determine:

IT contracting policies and procedures of the Alaska

1.
Power Authority are in compliance with applicable stat—
utes and administrative procedures.
- 2. The current status of Alaska Power Authority projects

and current authorization balances for those projects.

STATE OF ALASKA DIVISION OF LEGISLATIVE AUDIT



ORGANIZATION AND FUNCTION

The Alaska Power Authority (APA) was established by the 1976
Legislature to develop Alaska®s hydroelectric and fossil

fuel power resources. A 1978 amendment expanded the power
sources to include wind and tidal power, geothermal and solar
energy, and waste heat conservation. The purpose of develop—
ing these resources 1is to strengthen and diversify the econ—
omy by providing energy and power at the lowest reasonable
economic, social and environmental costs.

AS 44.56.020 provides that APA is a public corporation of
the State within the Department of Commerce and Economic
Development but with separate and independent legal exist—
ence. Consequently, APA 1is governed by a seven-member Board
of Directors, including the Commissioners of the Departments
of Commerce and Economic Development, Natural Resources, and
Transportation and Public Facilities, the Director of the
Office of Management and Budget and three members at large
appointed by the Governor. A Schedule of all appointments
to the Board since inception may be found in Appendix A.

APA staff consists of an executive director; directors of
finance, engineering, construction, and operations; engineers,
economists, and various support staff. In total, APA employs
35 peonle with an operating budget during Fiscal Year 1983
mS"ffcl0,428 ,000 which includes $8,300,000 in grants.

APA"s activities can be divided into three functions: Energy
Program for Alaska, Power Production Cost Assistance, and
Rural Electrification Revolving Loan Fund.

Energy Program for Alaska

APA receives appropriations to develop power production pro—
jects by acquisition or construction to address both immediate
power supply problems and long-range anticipated problems.

To develop a power production project, APA follows basically
a five-step process (reconnaissance, fTeasibility, design and
licensing, construccion, and operation).

The first step of the project development process is a recon—
naissance study to assess the electrical energy and space-
heating needs of a community or region and to evaluate pos—
sible alternatives. The result of a reconnaissance study is
the identification of those energy alternatives that merit a
more thorough evaluation. The second step of project devel —
opment is the feasibility study. This study obtains detailed
information and analy the technical, economical, and envi—
ronmental aspects of particular project or program.

STATE OF ALASKA DIVISION OF LEGISLATIVE AUDIT



IT the results of the study appear to be feasible, the Legis—
lature then reviews the findings. IT approved, step three,
design and licensing, can begin. During this time all nec—
essary permits are obtained, including a Federal Energy Regu—
latory Commission (FEEC) license for hydroelectric projects,

and engineering plans are designed. Once the plans are de—
signed and the license, if needed, 1is approved by the FERC,
step four, actual construction, can begin. Finally, once

constructed, APA either operates the facility itself or en—
ters into an operations agreement with a local utility.

Power Production Cost Assistance

The Legislature created this program in Fiscal Year 1981 to
reduce the high cost of electric energy to certain customers

of qualifying atilities: residential customers, local com—
munity facilities, and charitable organizations. Payments
are made to the utilities by APA to be passed on to these
groups in the form of lower electricity rates. The primary

beneficiaries of this program are rural areas, since high
energy costs are a prerequisite for participation.

Rural Prudtlc~Lion~~Cns-t- IVs-gxsiramre

APA may make loans to electric utilities cer< \fied by the
Alaska Public Utilities Commission for the pu..pose of extend-—
ing new electric service into rural areas. Loans can only

be made to certified utilities to provide service to at least
three new customers. Loans are made at 2 percent interest

for a maximum of 20 years.

STATE OF ALASKA DIVISION OF LEGISLATIVE AUDIT



AUDITOR®™S COMMENTS

During the course of our review we observed, or were given,
several explanations for the existence of the problems de—
scribed in the Findings and Recommendations section of this
report. These reasons surfaced with sufficient frequency
throughout the audit to warrant special mention. Following
is a listing of the explanations given and our opinion as to
their impact on the operation of the Alaska Power Authority.

Workload Explosion

Since the Authority®s establishment by the 1976 Legislature,
workload has grown at an astronomical rate. Appropriations
for capital expenditures have grown at an average of approxi—
mately 500 percent per year. The Authority has elected to
keep the staffing level small and to handle the workload
explosion through the increased use of contractors. In fact,
fthe Legislatu. has approved more positions between Fiscal
Iyears 1979 and 1983 than were requested by the Governor"s
Ibudgets. While this procedure has allowed them to monitor
project development, administrative support services have
suffered resulting in numerous financial management and co i-
tract management problems.

The increase ir. workload resulted in a proportionate 1increase
in the number of contracts let by the Authority annually.
However, a separate contract administration section was not
established until August, 1981. Prior to that time, respon—
sibility for contrarcing procedures was delegated to numerous
employees. Even though a contract administration section

now exists, all contracting responsibilities have not been
centralized under this section (see Recommendation No. 3).

Legal Status of the Authority

APA"s enabling legislation provides that it is a public cor—
poration of the State within the Department of Commerce aiiv*
Economic Development but with separate and independent legal
existence. For APA, as well as other agencies 1in this cate—
gory, there have been many questions regarding their legal
status which have needed to be resolved. Contracting problems
resultjpng . from this at the Authority have been 1in, the areas

0 ?nn.u -iNN gvpe; the naad, f r  p»HOM nnH 'n(PEmV” nt APA
rontrari-f.fi by the JDepnrtnmsoncg—>f nmmp-rrr* aitd-Ee000mic Devel -
opment and Administration. Some early contracts were not
submitted for review and approval to either Department.

T! ere have also been two periods of time more recently when

confusion existed over thn npqt} far pvt~Annl review and ap-
During August, 1981, blanket authorization for

approval and obligation of funds for major equipment and

STATE OF ALASKA DIVISION OF LEGISLATIVE AUDIT
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civil construction contracts was granted to APA. However,
because of a confusing verbal interpretation of this authori—
zation by the Department of Administration, there was a period
of approximately five months when no professional service
contracts were submitted foi approval either.

During 1982. APA was-grantea "agency statup” for all matters
pertaining to professional service contracting. This action
was taken at the request of the Deputy Commissioner of Com-
-Hierce. and Economic Development who felt that because the
Authority 1is within the Department for administrative pur —
poses only, the Department does not exercise any policy or
decision-making control over Iit.

As a result of this change, contracts went directly from APA
to the Department of Administration®s Contracts Review Com—
mittee. With the advent of the new administration in January
of this year, however, the Department of Commerce and Eco—
nomic Development 1is once again reviewing and approving APA
professional service contracts.

r

Internal Priorities/Attitudes

During our review, we observed several attitudes displayed

by APA personnel which we feel contributed to the problems
noted in contracting procedures. The most prevalent attitude
observed was one of project development beir.ft of a highpr
priority than following the re.quTred._brocedures for the prp-
gassing of jcorJIEilita,. This attitude was especially notable

if the contract involved field work which had to be completed
during, the Ilimited construction season. In these instances,
it was felt that contracting procedures could be relaxed to
expedite the completion of the work. Examples of the problems
created by this attitude include allowing contract work to
begin prior to execution of a formal contract (see Recommenda—
tion No. 1); and improperly executing contract an;endments
which substantially change the scope and amount of the origi—
nal contract (see Recommendation No. 2).

Another attitude we observed was the a”sjump.tiou-that-al-l
coutrarta”submittejcL-through-app”~ovai- channels.. will be-approved.
This attitude 1is engendered by several factors. The Tfirst

is the historical perspective which shows that all contracts
which are technically complete have been approved. The second
is what APA regards as a total absence in approval channels

of individuals with sufficient expertise in the types of
contracts APA 1is entering to perform a substantive review.

The third factor is the confusion over requirements for ap—
proval discussed in the previous section. This attitude has
also manifested itself in a relaxation oi contracting proce—
dures such as the release of advertising for RFPs prior to
having an approved ATN (see Recommendation No. 1).

STATE OF ALASKA DIVISION OF LEGISLATIVE AUDIT
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why appropriation balances for completed projects are not
lapsed. The most frequent explanation 1is that funds are
retained to cover unexpected contingencies vhich might occur.
We were also told that funds are retained for the eventuality
that a subsequent phase of the project will be funded. This
may continue to occur even though appropriations sought for
subsequent phases have been denied by the Governor or the
Legislature. Because of these procedures, unexpended project
funds may be appearing on APA"s books several years after
completion of the phase of the project the appropriation was
received for. (For additional detail on project status and

\ appropriation balances see Recommendation No. 5.)

STATE OF ALASKA DIVISION OF LEGISLATIVE AUDIT






FINDINGS AND RECOMMENDATIONS

Recommendation No. 1

The Alaska Power Authority should comply with all applicable
statutes and procedures governing contracting.

Our review of APA"s contracting procedures included an exami—
nation of all contracts let by the Authority from its incep—
tion in 1976 through March 31, 1983. We were unable to determ-
ine"MhaUhar--Qur_contract universe wag mmpi ot-a-hnnonoo- mf

No. 3). The universe we reviewed was comprised as follows:
Type No. | Dollar Amount %

Professional Services 146 83.0 $106,818,446 29.6
Construction 6 3.4 184,567,625 51.0
Procurement 24 13.6 70,265,446 19.4
Total 176 100.0 $361.651.517 100.0

Our review of these contracts revealed numprnus violation”
of contracting prncp.Hnrpg QPt- out in the State
Administrative Manual (SAM) and Title 36 of the Alaska
Statutes. Contracting procedures set out in Title 36 became
effective 1in July, 1982, therefore, only contracts entered
into after that time were tested for compliance to those
statutes. Violations are categorized and described below.

A. SAM 8134: The State is not obligated for services pro—
vided prior to the effective date of the contract.”

Twenty-one contracts. (120)....bfld wrn-U pp-rjE<ypmp*l nn t
Prior to Department of Adnuni.gfrat-inn fnnA) ppp-rpval. A
review of contract billings indicated that work began 1in
accordance with the projected contract start-up date rather
than the date of DOA approval which establishes the actual
effective date of all professional services contracts. The
amount of time that work was performed prior to contracts
being signed, ranged from 6 days to 244 days, with the
average being 51 days. There were t)-ircp contracts included
in this category for which nnA_app-rnvai was never receive”.

APA personnel stated no directive is given to contractors to
begin work prior to the effective dates, and that contractors
are informed that if work begins prior to the effective date,

it Is at their own risk. However, 1in an October 27, 1982
letter from an APA project manager to a prospective contractor,
we Tfound the following words of encouragement: "Let me once

again express my appreciation for your willingness to proceed

-9-
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on our work at your risk pending execution of the formal
contract. Please keep track of your time and we will honor
appropriate expenditures for this period when you submit

your first formal billing." In our review, we noted billings

amounting to $884,343 for work performed on contracts prior
to their approval.

B. SAM 8108 and AS 36.98.040(c). Contracts for professional

services shall be approved by the Department ot Admin-
istration.

Twenty-three professional servirpg *nt-r~fc a-iH nnt- .kauo
proper aPPro~vaT trom the. Department of Administratinn. These
contracts totalled $12,559,604. Included in this total are:

1. Four feasibility study contracts totalling $4,625,154
which were processed du-ing a period of time when
there was some confusion whether blanket authority
granted APA for major ecuipment manufacturing and
civil construction contracts extended to feasibility
study contracts. This confusion ensued from a tele—
phone conversation with the coordinator of DOA®"s Con—
tract Review Committee who 1interpreted the authoriza-—
tion to be thus extended.

2. Four professional services contracts totalling
$6,697,090 for services other than feasibility studies
which were processed during the same time period as
described in (1) above. Per APA staff these errors
occurred as a result of their interpretation of the
blanket authority as extending to all professional
services contracts. No justification for this inter—
pretation exists, however.

3. Fifteen additional contracts totalling $1,237,360
which are predominantly unexplained.

C. SAM 8132 and AS 36.98.030(d). Sole source contracts
shall be supported by an explanatory memorandum.

Forty-four of the seventy-sotct sole source contractsLentered
into_by the Authority 757%;> did not,.tenderTadequate written
Njustification for ne”o Mating-wlth lonly one-s-onrc”. These
contracts totalled $$7042,957. Although written justifica-
tion was submitted on_-thfi-nrgjnri-fry~*nftheseT oontracts, wp
3id-n-o-t- ~ealr--irtr-adtrg-uia™e.lv 4-us.tiflecjLnot soliciting~compgti-
tivo-bids. For example, a sole source contract for a recon-
naissance analysis was supported by the following justifica—
tion. "Information to be provided by the engineer has been
requested by the Legislature to be available as rapidly as
possible. A qualified and experienced engineer in both con—
ventional diesel generation and small hydroelectric develop—
ment is not available on staff to perform this work in the
desired time."

-10 -
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Included in this total are twenty-two United States Geologi—
cal Survey (USGS) contracts totalling $544,620 which were
entered into prior to the exempting of federal contracts

from DOA review. Also included are nine contracts totalling
$203,729 for the experts chosen for the Susitna Technical
Review Panel. Although a selection process was carried out
by the APA staff and Board, Authority to Enter Contract Ne\-
gotiations documents (ATN) submitted to DOA did not reflect
that process nad occurred, and implied sole source contracts
were being issued to each individual. The largest contract
on our exception list was for $1,231,090 and was entered into
during the p 1od of confusion over the Authority"s blanket
authority de&”" ibed in section A of this recommendation.

Per APA, past practice and current procedures permit, at the
discretion of the Authority, the continued use of an engineer —
ing firm for successive phases of project development. We

were able to determine that at least two contracts we reviewed
totalling $1,399,147 fall into this category. Thirty-six of
the questioned contracts were approved by the Department of
Administration without adequate written justification (see
Recommendation No. 4). The remaining eight contracts did

not receive required approval from DOA.

D. SAM 8140. An ATN must be submitted to and approved by
50a before Requests for Proposals (RFP) are released,
before newspaper~advertislng, and before negotiations
commence with any prospective contractor.

Seventeen contracts reviewed did not have properly executed

mMNs... ~ For The majority of questioned contracts, eleven of*
the seventeen (65%) advertising for the RFP was released
prior to approval of the ATNs. Other exceptions included

three contracts for which no ATN could be located, two con—
tracts which were approved prior to ATN approval, and one
contract for which the RFP was released prior to approval of
the ATN.

Per APA, the Authority has allowed the advertising to begin
before receiving an approved ATN if they feel the ATN will
be processed without question in order to minimize the paper
processing delays prior to beginning actual contract work.
Contracts questioned under this section totalled $4,803,849.

E. SAM 8146. Contracts for $20,000 or more require solicita—
tion of proposals by newspaper advertising in a major
newspaper in each of Alaska s three major cities a mini—
mum of three times.

Six professional services contrart-p were not advertised iIn ac—
cordance yith SAM 8146. These contracts totalled $9,587V05T7
"Four of tlie questioned contracts were advertised, but not

for the required three days. For the other two contracts,

we could find no evidence that they were advertised. These

two contracts were let in FY"80 and account for $68,800 of

the questioned total.
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F. SAM 8144 and AS 36.98.040. Froposals must be evaluated by
a committee consisting of at least three members"!

Six contracts warp, entered into based on RFP evaluatinns—whirh
were not performed in conformance wi fh t-hiq geTr-j~n Three of
the questioned contracts were evaluated by committees consist—
ing of only two members. These contracts totalled $364,300.
For two contracts totaling $8,016,628, evidence did not exist
demonstrating an evaluation process had occurred. The six:h
questioned contrac* did not evidence an evaluation by point
values as recommended ac SAM 81&4 and required at AS 36.98-
.040(a). The total value of contracts questioned under this
section is $8,847,727.

For three contracts for which evidence was not available to
demonstrate an evaluation process had occurred or that point
values were used, APA personnel stated that each was properly
evaluated, but documentation has been misplaced.

Summary of Violations

In summarizing the impact of these violations on the total
population reviewed we fi”a that 75 of APA"s 176 ront-"qqfg
C43%) were not properly executed nnher_..one_or-more nf-_.th.n
above-listed requirements. These contracts totalled $30,545,161.

In recognition of the fact the Alaska Power Authority has only
been operational for a relatively short time, we analyzed the
error rate by fiscal year to determine whether the high error
rate could in part be attributed to growing pains. The result
of this analysis follows and demonstic”cs that although the
error rate has declined during the agency®"s development, the
larger dollar value of contracts executed annually has resulted
in a substantially larger total dollar impact in recent years.

Fiscal Total Contracts Con"racts Improperly Executed
Year lieu Ai..oune No . JL. Amount |
1977 1 3 40,000 1 100 $ 40,000 100
1978 2 unknown 1 50 unknown

1979 5 192,712 4 80 152,712 79
1980 22 9,558,996 15 68 8,447,628 88
1981 42 9,411,202 26 62 2,366,223 25
1982 63 288,221,006 19 30 13,160,630 5
1983* 41 54,227,601 9 22 6,377,968 8
Total 176 $361,651,517 75 43 $30,545,161 8

AThrough March 31, 1983.
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Violation of the statutes and procedures governing contract—

ing could invite legal challenges to APA"s contract awards,
\which in turn could escalate project costs and cause sub-—
stantial project delays.

Recommendation No. 2

APA should review their procedure of amending professional
service contracts and comply with applicable State statutory
and administrative requirements.

General Information

Our review of APA contracting procedures from inception to
March 31, 1983, included the determination of the extent and
use of change orders and contract amendments. We found that
APA frequently amends contracts as tn Arnnnnt ,

Period of performance™ z

As of March 31, 1983, APA had awarded 176 professional serv—
ice, procurement, and construction contracts totalling
$361,651,517. Included in this total were "194 change orders
and contract amendments issued in excess of $40,875,000.

Upon review of the revisions, we found the following:

1. The dollar amount of procurement and construction con—
tracts accounted for 70 percent of the total awarded
contracts but only 1 pe. ent of the dollar amount of the
revisions. While 11t api :ars APA has adequately contr..1lled
the amount of change ord rs for procurement and const*;,
tion contracts, APA has isued an extensive number of
contract amendments for ".Tfessional services (recon-—
naissance, fTeasibility, u»vi design). Of the total dollar
amount of revisions, $40,309,595 (99%) were for profes—
sional services.

2. Since inception, APA has awarded $106,818,446 in profes—
sional service contracts of which contract- amendments
pcgiiiin.tjad~_for $40,309,595 128%). Contract amendments
have 1increased professional scrvlc-a..contract "costs "bixtv-
ffiree percent.

3. The number of revisions issued per project ranged from
one to seventv--tv®o with the Tyee Hydroelectric project
receiving”imemost. b

4. The average contract amendment issued on professional
service contracts was $298,590 while the range varied
from reducing the contract $1.6 million to increasing
the contract $7.8 million.

-13-
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5. While the majority of revisions affected Fiscal Year
1982, other years were also affected.

Fiscal Year Number Dollar Amount
1979 4 $ 22,850
1980 22 5,452,871
1981 49 4,190,110
1982 106 25,746,499
1983* 13 5,462,790
Total 194 $ 40.875.120

*Through March 31, 1983.
Violations

We also found violations of procedures set out in the State
Administrative Manual governing the amending of contracts.
Those violations are categorized and described below.

A SAM 8148. The State 1is not liable for any sum in excess
of the contract amount unless an amendment is negotiated
and approved by the Department of Administration.

During our review, we found that fifteen contract amendments
issued for $6,437,898 la_ckfid required approval by the Depart—
ment of Administration. Included in this total are five
amendments totalling $214,500 which were processed during a
period of time when there was some confusion whether blanket
authority granted APA for major equipment manufacturing and
construction contracts extended to feasibility contracts.

Five of the fifteen amendments described previously, plus an
additional twenty-eight amendments totalling $3,872,631,
were 1issued after the contract completion date. By doing
this, both the Authority and DOA were granting retroactive
approval of amendments.

B. SAM 8114. IT a proposed amendment changes substantially
tFs terms of the existing contract as to scope, amount
or period of performance, a new ATN must be transmitted
for approval.

stani®ially changed the scQpa_Q.IL-the. original- contraci-foJL
wM-ch-naljraw-ATN ere processed. For example, during Fiscal
Year 1981, a professional service contract was awarded that
provided for 1independent: cost estimating. Originally, the
contract scope stated the contractor would provide cost esti—
mates for the Tyee Lake project. The contra-t was issued

for $33,840. Tne ATN for the project stated several cost
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estimates would be solicited with an estimated project cost
of $100,000. The contract cost, however, ballooned to
$438,593 as contract amendments were issued for cost esti—
mates to be provided on eight additional projects.

There were twenty-three contracts for which amendments in—
creased original contract cost by more than twenty percent.

0Of these twenty-three, two did not have revised ATNsS pro—
cessed, and three did not have original ATNs. Also included
in these contracts are two which had revised ATNs processed,
however, amendments exceed the revised ATN amount by an aver—
age of 38%.

It is APA ™ opinion that due to the nature of their profes—
sional service needs, the use of contract amendments 1is the
best way to manage and control contract costs. However, it

iIs incumbent upon APA to exercise due care and diligence 1in
the use of contract amendments so that the State may be as—
sured the best product at the lowest possible price. If due
care and diligence over amendments 1is not exercised, a certain
loss of control over project cost is likely to occur which
must ultimately be absorbed by the consumers of power gener—
ated by APA projects.

Recommendation No. 3

APA should strengthen their internal control over contract
administration

During our review, we Tfound several weaknesses in the admin—
istration of contracts:

1. A complete listing of contracts let since inception is
not maintained.

2. The function of controlling contract documents 1is not
centrally located.

Currently, APA relies on the Outstanding Encumbrance Analysis
as documentation of awarded contracts. The Qutstanding Encum—
brance Analysis only reflects currently outstanding contracts.
Since 1inception, APA has awarded $361,651,517 professional
service, construction, and procurement contracts. As of
March 31, 1983, the Outstanding Encumbrance Analysis re—
flected only $134,881,900 or 37% of the total contracts.
Furthermore, for certain professional service contracts, it

is the current policy of APA to write contracts tio state

that the project will progress in phases and that: the con—
tract will be continuing.

-15-
STATE OF ALASKA DIVISION OF LEGISLATIVE AUDIT



Accordingly, the phases may receive additional appropriations
yearly. Thus, these contracts require an additional encum—
brance. This encumbrance is assigned a new number and is
reflected on the Outstanding Encumbrance Analysis as a new
contract when in fact the additional encumbrance is an amend—
ment to the original contract. The wse of the Outetanding
Encumbrance AnalvMra—-rtt-»ttht-s- in- the-JLoss”of accurate recoi
~|ofawarde4--eenh™ac-ts-arid--Mfahen”--the--audXtu-t£5TINFr5Fr "~
reporting total contract value.

In addition, we found that contract files were incomplete.
The Contract Administration Section maintains the contracts,
authority to negotiate documents and change orders while
project engineers control requests for proposals, invitations
to bid, contractor response and the evaluation of the pro—
posals. This method has resulted in the loss of_ the follow—
ing documents:

Number Dollar
Complete contract documents 5 $ 41,928
Authority to negotiate and/
or contract 9 2,558,050
Proposal evaluation 3 8,116,298
Total documents 17 $10.716.276

It should be the function of the Contract Administration
Section to control and maintain all contract documents. To
strengthen control over contracts, the Contract Administrator
should maintain a record of all awarded contracts including
amendments to the original contracts. In addition, contract
files should contain all original contract documents as well
as the support for awarding the contract.

Recommendation No. 4

The Pepartment of Administration (DOA) should adequately
review ancTdpp°rove sole source~~contracts in compliance with
applicaFTe State statutes and administrative requirements.

Article 4, Uniform Purchasing, of the Fiscal Procedures Act
gave DOA, in part, the responsibility for establishing con—
tracting procedures and for monitoring, compliance with those
established requirements.

As part of those requirements, Section 8106 of the State
Administrative Manual provides that, "... it is the State
policy to solicit proposals from at least three potential
vendors unless justified otherwise "
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In addition, the 1982 Legislature enacted AS 36.98.030 which
allows State agencies to contract by sole source if:

1. The contracting agency demonstrates that there is a sin—
gle source of the expertise or knowledge required or
that one person or firm can clearly perform the required
tasks more satisfactorily because of the person®s or
firm*s prior work; and

2. the head of the State agency has submitted a written
request to the commissioner that details the reasons for
the exemption; and

3. the commissioner or deputy commissioner has authorized
in writing the State agency to enter contract negotia—
tions with the single source.

During our review of APA"s contracting procedures from incep—
tion in 1976 to March 31, 1983, we noted that there were
seventy®™an”~sole source contracts of,which forty-four JSJrj
we did not feBL"S2g7nrarel!lLInust:ifi4--m"t---sja].i.r.i ting comp-atiJiiva
kids . W& jfaund--that--"ven“hough---there-"w*s- inad®quajte-~jm~tten
4-US-fification, DOA_app.ro:vEd J:hirb3”7sj.x-e€-these contracts;.
These contracts totalled $1,711,211. Three out of four con-—
tracts let during Fiscal Year 1983 were approved after AS
36.98.030 became effective.

This problem was also found in our previous audit dated

August 23, 1982, which addressed statewide contracting pro—
cedures during the first seven months of Fiscal Year 1982.

The audit tested eighty-two professional service contracts

of which forty-eight contracts (58.5%) were either not adver—
tised, did not obtain three proposals, or did not adequately
justify negotiating with only one contractor.

The 1intent of requiring that sole source contracts be ade—
quately justified is to ensure that the State is receiving
the best product or service at the lowest reasonable cost.

/Therefore, although it is incumbent that APA comply with
applicable statutes and regulations, it is the responsibility
of DOA to review the proposed contracts to ensure compliance
with those statutes and regulations.

VRecommendation No. 5

The Legislature, 1in conjunction with APA, should review the
st:atus of various projects to determine if unexpended project
H inds should be lapsed into the Gene~fa"l Fund.

Since 1its inception in 1976, APA has received a total of
$5-9.0.180,059 in appropriations for projects throughout the
State!l As of June 30, 1983, APA has expended $371,450,233
and has additional outstanding encumbrances totalling
$80,590,930. The total appropriation amount includes new
funding from the Fiscal Year 1984 Appropriation Act and also
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reflects funding repealed or reduced by Chapter 106, SLA
1983 (see Appendix B for a complete status listing of APA
proj ects) .

We reviewed 100 percent of APA"s projects to determine their
current status and to identify projects for legislative re—
view of unexpended project balances. As a result, we have
identified 28 projects with unobligated balances totalling
$14,148,445 for review.

Of that total, $10,491,133 represents the June 30, 1983 bal—
ance of a $53 million appropriation for the Solomon Gulch
hydroelectric project. This facility has been in operation
since September, 1982.

We recommend the Legislature, in conjunction with APA, review
the following list of projects to determine whether the bal —
ances should remain with APA or be lapsed into the General
Fund.
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Projects

Chapter A9 . SLA 1179
Cordova Power Creek

Chapter 30, SLA 1979

Anchorage Energy Pooling

Gartlna Creek Hydro Project

Thayer Creek Hydro Project

Total Chapter 80, SIA 1979

Chapter 50. SI.A 17)80

Scammon Bay Electricity

Chapter 120. SLA 1980

DIl 1Ingham-1.nke Elvc

Car sen liny

Tog Ink Village

CoodnuwR Day

Var lout. VIllages

TutiImina

Authorizations

$ 250,000

120,000

270.000

100.000

A90.000

100,000

550.000

200.000

A0,000

25,000

200,000

50,000

Alaska

Projects For
as of June 30,

Expenditures

99,670

32 ,1A2

61 ,5A7

193,359

38,779

5A6.218

1A.AA9

29,000

29,016

197,016

36,6 7A

Power Authority

Review
1983

Encumbrances

1»A17

1,A17

Balance

S 250,000

20,330

236, AAl1

38,A53

295 .22 A

60,697

3,782

175,6 76

11.000

15.98A

2,9 8A

11,326

Project Status

loan monies
community

Legislation
intended for

specifies that
hydiro, however,

wants diesel generators.

Completed study on the reliiblllty of
the Anchorage area electrical trans-—
mission system.

Feasibility study completed. No ad-—
ditional funds have been requested.

Feasibility study completed. Report

ova 11 abl c .

Feasibility studies completed. Results
showed that hydro potential Is marginal.
Part of Bristol Bay regional study.
Project put on hold pending legislative
ac tlon m

Reconnaissance study completed.

Reconnaiusaucu study complLeted.

Additional funds to lie requested for
Fiscal Year 1985.

Reconna Istiauce study completed. Based
on the results no further work Is
expected.

Reconnaissance study completed. “Sport
ava 11 ah le .

Part uf Urinl»l Hay regional study.
Funding dueled (or Fiscal Year 1933.

Project on hold.



O35 —

mokiaio

IAivntinn

Aionv

Projects
Chapter 120, SLA 1980 (Cont.)

Northwest Coal Resources
Kotzebue Geothermal

0ld Harbor

Cent ral

Total Chapter 120, SLA 19BO

Chapter 90. SLA 1981

Cruig-Klawock Transmission

Chester Lake

Chukachnmnn Lake

Tazlmlna Lake

Rural Community

Reconnaissance

Hulls Agricultural Project

Kndlak 1Island Horough

Alaska Power Authority
Projects For Review

as of June 30, 1983

Anthorlzntions Expenditures Encumbrances

S 269,025 $ -0-

$ 250,000

601000

54,460 3,085

990,000 31,829 -0-
200,000 -0 “o-
2,585 ,000 1.187, 66) 12,960
750,000 666 -0-
1,000,000 338,673 51,250
1,000,000 995,061 -0-
2,000,000 1,700,298 242,981
560,000 545,410 100
2,155,000 1,921 ,847 179,737
100,000 81 ,232 9,100

Balance

$ 975

2,675

958 ,171

200,000

1,384 ,373

749,331

610,077

4,939

56,721

14 ,490

53,416

9,668

Protect Status

Feasibility stuilv completed. Report
nva 11 nbl c .
feasibility study completed. Report

ava 11 abl e .

Reconnaissance study completed.
Additional funds to be requested for
Fiscal Year 1985.

Loan. Community wants 0Z interest. APA
not authorized to loan monies at 0Z.

Local wutilities unsuccessful In negotlut-
tn]; power Hales agreement. Per APA no
agreement In sight.

Feasibility study completed. Findings
and recommendations to be presented to
the Hoard of Directors.

Feasibility studies on-going, Susltna
funding Chapter 101, SI.A 1992 bulng
util 1zull.

Purt of Bristol Hay regional study.
Funding denied for Klscal Year 1983.
ProJec t on hoid .

Ileconn.i tssance study at thirty-six
villages coinpletu. Report available.

Design and construction of 3-phuuo
distribution lino. Construction
compl e toil

Project completu and the report is avail—
able.



Pro lects

Chapter 9C, SLA 1981

Kotzebue District Heating

Kotzebue Coal Utilization

Total Chapter 90,
Chapter 92, SLA 1931

Green L.%ke

Solomon Gulch

Totnl Chapter 92,
Chapter 101 , SLA 1982
Cantwell-Electric

Transm*sston
Andersor-Conl
Total Chapter 101,

Totnl Project!!

SLA 1981

SLA 1981

Conversion

SLA 1982

Authorizations

$ 12.0,000

100,000

7,785,000

85,000

53,000,000

53.085,000

75,000

50,000

125,000

&6 4 ﬂ_(é‘z 0, O.Q(Q_««»'«

Expenditures

$

Alaska

Power

Projects For Review
as of Jane 30, 1983

119,121

97,341

5, 799 .649

45,041

42,451,600

42 ,496,641

24

24

Encumbrances

100

483,268

57,267

57,267

-0-

$20M 3641444

Authority

Balance

2,559

1,502 ,083

39 ,959

10,491 ,133

10,531 ,092

74,976

50,000
124.976

$14,148,445

Project Status

Fcnsibl®"l Ity study completed. Report
avail abL<.
Feasibility study completed. Report

avail able.

Originally appropriated $45 million for
tin! acquisition. Reduced by Chapter
14:., SLA 1982

Co )struetton completed. Project In
op."ration since September, 1982

If construction
Is warranted.

Community cannot decide
of transmission lines

Community does not want the funds.
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FINANCIAL MANAGEMENT SYSTEM

During April, 1983, at the request of the Bc”rd of Directors
of the Alaska Power Authority, a cursory review of the status
of Price Waterhouses®recommendations on APA"s financial
management system was performed. This"review~was a joint
effort of the Division of Legislative Audit and the Office

of Management and Budget. Its pur”post_wa-4ux_dePim]iiiif--the
curr-< .nt_status of twgntv recommendations made to APA manage—
ment in Price Waterhouses®™ three manligement letters dated
October 26, 1981, November 19, 1982 and December 10, 1982.

In addition to the status of the recommendations and an APA
general ledger system review, which are presented as Appen—
dix C to this report, several issues for consideration were
presented. Those issues are discussed below.

Planned Automated Financial System: APA has contracted with
a software company to design and install a basic automated
accounting system. However, the planned system cannot be
considered a financial management system. It is, rather, a
limited accounting system that tracks historical costs of
APA financial transactions, predominantly on the cash basis.
Unless APA changes to an accrual-based accounting systen,
data retrieved from the automated system will not be a repre-
senlfatjyjZTpjjTture of the status of a project.

Need for and Internal Auditor®s Presence: Significant expan—
sion of contracting for projects has pTaced the APA in a
position of "delegating”™ their control of expending signifi—
cant sums of monies to contractors. It is, therefore, criti—
cal that thorough on-site reviews of contractors®™ expenditures
be conducted on a formal basis and in a timely manner by
qualified auditors knowledgeable in the construction fields.

Standardization of Financial Reporting by Contractors; Speci-
fied reporting formats for expenditures reported to APA by
contractors have not been standardized. Additionally, contrac—
tor charges are coded and charged, to broad classifications
during the construction phase of a project and distributed

to the appropriate accounts once the project is completed.
Considering that large hydroelectric projects take many years

to complete, this practice will only increase the chances

for errors and inaccuracies in the accounting records.

Current Events: Price Waterhouse 1is currently conducting a
financial audit of APA"s Fiscal Year 1983 activities. When
available, we will review the auditor®s report and accompany—
ing management letters.
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PRIOR AUDIT RECOMMENDATIONS

Five of the seven recommendations presented to the Commis—
sioner of Commerce and Economic Development in a previous
audit report dated December 12, 1980 for the period September
28, 1976 to December 12, 1980 have been implemented. The
following is the status of the remaining recommendations:

Prior Audit Recommendation No. A

Employees®™ salaries should be properly allocated to reflect
actual work assignments.

The previous audit found that three APA employees whose sal—
aries were funded by capital projects were performing duties
which were not related to those projects. Through discussions
with APA staff it was found that employees funded by capital
projects continue to work on other projects.

legislative Audit®s Current Position

Improper matching of work performed with projects charged
results in distorted reporting of project costs and the use
of capital project funds tCL-Supplement theJQ.perating_J? udgetJ.
APAshould cieveTop a time reporting system in order to cor—
rectly allocate employees®™ time and to ensure that capital
project appropriations are expended in accordance with legis—
lative intent and the provisions of Title 37.

Arior Audit Recommendation No. 6

Internal accounting control over loan proceeds should be
strengthened

APA collects and transmits the proceeds of power project

loans to the Department of Commerce and Economic Development.
Due to the Ilow volume of loans, APA has not developed a system
of control for loan receipts.

legislative Audit®s Current Position

As of March 31, 1983, APA had not developed a system of con—
trol over loan receipts. However, APA has received approval
by the Department of Revenue to institute a lock box system.
We concur that the lock box system would strengthen internal
accounting control over loan receipts.
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Description of Members

At Large Members:
Member
Member
Member
Member
Ex-nfflclo Members:
Commissioner, Dept, of
| Commerce & Econ. Dew.
fo
| Director, DIlv. of Budget
& Management
Commt »n lonev, DOT/PF
Comr. 1hh toner, Dept, of
Environmental Con.
Commissioner, Dept, of

Natural Resources

Note 1: Ch. 278 SLA

Development and

1976 effective

A/TT

Charles Conway
Frank Hurkowskf,
Jack Wick - - -

Robert Ward - -

I. Phillip

public

Hubbard-

9/28/76 establishes
members.

APPENDIX A

Alaska Power Authority
Board of Directors
Inception to Date

1/79 6/80
Arnold Espe - - - -- - - - - --
- - - - - - - - Dr, Robert Weeden
Charles Bchlke- Thomas Kelly - -
Charles Webber

constitution of the Board

as

Note 2: Ch. 156 SL.y 1978 effectivel /13/78 adds the Commius loners of Community and
Transfertalion and Public Facilities and Revenue us non-voting members.

Note 3: Ch. 118 SLA 1931 uffectlvu 7/1/81 chnngeu the constitution of tho Board to
Management, tho Commissioners of three principal executive dopartments as

public members.

terms of existing directors

expired

and

a now Board was

9/81

(reappointed) -
-John Schaeffer

-(reuppo tnted) -

Dr. Ron Lehr --

Robert Ward - -

Ernst Mueller--

the Commissioner

named .

1/83 6/8
- - - - - - Lee
Robert [llufman -
Richard Lyon
Peter McDowell
Daniel Casey -
Euther Uunnlcke

of Comm«./ce

3

u.

and

Regional Affairs, Natural
the Director, DIv. of Budget and
nppolntod by the governor, and

7/33

Wunn - - - -

David Allison

Economic

Resources,

three
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Project Authorlza tions
A.E.L.P.

Chapter 152, SLA 1977 $ 500,000

Chapter 80, SLA 1979 200,000

Chapter 54, SLA 1980 1,500,000

Chapter 90, SLA 1981 4.000.000

Chapter 90, SLA 1981 3.000.000

Chapter 141, SLA 1982 4.000.000
Total A.E.L.P. 13,200,000
Akut an

Chapter 90, SLA 1981 500,000

Chapter 141, SLA 1982 12 7,000
Total Akutan 627,000
Anchorane-Fairbanks Intertie

Chapter 50, SLA 1960 3,000,000

Chapter 92, SLA 1981 26,000,000

Chapter 92, SLA 1981 40,000,000

Chapter 107, SLA 1983 25,000,000
Total Anchorage-Falrhnnka

Inter tie 104,000,000
AnchoraRQ Energy Pool Inn

Chapter 80, SLA 1979 120,000
Anderson Coal

Chapter 101, SLA 1982 50,000
An goon Power Alterna»lveb

Chapter 120, SLA 1980 250.000
Note Is The Information presented 1is from tho

accordingly, we express

no opinion.

APPENDIX B

Alaska

Expenditures

$ 500,000
200,000
1,000,000
4,000,000
-0-

-0-

5,700.000

416,013
125,641

541 ,654

3,000,000
6,568,174
501,000
-0-

10,069,174

99,670 -0-
-0- -0-
11 35,000
Alaska Power Authority retards.

Power
Project Status
Inception

and
to Date

Encumbrances

'y o

o
o=
o
-

o

33,987
-0-

33,987

-C-
29,432,018
15,463,161

-0-

44,895,179

Authority
Balances

Balanca Project Status
$ -0- A.E.L.P. has applied for the remaining
-0- funds. The Board of Directors
500,000 approved the loans in their July, 1983
-0- mec ting.
3.000.000
4.000.000
7,500,000
-0- Construction of electrical trans—
1.359 mission lines 1Is 85 percent complete.
Expected to be completed by September,
1,359 1983.
-0- Construction of an electrical trans—
(192) mission system to connect the rail-
24,035,839 holt. Construction began in May,
25,000.000 1933.
49,035,647
20,330 Completed study on thu reliability
of tlic Anchorage area electrical
transmission system.
50,000 Community dues not want thu funds.
214,989 Feasibility study of tho energy
alternatives at Angoon |Is
ongoing.
This Information has not been audited by us and,
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Bethel Regional Study

Chapter 30, SLA 1979
Chapter 90, ""LA 1931
Chapter 90, S:.A 1981
Chapter 141, ;LA 1982

Total Bethel Regional Study
Black Bear

Chapter 80, SLA 1979
Chapter 90, SLA 1981
Chapter 141, SLA 1982

Totnl Black Bear
Bradley Lake

Chapter 80, SLA 1979
Chapter 92, SLA 1981
Chapter 92, SLA 1981
Chapter 141, SLA 1982

Total Bradley Lake
Brev Ig Mission

Chapter 50, SLA 1980

Bristol Bay Aren

Chapter s0, sia 1979
Chapter so. sLa 1980
Chaptor 120, SLA 1980
Chapter 120, SLA 1930
Chapter 120, SLA 1980
Clinpter 170, SLA 1930
Chapter 90. SLA 1981
Chapter 9o0. sLa 1981
Chapter 141, SLA 1982

Total Bristol Bay Area

APPENDIX B

Alaska Power Authority

Project Status and

Authorizations Expenditures

80,000 80,000 $
1,000,000 979,169 7
1,000,000 1,000,000

500,000 17,445 10
2,580,000 2,076,614 17
745,000 744,014 1
1,400,000 1,309,871 87
1,000,000 31,947 200
3,145,000 2,085,832 289
80,000 79,790
5.000.000 160,399 1,643
10,000,000 4,778
3.000.000 -0- 20
18,090,000 244,967 1,663
50,000 50,000
80,000 80,000
500,000 500,030
40,000 29,000
50,000 36,674
300,000 300,000
550,000 546,218
961,000 961,000
2,000,000 1,700,298 242

15,000 15,000

4,496,000 4,168,190 242

Balances
Inception to Date

Encumbrances

0
,o%f
,800

,880

,067

,439
,648

,154

-0-

,018

-0-

,300

,318

-0 .
r>_

-0-
-0-
-0-
-0-
-0-
,981
-0-

,931

Balance

. 0.
13,751

. 0.
471 .755

485,506

(81)
2,690
767,4" <

770.014

210
3,196,583
9,995,222
2,979,700

16,171,715

-0-
-0-
11 ,000
13,326
-0-
3,782
-0-
56,721
-0-

114.82 9

Project Status

Regional study 1incorporating tie- areas
of Bethel and the Kuskokwim River. A
draft report was |Issued January, 1983.

Feaslblllty studies near completion.
Economic analysis to update EF.RC
licence application ongoing. Design
on hold until findings presented to
the Board of Directors.

Project has been authorized for
construction. Design contract to be
negotiated by December, 198v.

Grant provided t.o the community for
construction of a distribution ays ten
Construction has been completed

Itcglonal study Incorporating the areas
of DII 1Ingham , l.ak.; F-lvu and T.tzLinlna
Lake. Project has been put on hold
pending legislative action.



OlVi<

VMISVIV U0

OAILVISIOOT 4O NOISIAIG

lionv

Pro lect

APPENDIX B

Alaska Power

Authority

Protect Status and Balances
Inception to Date

Authorizations Expenditures

Can twel1l

Chapter 101, SLA 1982

Central

Chapter 120, SLA 1980

Ch akachnmn a

Chapter 90, SLA 1981

Chester Lake

Chapter 90, SLA 10981

Ch 11knt Hydro

Chapter 80, SLA 1979

Cordnva Energy Supply
Alternat lves

Chapter 49, SLA 1979
Chapter 80, SLA 1979
Chnptur 9.), SLA 1981
Chapter 50, SLA 1981
Chapter 90, SLA 1981

Total Cordova Energy
Supply Alternatives

$ 75,000 s 24
200,000 z0-
1.000,000 995,061
1,000,000 338,,673
50,000 50,.31 9
250,000 -0-
500,000 466,206
700,000 559,191
700,000 155,217
3007000 301 ,836
2,450,000 1,482 ,500

Encumbrances

O

i
-0-
-0-
51 ,250
-0-
-0-
2,018
104,921
512 ,513
-0-
619,452

Balance

S 74,976

200,000

4,939

610,077

(319)

250,000
31,776
35,8 ™B
32 i

. (Lrf.

368,0

Project Status

Community cannot decide if construct-
tion of transmission is
war run ted .

Loan. Community vasts OX Interest.
APA nov authorized to loan monies at
ex.

Feasibility studies ongoing. Susltnu
funding Chapter 101, SLA 1982 being
ullll zed .

Feasibility study completed. Findings
and recommendations to be presented to
the Hoard of Directors.

Il"tconna Issanco study completed.
Report available.

Reconnal stance study completed.
Feuslbill.y studies are ongoing.
Studies to bo completed by March,
1934. in addition, Chapter 49,
SLA 1979 appropriated monies to be
loaned to Cordova for hydro studios,
vordovu, however, wants to use the
Veda to purchase a diesel generator.
ec 1slon pend 1ng .
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Project
Cra Ir-Klawock
Chapter 90, SLA
Crooked Creek
Chapter 90, SLA
Del tn Art 1ctil ture
Chapter 90, SLA
Discretionary Fund
Chapter 120, SLA
Englo VIllape
Chapter 101, SLA
EIfin Cove
Chapter 101, SLA
KI lin VII lare
Chapter 120, SLA
Fatrhanka ““lutrlilct
Chapter p0, SLA
Chap ter 90, SLA
Chapter 90, SLA
Total Fairhanks Di
Ilea t
- - u h m m

0 j->*"v

1981

1981

1981

S

1980

1982

1982

1980

Heat
1980
1981
1981

strict

A W\y-'

Il TS3w

Authorizations

S 750,000

62,500

2,155,000

75,001

25,000

25,000

25,800

35,000
AA0.000
A ,000, OOl

A,A75,000

h m m

Alaska
Project Status

Expenditures

666

1,921 ,8A7

73.9A8

21,561

25,7A7

35,000
277,879

312

-0-

.879

Inception

in h
APPENDIX B
Paver Authorlty
and Balances
to Date
Eucurabrancea Bal since
$ -0- S 7A9 ,33A
-0- 62 ,500
179,737 53 ,Al 6
1.052 -0-
3, A39 -0-
-0- 25 ,000
-0- 53
-0- -0-
123,991 38 ,130
-0- A, 000 000
123,991 A ,038 130
- 0f/ - HS - 1
- >

L)

Iv.T

Project Status

unsuccessful In
sales agreement.
sight.

utlLItles
power
agreement In

Local
negotiating
Per APA no

Negotiating a grant agreement wlt'r
the community for a waste heat
projec t.

Design and construction of a 3-ohasu
distribution line. Construction
comple ted .

Funds wused to cover costs of various
projects.

Cenurator purchased and 1is online.

of the energy needs of
being reviewed,

Draft
the

report
community is

Keconna lssaitce study completed.
Roport avallahle.

Feasibility study 75 percent complete.
Expected to he completed 1In September,
1983 at which time APA will extend

the city a loan for $A million
to engineer and design a boiler
system.

mm



Pro ject

Fal se fans

Chapter 107, SLA 1983

Gartina Creek

Chapter 80, SLa 1979

Goodnews Bay

Chapter 120, SLA 1930

Grant Lake
Chapter 80, SLA 1979
Chapter 90, SLA 1981
Chapter 1A1, SLA 198:
Total Grant Lake

Green Lake

Chapter 92, SLA 1981
Chapter 141, SLA 1982

Total Green Lake
Gunnuk Creek

Chapter 80, SI.A 1979

lIn 1lnog-Skap way

Ilonnah Wood Study

Authorizations

$ 600,000

270,000

45,000

40,000
1,000,000
1,000,000

2 .040,000

85,000
15,000,000

15,085,000

140,000

10,000

30,000

APPENDIX B

Alaska Power Authority

Project Status and Balances

Inception to Date

Expenditures Encumbrances

s -0- s -0-
t
32,142 1,417
29,016 -0-
40,000 -0-
995,287 22/
386,352 218,307
1,421 ,639 218,534
45,041 -0-
1.0,000,000 -0-
1* .045,041 -0-
103,214 35,802
10,000 -0-
30,000 -0 -

Bal ance

S 600,000

236,441

15,934

-0-
4,486
395,341

399,327

39,959
-0-

39,959

984

Project Status

New appropriation effective
July 29, 1983.

Feasibility study completed. No
additional funds have been requested.

Reconnaissance study completed.
Based on the results no further work
Is expected.

Feasibility studies ongoing. A
draft report |Issued February, 1983
Is currently being reviewed by APA.

Originally appropriated $45 million
fur the acquisition. Repealed by
Chapter 141, SI.A 1982 .

Feasibility study for an alternative
to the Kaku-Petersburg Intertlo.
Study Is ongoing.

Feasibility study completed. Report
dVi1l1llahlo .
Feasibility utudy completed. funds

provided hy the U.S. Forest Service.



Project
Kake-Pe tcrsburr

Chapter 90, SLA 1901

Kaltag

Chapter 120, SLa 1980

Klana

Chapter 120, SLA 1980

King Cove

Chapter 50, SLA 1980

Kobuk-ShenRnak

Chapter 90, SLA 1981

Kodiak 1Island

Chapter 90, SLA 1981

Kodiak Unnte Heat

Chapter 90, SLA 1981

Kotzebue District
Chapter 120, SLA 1980
Chapter 90, SLA 1981
Chapter 90, SLA 1981

Total Kotzebue District

Authorizations

S 500,000

20,000

38,600

200,000

200,000

100,000

N/A

60,000
120,000
100,000

280,000

APPENDIX B

Alaska Power

Authority

JLI2JtCt Status and Balances
Inception to Date

Expenditures

S 226,350

2A,000

38,600

200,000

200,128

81 ,232

56 ,660
119,121
97,361

270,902

Encumbrances

$ 106,150

9,100

3,085
-0-
100

3,185

Balance

$ 169,500

(6,000)

(128)

9,668

(219)

2,675
879
1,559

5,913

Project Status

Feasibility study ongoing and |Is
expected to be completed by
December , 1983,

Reconnaissance s"udy completed.
Report available.

Reconnaissance study completed.
Report ava llable.

Feasibility study completed.
Report available.

Reconnalssanc study completed,
Report available.

Project complete and the report |Is
avallnble .

Originally appropriated $2.5 million
Repealed by Chapter 161, SLA 1932.

Feasibility study of energ-" alterna-—
tives at Kotzebue completed. Report
available .



Project

Larsen Bay

Chapter 80, SLA 1979
Chapter 120, SLA 1980

Total Larsen Bay
McCrnth

Chapter 90, SLA 1981

N ikol tiki

Chapter 107, SLA 1983

Nome-Kotzebuc Assessment

Chapter 80, SLA 1979

North Slope Gns

Chapter 141 , SLA 1982

Northwest Coal

Chapter 120, SLA 1980

Nuahapak

Chapter 120, SLA 1980

01d Iirlior

Chapter 120, :LA 1980

Authorizations

$ 80,000
200,000

280,000

150,000

200,000

80,000

250,000

250,000

150,000

9 J,000

APPENDIX B

Alaska Power Authority
Project Status and Balances
Inception to Date

Expend Itures Encumbrances Bal ance
$ 80,000 $ -0- $ -0-
1A ,AA9 9.875 175,676
9A.AA9 9,875 175,676
150,000 -0- -0-
-0- -0- 200,000
79,951 -0- A9
211 ,597 34,654 3,749
2A9,025 -0- 975
150,000 -0- -0-
31,829 -0- 958,171

Project Status

Reconnaissance study completed.
Stream guaging proceeding as part of
the ongoing feasibility study.

Grant provided to the community for
a waste heat systenm. Project
completed.

New appropriation effective July 29,
1983.

"easlblllty studv completed In Hay,
1980. Report available.

Feasibility study as an alternative
to Susltnu 1Is presently ongoing.

Feasibility study completed.
ava llah le .

Report

Grant provided to the community for a
waste heat syiitem. Project completed.

Reconnaissance study completed.
Additional funds vo Il-e requested for
flseal year 1985.



IAILVYISIOOT MO HOISIAIO

1ionv

Project
Organic Ranklnc

Chapter 90, SLA 1931

Ouztnkle Waste Heat

Chapter 90, SLA 1981

Pedro Bay

Chapter 101, SLA 1982
Chapter 107, SLA 1983

Total Pedro Bay

Pel 1-can

Chuptcr 90, SLA 10981

Rural Community Feasibility

Chapter 90, SLA 1981

Hural Community Reconnaissance

Chapter 90, SLA 1981

Rurnl Energy Construetl on

Chapter 141, SLA 1982

Raral Wn itly Heat

Chapter 120, SLA 1980

APPENDIX B

Alaska Power Authority

Inception to Date

Authorlza tlons Expenditures

Encumbrances

$ 500 s 206 5 -0-
250,000 55,099 167,492
200,000 -0- -0-
500,000 -0- -0-
700,000 -0- -0-

42,000 42,000 -9-
4,600,000 1,465,697 154,957
560,000 545,410 100
5,0011,000 230,004 _ 9,597,145
500,000 497,015 AQA

Balance

27,409

200,000
500,000

700,000

2,979.346

14,490

2,172,851

2,985

Project Status

Origlnully appropriated S5 million for
the acquisition of two generators.
Repealed by Chapter 141, SLA 1982,

Construction of a waste heat systenm
completed. Monitoring to be completed
July, 1983.

Reconnaissance study to begin during
fiscal year 1984.

Feasibility study completed.
avallablo .

Report

Feasibility studies being performed
at twenty-eight communities.

Koccan.i lusance studies .it thirty-six
villages completed. Report nvnll-iblu.

hitiles being lined as loans or grants
to construct uantu heat syuteniH.

Construet lon of a waste hunt systen
compic ted .
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Pro ject
Saint Mary Waste Heat

Chapter 90, SLA 1981

Savoonga

Chapter 120, SLA 1980

Scnmmon Bay

Chapter 50, SLA 1980

Shungnak

Chapter 120, SLA 1980

Skagway Wind

Chapter 120, SLA 1980

Sol oinon Cut ch

Chapter 92, SI.A 1981

Snsllna

Chap tor 76, SLA 1979
Chapter 76, SI,A 1979
Chapter 50, SLA 1980
Chapter 120, SLA 1980
Chapter 7, SLA 1981

Chapter 90, SI.A 1981

Chapter 101, SI.A 1981
Chapter 107, SI.A 1983

Total Susllna

Author lza tions

S 30,000

26.100

100,0,0

10,600

100,000

53,000,000

8,1 78,000
r 150,000
7,000,000
3,095,800
2,560,000
18,100,000
25,600,000
28,000,000

92,663,800

APPENDIX B

Alaska Power

Authority

Project Status and Balances
Inception to Date

Expend itures

$ 6,013

26,050

18,779

39 .666

81 ,692

62 ,651 ,600

8,178,000
150,000
6,863,238
3,095,800
2,560,000
18,366,811
18,605,715
-0-

57,797,566

Encumbrances

18.509
57,267

0
_0-
I.Jil,7_<bz_

<[«

661 ,51 S
6,051 ,20F
7,569, 6011

Balance

25,987
50

_6v,"."<7

(23 ,m6)

10.691.133

-0-

(726,376)
63,002
28,000,000

27,316,628

Project Status

Construction of a waste hent systenm
completed.

Reconnaissance study completed.
Report avail able,

Feasibility studlus completed.
Recults show that hydro potential is
marginal.

Reconnaissance study completed.
Report available,

Construction of a wind demons tra tton
un it comple ted.

Ccnstructlon completed. Project in
operation since September, 19B2.

Feasibility study completed.
Application has been submitted to the
Federal Energy Regulatory Commission
for licensing approval.
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Project

Swan Lake

Chapter 111, SLA
Chapter 49, SLA
Chapter 25, SLA
Cha ter 54, SLA
Chapter 92. SLA
Chapter 92, SLA

Total Swani Lake

T.ikatz Creek

Chapter 90, SLA

Tanana Power Study

Chapter 50, SLA
Chapter 106, SLA

Total Tnnana Power

Tcnakae

Chapter 101, SLA

Terror Luke

Chapter til, SLA
Chapter -i9, SLA
Chnptur 49, SLA
Chapter 54, SLA
Chapter 54, SLA
Chapter 92, SLA
Chapter 92, SLA
Chapter 92, SLA

Total Terror Lake
Te 11 1n

Chapter 101, SLA

. 1978

1979
1980
1980
1981
1981

1981

1930
1983

Study

1982

1973
1979
1979
1980
1980
1981
1981
1981

1982

Authorizations

f

335,000
3,115,000
616,000
18,000,000
43,000,000
10,000,000

75,066,000

50,000

35,000
145,000

180,000

200,000

100,000
«30,000
2,000,000
1,050,000
200,000
1,400,000
71,000,000
10,500,000

86,340,000

50,000

APPENDIX B

Alaska

Expend itures

$ 335,000
3,115,000
616,000
.18,000,000
42,942,533
9,557,898

74,566,431

50,000

35,000
-0-

35,000

200,000

100 ,000
90,000
2,000,0,00
i ,050,000
200,000
174 0)9
57,102., 000
2,891 ,558

.63,607,5*7

15,001)i

Pouei:
Prolect Status and
Inception

to Date

En:urobrances

0.
18,219
142 ,941)

161 .159

-0-
-0-

11,691
3,827,034
4,436,999

15, JLH i_

35,000

Authority
Balances

Balance

-0-
145,000

145,000

1,214,?.70
5,070,-11 6
1,171,443

7,456,629

Pro ject Status

Project 1Is under construction.

Keconnalssnncc study completed.
Report available.

Hew appropriation for a power line
extension effective July 29, 1983 .

Construction ol a distribution systenm
cornpiCted .

Project 1la under construction.

Construct lon of a waste he...
on iso Inis.

system la
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Thayer Creek

Chapter 30, SLA 1979

Tyee Lake

Chapter 152, SLA 1977
Chapter 111, SLA 1973
Chapter 49, SLA 1979
Chapter 00, SLA 197S
Chapter 120, SLA 1930
Chapter 92, SLA 1981
Chapter 92, SLA 1981
Chapter 141, SLA 1982

Total Tyee Lake
Unnlallcct

Chapter 120, SLA 1980

Unnlaska
Chapter 120, SLA 1980
Chapter 90, SLA 1981
Chapter 90, SLA 1981

Tctnl Until aska
Various VIllat;cs

Chapter 120, SLA 1980

ViIInp.n Electrification

Chapter 120, SLA 1930

Authorizations

S

100,000

AO0,000
65,000
2,000,000
60,000
15,000,000
40,000,000
5,000,000
20,000,000

82,165,000

100,000

100,000
380,000
5,000,000
44,259

5,524,259

200,000

125,000

?

APPENDIX B

Alaska Power

Authority

Project Status and Balances
Inception to Date

Expenditures

61,547

40.000
65.000
1,999 ,788
60,000
14,653,789
35,962 ,586
4,381 .948
19.373,815

76,537.026

71 ,631

91 ,778
45,860
2,137,322
_0_

2,274,960

197,016

125.000

Encumbrances

-0-

-0-

344

-0-
74,534
2,144,116
627,143
139.501

2,985,638

28,369

8,222
334,140
2,556,393
19 .260

2,918,015

Bal ance

$ 38,453

-0-
_0_
(132)
_0/\
271677
1,893 ,196
(9,091 )
486,68s

2,642 ,336

-0-

-0-
306,285
24 .999

331 ,284

2,934

Project Status

Feaslbillty study completed. Report

ava llablc.

Project Is under construction.

Constructlon of a wind systen
demonstration unit has been completed

Exploratory drilling geothermal
energy Is ongoing.

Reconnaissance studies at eighteen
villages completed. Report available

study on the fcaslhtl Ity
Report

Completed
of u transmission system.
nv.i 1l altlu .



Project

West Creek
Chapter 120, SLA 1980
Chapter 90, SLA 1981
Chapter 191, SLA 1982

Total West Creek

White Mountain

Chapter 120, SLA 1980

Total Projects

Authorizations

S 900,000
1,000,000
200,000

1,600.000

29 ,100

~590,180.059

APPENDIX

Alaska Power Authority
Project Status and

B

Inception to Date

Expenditures

$ 399,981 $
998,238
75, 960

1,979,179

29,000

Encumbrances

-0-
-0-
18,237

18,237

Balances

Balance
$ 19
1,762
105 ,803
107,589

Project Status

Feasibility study ongoing. APA is
studying the feasibility of utilizing

an existing Canadian
sys tem.

transmission

Reconnaissance study completed.

Report available.



APPENDIX C

Status of Recommendations by Price Waterhouse (PW)

In Management Report Dated 12/10/82

Status as of
PW Recommendation 0A/01/83
RECOMMENDATION 1: **

Consideration should bo given to the development
of an integrated financial management and report—
ing svsten.

The State of Alaska"s financial reporting systen
which Includes Alaska Power Authority®s appropria—

Partial capability to address this
recommendation will be available throuch
tions and related expenditures is primarily oper— APA"s new automated C/L system on
ated on a centralized basis with the najor effort April 15, 1983.
being carried out in Juneau. As commenced upon in
i-.commendation No. 2, the State"s systen is pri—
marily directed to overall financial control over
general government expenditures and, therefore,
the type of Infornation generated is not direct—
ed toward providing the type of management re—
ports required to enhance nanagcncnt of commer—
cial type activities such as the construction and
management cf power generating facilities.
Further, the reports are prepared on the basis of Not being addressed at the present tire.
expenditures and encumbrances with no recognition

being accorded accounts receivable, accounts pay—

able or othet elements of the financial statcr.-ncs

of the Alaska Power Authority. In addition, taa
cut-off date for data included in Che reports is
based upon a budget year ra-hcr than established
to facilitate preparation of monthly or annual
accrual basis financial statements.
factors make the usefulness of tho reports limited
primarily to cash disbursements and budgetary con—

trol.

The above

Further, during Fiscal Year 1982 tho Authority is—
sued $115,000,000 and $$0,000,000 of variable rate
demand notes for the Terror Lake and Tyee Lake

Capability will be available 0A/15/63.

Hydroelectric Projects, respectively. Under terms
of the variable rate demand note resolutions, the
Authority established special funds with the

trustee into which the proceeds of the notes wero
deposited and subsequently invested. As discussed
In Recommendation 13, these accounts are not af—

forded general ledger control.

During Fiscal Year 1982, the Authority acquired
the Swan Lake Hydroelectric Project an- retained
the City of Ketchikan to act as agent to complete
construction of the Project, Hie City has com—
plete control over the proceeds from project fi—
nancing arrangements, power project loans and
State appropriations for construction, and main-—
tains all accounting records for the project.

In order to prepare financial statements In ac—
cordance with general 1" accepted accounting prin—
ciples, the three recordkeeping systems identi—
fied above (State of Alaska Ceneral Fund expend-—
itures, trustee accounts andthe City of Ketchi—
kan*s Swan Lake Project records) nunc bn merged
to generate a trial balance of all of the Author—
Further,

system is actually a cash bants record, dotall

ity"s financial activities. as each

accruals must be prepared and transactions revers—
ed at each reporting period.

*» - Sane Recommendations made in prior year rjnagement letter dated 10/26/HI.
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Corments

The row automated system will be an expenditure and
funding cracking system for APA energy projects. It
will produc recounting reports but it will not produce
in this PW

The system is an accounting system not

managers.ic reports such as those mentioned
recommendation.
a management information or financial management
system.

Sac Recemmendaclon No. A.

See Recommendation No. 13.

Trial balances i.re being run only as tho data is input
into the computer system.
have been run since PW ran theirs in December.

No manual trial balances
A manual general ledger nystem has been poaced since
rtl*s review but trial balance statements have not been
prepared.

DIVISION OF LEGISLATIVE AUDIT



P." Recommendation

RFCOYENDATION NO. 1 fcont"d)

During our current year examlnat. si, we noted Partial

that management is unable to generate the
following basic financial information without

efforts:

system
significant manual
- General

ledger trial balances showing all

assets, liabilities, revenues and expenses
as of any particular date for the Author—
ity's activities as a whole

- Monthly or quarterly financial statements

< Annual financial reports

- Financial status reports for thr Board of
Directors®™ monthly meetings
- Deferred project coat status reporcs

- Construction work in progress status reports

- Contract status reports
- Power project

loans (payable and receivable)

trial balances Including Interest accruals

- Invested cash and related Interrat accruals
for various bank accounts restricted by
terms of note resolutions

« Trial

balances of accounts payable, contract

retalnaget and payroll related liabilities

e Status of the Swan Lake Construction funds,
Investments and Interust earnings as

maintained by Ketchikan Public Utilities

- Inventory and fixed asset reporting Subsystem

to address this.

capability will
04/15/R3 when new automated C/L

Status as of
0s/01/83

be available

is scheduled to come on-line.

is currently being planned
The system

development project has Just begun

and no

Implementation data has been

established.

Accordingly, wo stress tho need for a

comprehonalvo reporting syotcin based upw ” tho 04/15/83.
accrual nochod of accounting which would

facilitate the establishment of rates to tie
charged to prospective users of electrical

power as well as provide key roporta to iranaie-

nont for planning and control. We envision .lie

fallowing to be examples nf the output of such

a system:

- Reporting of financial r*sults by major
power generating facility.

- Reporting In dsull,

of departments within major

of costa of operation
respcnsliblllty

Capability wil

be available

areas (e.g., gtnoratl®n, transmission, main—
tenance, .idrainl*trncion, etc.).

- Budgetary guidelines and control at all of (lot addressed.
the above levels.

- Key Item reporting of statistical and other

data (e.g., kilowatt hours of power generated
and used, overtime hours, equipment usage
hours, etc.).

STATE OF ALASKA
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will

Corments

The points mentioned In this recommendation will generally

be addressed by the new automated G/L systep. However, th

system will not provide all -he Information needed for som
of these reporcs. For
Intorcation of the expenditure history of a par—
ticular construction project. But the system vill

ducc all the

Instance, one wiil be able to re—
trieve
not pro
information nanaaerenc r.ccds to acccrtain wha
Thus,

not be produced by thi

tho status of a construction project is. construct!

work-in-proqress status reports will
systen. Fur-hcrrore, even the expenditure information cn
construction received frcn the system may not be correct

due to the discrepancies caused by the lack of an accurate
accrual system (see Recormendntion No. A).
The systen will have the capability to produce ronthly and

quarterly financial statements and financial status report

for the Board of Directors”™ monthly meetings. However,

management has not instituted contractor billing
requirements which are needed Co assure an accurate
accrual-based accounting aysten. Thus,

statements and reports may not be produced because there i

these financial

insufficient dan in this system to assure Che accuracy of

the syatem-prc. T reports.

See Recommendation Ho. 3.

See Recommendation No. 2.

not be addressed bv planned system.

DIVISION OF LEGISLATIVE AUOIT



Status as of
FJ Recommendation 04/01/83

RECOYpiENDATION NO. 1 fcont®d)

Because of tho factors described In the opening
paragraphs of this recommendation, wo believe
that the present manual efforts could soon be—
come inadequate for Che Authority s purposes.

Necessarily, therefore, consideration must also

be given to the data processing melhod which will
provide adequate Interface with Che State"s ac—
counting requirements. In this respect, It
should be kept

subsystems should be provided for.

In mind that a number of desirable
fully

in the recommendations following, it

As more
discussed
would be highly desirable to develop and/or com—
puterise the following Information needs:

Fixed asset data base, Including equipment Not being addressed.

maintenance schedules, cast and life cycle

cose analysis.

Deferred project costs and construction work Capability available 04/15/83
in progress.

Including economic order

Inventory control, Not being addressed.

quantities, automatic reorder capabilities,

etc.

Accounts receivable and billing functions,
- Accounts payable, Including encumbrances.
APA will

04/15/83 when new system |Is
scheduled to be operational.

Our discussions with management have dlsdoaod
(hat a system Installed and

"*sc disbursements reflected by the State"s se—

is presently being

ating system are being captured for record—
keeping purposes. Ua applaud these efforts but

stress the need to Integrate nil of Che Author—

ity's scclvitlea under one systen on an accrual
basis in accordance with generally accepted ac—
counting principles.

Year Unknown.

Further, as half of Fiscal

transpired,

1983 has already
we urge the Board to assess the pre—
sent system"s capabilities In terms of anticipat—
ed grouch of the Authority and comm!- sufficient
resources to ne continued development and
Isiplvmentatlon Integrated financial

management system.

or an

RECOMMENDATION HO. 71 *e

As the Authority begins to operate and maintain Tills capability wil
to APA through
April 15, 1981.

generation faellltlea, consideration should be
given to developing enterprise fund accounting

end budgeting methods.

The current accounting and budgeting systems have
an appropriation or governmental
As the Authority be—
In the operation and main—

fund accounting
and budgeting orientation.
comes more Involved
tenance of various projects, consideration should
be given to adopting budgeting and accounting

methods designed to servo the needs of government

owned enterprises.

-43-

STATE OF ALASKA

have these capabilities on

be available
Its now system on

Co-ments

See Recommendation No. 3.

See consents on deferred status reports stated above.

See Recommendation No. 3.

Sen Recommendation No. 4.

The new system will have the capability to Implement an
have to dictate

Is adopted (tee

accrual based system. Management will

whether or not that accrual-based system

Recommendation No. 4).

It was beyond the scope of our audit to asseaa the

anticipated grouch of the Authority In ordor to deter—

mine the system®n capability to addressing this growth.

There 1Is only one operating entity under APA"s control nuw.

There were Insufficient system generated reports to

thoroughly dotonnlne whether or not all the points

addressed in thin recommendation will bn Included In the

ayatcm. However, we generally feel that operating entitles

will
which the new (/1. system 1la based.

he adequately accounted for through the FERC systen or.

DIVISION OF LEGISLATIVE AUDIT



Status as of
FV Recorrend.ition 04/01/33

KECCin-NDATIPN NO. 2 (confd)

Enterprise funds are generally established to ac—
count for the operation of self-supporting activi—
ties of governnental units which render revenue-
producing services to customers. Regardless of
the organizational pattern or the exact nature of
the services rendered, the significant attribute
of enterprise activities Is that they are primar—
ily financed by charges to customers and the ac—
counting for them must make It possible to uhow
whether they arc operating efficiently and at a
profit similar to comparable private enterprises.
In this regard, all accounting should be done via
one set of accounts or fund for each power gener—
ating facility operated (l.e., one enterprise

fund or general ledger should be used to account
for all transactions). Additional funds or ac—
counts should be established to account ijr the
Pow.-r ProjectlLoan Fund, the Power Development
Fund, the Power Cost Assistance Fund, the Rural
Electrification Revolving Loan Fund, the Grant
Fund, and theOperating Fund of the Authority.
Felowls a brief explanation of the accounting
and budgeting method which should be employed in
accounting via an enterprise fund.

Enterprise Fund Accounting

Accounting for governmental enterprise funds, like
that for private proflt-maklnr. business, should

be on an accrual basis. This means that revenues
should be recorded when earned and expenses re—
corded when liabilities are actually Incurred. At
the present time expenses are recorded when funds
are paid cr encumbered with appropriate audit ad—
justments at year-end dates.

Enterprise Fund Pudgetling

Since enterprise funds arc. self-supporting, oper—
ational and commercial In nature, expenditures
should not be controlled by means of detail or
rigid appropriations. Due to the nature of the
activities being performed, the expenditures will
vary with the timing and demand for services.

If expenditures are rigidly controlled, necessary
expansion of activities and satisfactory perform—
ance ray be Impeded, or In anti

ipation of budget
shortages, officials are likely to ask for a larger
appropriation than la actually ncedod. In the in—

terest of managerial flexi ity and practicality

It is recommended that formal budgetary appropria—
tions he prepared! however, tho flexible budgeting
concept should be used so that modifications,

based on changes In clrcunstjnces or project

scopes, can be Integrated Into the budget process.

STATE OF ALASKA _44_
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Comments

The system will have tho capability to accruei whether H

not that practice will
(sen Recommendation No.

DIVISION OF LEGISLATIVE AUDIT

be adopted
4).

la a management decision,



.W Kocoir.end.Tt lon

RSCOFFIEKPATICN NO. 3: **

fixed asset records and controls should be
established.
detail

At the present time, financial account-

ing records for fixed assets arc maintained on

worksheets for all assets related to power

projects or used in the administrative pro—
cess. While all of the Authority™s property
is presently contributed by the State, a more
complete accounting systen for fiscal asnots
should be established,

accountability and control

if desirable
arc to be at—
tained.

further,
is a prerequisite

a system for calculating depreciation
in establishing appropriate

1. Itcns acquired and disposed of or replac—
ed are properly recorded.

2. The status o "construction in progress is

readily detc nlnable.

is transferred

3. Construction in progress

to fixed assets in a tlrely manner.

4. Lives assigned to assets arc reasonable,

5. Assets are properly classified (as be—

tween land, power structures and improve-

nents, production ylant equipment, trans—
mission snd distribution equipment,

equipment items, etc.).

spe—
cial

6. Supporting documentation for costs of sll
asset additions and authorisation for
disposals and transfers is easily

obtainable.

7. Costs are properly allocated between as—
sets purchased from State contributed
monies and operating revenues.

B. Depreciation is properly calculated on a

timely basis.

9. Transferred assets are properly docuaient-
oi, authorised and accounted for.

10. A physical inventory of fixed assets
shouldbe taken periodically and compared
to detail property records.
11. A general policy regarding capitalizing
or expensing of fixed asset expenditures
should be formalized.

Status
04/0

as of
1/83

System development project to

address this recommendation
Scheduled
implementation date of this

been Initiated.

is September, 1983.

STATE OF ALASKA
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has

system

O r—opts

address this rcccmmencaticn
like it

The planned svston which will
is not as comprehensive as Price Waterhouse would
to be. It will
schedules with cost and

Include nelcher equipment maintenance
like cycle cost analysis nor
inventory control functions such economic order

qualities, automatic reorder capabilities, etc. /see

Recocnendactcn No. 1).
The systen advocated by PW s»ees to be an inventory;fixed
asset financial management systen. The plarned systen will

only be a traekine systen of fixed assets.

The specific systen requirements recommended by PW fiters
2, 3, 4, 9, 10, and 11) ulll
systen. Itcns 2 & 3 would probably be products of a fin-. ““»
Itens 4, 9, 10,
policv decisions which rust be rade by APA management and
then

not be addressed by the planned

revenue rates, management systen. 11 are

The system ahep”."l ensure that: integrated into the plan—

ned svsten design if management elects to do so.

DIVISION OF LEGISLATIVE AUDIT
*



Status as of

PW Reconr.pnd.icion 04/01/63

*k

No. U

Procedures should bo established to provide .ic- Has not been implemented ar

ournce and tlnclv accounts payable accruals. time
The current accounting systen does not provide

lor an accurate cut-off or generate a complete

accounts payable accrual at the er.d of the fiscal
year. The State"s accounting systen provides
that operating disbhursements made
August related to the fiscal year ended on the

preceding June 30th can be charged to the

in July or

preceding year®"s appropriation. However, as the

Authority”s expenditures are primarily related to

capital projects, no accrual is effectively made.

tT recommend that the Authority utilize the

State"s disbursement reports as the source data
for preparation of a monthly or annual accounts
payable accrual (depending on frequency of

in-house financial statement preparation). The

procedures should ensure that:

1. An accurate cut-off of accounts payable,
expenses or construction work in process is

made to faci

itate monthly or annual
financial statement preparation.
2. Accounts payable are properly identified by

vendor or Account.

3. Contract rctalnagcs are properly accrued.

U, Payables arc properly classified as to

current and long-tenc liabilities.
5. Trial

sidiary

balances of the accounts payable sub—
ledger arc periodically reconciled to
tho general and ouch reconcil —

iations are reviewed and approved by an ap-—

ledger control

propriate accounting official.

113 46 "
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CarrePCs

this The system will have the capability to address the conceril

of PV relating to an accrual basis. Fanaeement has not

established a formal policy rcauirlng contractors to get

bills into APA In a timely manner. This policy will be
required to establish an accrual based accountins systen
IT.tsl that policy is established, ic does not really ratter

chat the svsten®s capabilities arc. Tt is a nanacenenc

decision whether or not to initiate an accrual-based

system; the system will accommodate this decision. I

fl
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3ECC?yKNDATION 5:

A forral accounting goltcv procedures ranu.i
should be prepared and utilized In connection

with .in integrated accounting svstcn

Prop.ir.itlen of this manual should bo performed
with the direct participation of those employees
responsible for financial systems and will ensure
that employees understand financial systems. Use
of a policy and procedures manual prevents
duplication of work, overlapping or omission of
Important functions, misunderstandings, and other
situations which might result in weakening
internal accounting controls and inefficiencies.
In addition, training new employees would be
facilitated. Some of the Items that are normally
included in an accounting manual arc:

description of the basic account coding
structure, a chart of accounts and a
description of Items to be Included in Che

respective accounts;

b. accounting pol es including procedures

for recording

1. teems of a routine nature,
2. liens of an unusual nature,

3. jour
app. 1

entries Including required

flowcharts of major accounting applications
and a description of how each transaction
ihould be documented and recorded;

d. rxamplcs of computer printouts and
documentation of how these reports work
together.

pircoly.EUDATio;i wo. 6:

The Auehorltv should strive tn generate monthly
or quarterly financial statements.

After an integrated financial management system
is in place, the Authority will have the
capability of Issuing monthly financial
statements. Monthly financial reporting is
considered essential to management*s effective
control of the organization and necessary in
light of the Authority"s Intent to Issue long—
term revenue bonds at project completion.
Current audited financial statements are
routinely Included in the official statements
related to such bond offering!.

Additionally, the Authority :m/ offer siu-h
revenue bonds with the assistance of an
underwriting syndicate. Underwriter™s routinely
request “comfort IcttPrr.” from the issuor”s
Independent accountants which serve to assist the
underwriters tn their Investigation of financial
and accounting data reported by the issuer. lit
order to prepare offering circulars and related
comfort letters it Is essential that the
iccountlng records be maintained on a current
basis and «ulL)cct to an adeeuate system of
internal accounting and management controls.

.S\

STATE OF ALASKA

Status as of
04/01/83

Expected corpleclon date, June 30,
1983.

Plan to be capable of generating
quarterly reports by April 15,
1983.

-47-

Torrents

APA personnel have started preparing a formal accounting
policy and procedures ranual.
uc completed by June 31*, 1983.

The nanual is expected to

The APA plans to be capable of producing quarterly finan—
cial reports as of April If#, 1983, when their general
ledger systen is operational. Because of lato contractor
billings, APA does not feel monthly reports are practical
If APA"s systen is capable of producing accurate quar”.erly
reports then providing bond underwriters with "confort

letters”” should not be a major problem.

DIVISION OF LEGISLATIVE AUDIT



Status as of
P.J Recommcndacion

NECOMEHPATTCS®™ NO. 7:

The Board of Directors should consider the merits APA management does not plan to
of receiving inrertn reports of financial activ- Implement.

I f frog the Finance Don.irt.-cnt.

Wo recommend that consideration be given to pro—
viding the Board vlth summary key information cn

a monthly basis such as investment activity, con—
struction work in progress and deferred project
cost status, and budget to actual comparisons of
revenue and expenditures. Such information

should be prepared on an accrual basis and will
facilitate the Board"s review of available pro—
ject funding and decision making regarding timing
of proposed bond issues or requests from the State
for additional project funding.

HECQyVrNDATICN NO. 8;
The Authority should consider obtaining a hlch Has not been implemented at this
level operational review of the data pro.easing time

function In llcht of expected growth of the Auth—
ority.

As the Authority continues to grow and its vari—
ous power generating facilities becone operative,
the Authority will, by necessity, increasingly

rely on the use of electronic data processing
methods. Accordingly, we believe that the Author—
ity should consider obtaining a high level opera—
tional review of the data processing function to
ensure that the system being developed is compat—
ible with the anticipated growth of the Authority.
Such a review is intended to highlight major areas
for Improvement, prioritize specific areas which
should be modified, and prove useful in assisting
the Authority in identifying and obtaining addi—
tional services as required. Such a review Is gen—
erally termed a computer installation effectiveness
review and generally would focus on the following
polntsi

Computer Oprrationr. -

* Physical arrange-cnt of facilities
- Approach to Job scheduling

- Approach to data ccntrol

< Backup capabilities

- System/data security con-rols

= Disaster recovery plans

* Separation of duties

Application Systems Effecclvrnena -

- Satisfaction of user requirements

- Timeliness, accuracy, and reliability of
reported Information

- Cost/effectlvenesr. of systems utilization

- Access to/control over master file Information

Hardware and System Software -

- Capacity to meet future neede

- Capacity for average and peak loads
- Adequacy of system performance

- Adequacy of systems documentation.

In aumaury, such a review would assist management
In evaluitlng user needs, prioritizing systems
devel.-or jnt and modification, enhance r«-*/h>nefl*
performance, and assist In Ildnnttfylnf long-range
necessities and goals in Ilght of the ever expand—
ing needs of the Power Authority, /ddltlonally,

it could ensure thnc financial reporting la accu—
rate nr highlight potential problem areas prlor

to the annual audlr or preparation of the annual
report.

STATE OF ALASKA '4 8 -

rrments

APA does not intend to implement this recermendacler. a
presented. It Is APA"s cplnion that ad hoc infornatio
can be provided to the Board on major projects which w
meet the Eoard"s needs. APA is also looking to Eoard
committees recording their needs.

APA has used a piecemeal approach. APA officials recei
the need for this review and would like to expand the ;
of PW"s recommendation to include all future operations
needs, in addition, there is a need to look at what th
have currently.

division OF LEGISLATIVE AUDIT



PM Pccor—endatlon Status_as of

ncCC??ENI/ATir;: NO. ?2:

C.-islderatton -hctild »~ given to secrccoring thu
. Recor. endatlon a. and 8,
accountmc department Into functional crnunn. N

No plans to implement e. unless

. . additional poaltione can be
At the current time, all accounting personnel are obtained,

primarily responsible for contract maintenance.
As the Authority begins to develop and implement
a comprehensive reporting systen, consideration
should be given to segregating the contract
maintenance and m"counting and reporting
functions. To i .qompllsh this, ve recommend that
the Authority e tabltsh the following Independent

accounting gr» is:

a. Invoice Processing - Responsible for
contral! , disbursements including review 1

approv k in accordance w".th contracc teinc.

b. rinanci Reporting Croup - Responsible for
generating all financial staccnents and

reports and general ledger maintenance,

c. Cost Control Croup - Responsible for
monitoring project costu in relation to
project status.

Implementation of tbhia recommendation would
serve to clearly delineate employee
responsibilities and adequately segregate duties
in tho areas of approval and recordkeeping
functions. We unde itand tie Authority la

presently considering obt ing an organisational
revi-m, which we e-.ivtalon would Include a review
of tic® finance and accounting dcpartncnta”

organisational atrueturc.
RECOIWENDATintl DO. Qi

Consideration should be elven tn omplnvrcnt of Has not been Implemented at thin

an Internal auditor to monitor adherence to ac— Tir«

counting and operational pol es and proeeclnrea.
We believe chat the number of project locatlona
and expanding operations of the Authority nay <
well Justify the employment of an Intarnal
auditor. Tho dutlca of rn Internal auditor
should include such functions as periodic reviews
and tearing of accounting rrcorda and operational
procedurea associated with the Powor A .thorlty"s
various hydroelectric projects, agency «sd
operation agreements, loans and grsnta. In
addition, the activities of the Internal auditor
should Include monitoring the Power Coat
Asatatance Fund and dotormlnlngg that grantees
are In compliance with grant agreements, Tho
Internal auditor should have the ability to re*
port directly to the Board of Directors) how—
ever, on a dny-to*doy basis, should function

at the direction of tho I .ecurlve Director.

Recirmewndaclons a. and b. have been implemented.

M. ~»Co<2jtlOA c. has not been implemented. APA officials
recocni.. me ...... , tablish a cost control group, but
fce] corc staff would be rcqui..a

AI'A has no plons to bite an Internal auditor, AF«
aianagcment does recognize the need for an Internal aud-—
itor. tt Is APA"s position that the Internal auditor’s

scope of reoponsiblllty should be expanded beyond PW's
recommendation.



States as oi

PW Ri-corront! = W.101/XJ
no:.%no. u
Irecc lures should be csttMisVd to -r.wre that p..: — nation partial 1"
mllIsbnr ir.~" ehr Prwt Cost .Ur".".: implemented at this time.

-ire T n . "f7,

DUiisr**~A™=*>>rrca iHc Power Cost Assistance
Fund, .it indlcsf.d ,r. the monthly expenditure
Journal* generated by the State of Alaska®
financial reporting system, should be compared to
the Authority s detail disbursement records by
Individual recipient to ensure that dlsburscacnts
have been recorded properly. We recommend that
the accounting department assume the
resporsiblllty of upkeeplng the Power Cost
Assistance detail accounting records and, as
commented upon In Recommendation No. 10, that an
Internal auditor monitor this fund and the
qualifications rt program recipients, at least or
a test basis. Management has informed us that thy
accounting department subsequently assumed the
recordkeeping function as of November 1, 1982.

RFICFPMFNPATION NO. 12;
Certain detailed responsibilities assumed by the Has not been Implemented at this

controller should be delegated to other appropri— time.
ate individuals.

The expanding operations and resulting Increased
volume ol tnnsactlor* have made It necessary to
give more eon.iemcrat*td attention to key operating
and accounting matters by r»«r» ble and
knowledgeable Individual the areas that
will continue fo requlr, red attention
as the Power Authority Jvanced planning
and subsequent Inpler ml , accounting and
related system changes to , a the expanding
volume and complexity of transactions.
Delegation of routine accounting functions
presently porformsrl by the controller could

proviue additional time lor tills planning

function.

RECIY81KNDAT10N HO. ,li

All Investmenti and hank accounts ahnuld he held Except for Solomon Culch plan
In the Authority*s name, nr held lointlv in the to Implement by April 15, 1981.
rate ol .ivencv agreements. ami subject general

ledger control.

Presently, there are various trust accounts
associated with the Solomon Culch, "error bake,
Swan Lake, and Lake Tyee Hydroelectric Projects
that are not afforded general ledger control.
To ensure that all cash disbursements and
Investment activities are recorded and
montloro® and to ensure that all cash balances
lira rccorcad and monitored, and to rnsiire that
all cash balances are reflected In the financial
irmend

statements of the Authority, we roi

that all activity bo recorded in a ;;eneral
ledger. Furclnir, routine account reconciliations
<hould be prepared at least on a monthly basis by
stall accountants and reviewed by appropriate

supervisory personnel.

STATE OF ALASKA - 50-

This rcccemendation has been partially Implemented,

monitoring and qualifications of program recipients is
accomnllshed bv an accountant rather than an Internal
auditor. Perform desk audits but no on cite audits wh

APA feels are unnecessary.

Tills recommendation has rot been Implemented. APA™

rationale for not Implementing thu recommendation Is a
shortage of accounting staff. We were told an additlo
two accountants would be needed before the controller
effectively delegate all reuctne accounting functions
conduct advanced planning.

Tfie APA S general lodger system Is capable of controll
all Investment -nd bank accounts. It Is APA% plan to
account fo- all cash dlsbui.scent and Investment actlv
ties le sufficient detail lor monthly reconciliations,
only exception will be tho Swan Lake Project which wll
reflected In APA ™ general ledger as total expenditures
The APA feels the City ol Ketchikan la the appropriate
agencv to maintain detail |cneral ledger control of th
Swan bake Project.

L 'VISION OF "EGISLATIVE AUOIT
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rWi Pecormendatlon

In connection with our review of procedures sur—
rounding the S"-.in Lake Ilydrocleccrlc Project we

offer the following specific recommendations:
xEccMmfmiaholino. u

Alaska Power Authority should take joint custody
of canh and Invested assets of Che swan Lake
Construction Fund now administered solely bv KPU.

In our opinion, adeouate segregatl:n of duties
does not presently exist In that tile Finance Dir—
ector of KPU has complete control over the safe—
keeping of securities and the execution nnd re—
cording of security transactions. Additionally,
the Finance Director Is an authorlrcd cheek sign—
er and approver of the majority of KPU"s (and the
Swan Lake Construction Fund) disbursements and
reviews all bank and general ledger account
reconciliations. Thus, the Finance Director is
responsible for the execution nnd recording of
transActlcni, custody of assets and is secondar—
ily responsible for the reporting of Information
to APA, which as Indicated above, has not been

accurate In the past.

Additional control over APA"s project funds would
be ensured by requiring that all bank accounts
and Investment be held In the Joint custody of
APA and KPU. The 1 pigmentation of other control
procedures at KPL® nay not be feasible) the sire
of the organisation nay preclude segregation of
certain dudes.

RECOICIFNDATION NO. 2:

Prelect disbursements should he made fron the
Swan Lake Construction Fund onlv.

Presently, project disbursements are made from
the City"s General Fund (on behalf of KPU) and
the City Is reimbursed periodically by a transfer
froo the Swan Lake Construction Fund, Proje.c
dIs-bursenents should ho segregated fron KPU's
operating disbursements to provide for an ade- "
quale segregation of funds. Additionally, we
recommend that APA consider ct-slgnlng disburse-
KPU officials to ensure dual approval of project
ment checks with expenditures.

HFCOMMEI .HAT10M NO. 3;

Accounting records related to the Swan l.iko
Hydroelectric Protect should tr prepareil on an

accrual basis.

Presently, all records related to the project ore
maintained on the cash basis except at KPU's
year-end (December 31st) when accruals are made.
We recommend that project disbursements, Interest
Income nnd Interest expense be recorded on an
accrual ban.a to facilitate AFA"s review of pro—
ject statusand available funding.

Status as of

nb/01/83 Comments
APA nanagenent does not plan to Touche Ross audited thru 1981. P!> audited in 19S2.
Inplenent.
Monthlv reports are submitted to APA.
Board agrees with this relationship.
Was a Ketchikan project frcn the start. APA management
feels KPU 1is a respo-slble publi .entity.
APA nanagenent disagrees vlth dual See coments above.
approval of project expenditures.

APA management agrees but Its

doubtful
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Status as of
PW Recommendation

I"Ecr: : IF.NDATION* ::o. U:
Cash invested on behalf o f APA tn KPt"s Has r.ot been implemented at this
"Note Fundjj should h* segregated nnd transferred tine.

to fhe Swan Like Cons<rue: ton Fund.

It is our understanding that KPU"s "Note Fund™

investments represent the unexpended cash

remaining from Power Project Loans rude by APA to
KPI*# which under terras of the acquisition
agreement was to be applied to pay project costs
{excluding an amount attributable to the SCADA
grant made to automate existing facilities). We
recorrend KPU identify nnd transfer non-SCAJ)A
related fund to the Swan l.ako Construction Fund

to full segregate APA"s funds from KPU"s f7nds.
RECCtyFNTJATIC:; NO. 5:
APA r.hould perform periodic audits of the c- Has not been Inplcrented at this

ccunf. ar.d records of the Swan Lake Hydroelectric tire.
Pro*»-ct maintained by KPU.

We recommend that APA perform or obtain an
independent audit of the Swan Lake Project at
least annually (preferably as of June 30th to
facilitate tin* annual audit of APA"s accounts) to
ensv-  the propriety of information reported to
KPU. We understand that APA is in the process of
establishing procedures to perform this function
in-house, with which we concur. Additionally,
APA should request and evaluate the financial
statements and any related management
recommendation letters related to KPU'r-
Independent annual audit.

RSCO>ttENDATION NO. 67?
APA should determine the allowability of interest Has not been Implccentcd at this

expense incurred on a loan from the City of 11m3

Ketchikan to KPU in connection with the project.

A short-term loan of S$3,850,030 was made by t.hc
City of Ketchikan to KPU In 198L and related
Interest expense of 5133,607 has been charged to
tho Project. Apparently the source of the loa*"
to the City was from a State Agency; however, we
are uninformed as to the need for or the
circumstances surrounding the loan to KPU and,
therefore, the proprioty of the Interest expense
Incurred by the Project,

HF.CO?BIFNDAT ION KO. 7:

APA should obtain sufficient detailed information APA is presently receiving roro

from KPU on a monthly has!a In order fo ?,urrmnrlzc detail from KPI", but still Rcttinn

the activity and record the transactions In the less detail than from other

accounts of APA. projects.

Swan Lake project activity is not currently
reflected in the accounts of APA. The monthly
project status reports sent by KPU to APA should
be sufficiently derailed to allow APA to record
all project activity on a monthly bns<s including
cash disbursements, accounts p.ivable, investment

activity, interest income, and expense.

Bringing all project transactions under general
lodger control will facilitate control of project
lurds, monitoring project status and prcparalon
of enthly financial statements.
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APA plans on scndinc down at least one. If not two pen
in early Nay for a review.

See above Consents.

APA presently receives a ronthly statement updating
expenditures, both directilndlrecand Interest Incon
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Background

During the summer of 1982, the Alaska Power Authority deve-
loj J and implemented a General Ledger Accounting System.
Th”™ Authority undertook the project because its manual ac—
counting system was not meeting the needs of the Authority.
Since 1980, the Authority has realized the need to establish
a more sophisticated accounting system.

Reasons for Automation and System Benefits

The reasons for establishing the automated General Ledger
System and the benefits of the new system are discussed
below:

Prior; to AL"ixrtation, the accounting functions of the
Power Authority were performed exclusively through the
State system, with supporting manual schedules prepared
by APA. The State accounting system is set up -0 ac—
count for each authorization. Alaska Power Authority
had a need to account for each project, not authoriza—
tion. With the new General Ledger System, accounting
will be by project. All authorizations, appropriations
and expenditures will be tracked by the energy project,
for which it applies.

The Power Authority needs to account by project for
each and all authorizations and expenditures which are
accumulated through the various phases of each project.
The expenditures are classified as deferred costs. If
a project is proved not feasible and the pertinent de—
ferred costs are written off and expended; if a project
is feasible and construction of the. project 1is approved
all feasibility and construction CrJts are deferred
through completion and then capitalized.

The manual accounting system was growing too cumbersome
to be used as an accurate historical tracking system.
The Power Authority 1is currently managing 85 projects
funded by 170 State authorizations totalling approxi—
mately $570 million and note proceeds totalling another
$200 million. The nchbe proceeds could not be accounted
for using the State system.

Projects such as Terror Lake, Swan Lake, Tyee Lake,
Susitna, Bradley Lake, Cordova, and Bristol Bay are

each funded through 5-7 State authorizations. The Power
Authority had done its best to maintain cumulative
manual schedules for each project showing, by project,
each authorization and pertinent expenditures. This
manual accounting system, ever, if accurate, did not
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respond to the need for immediate reporting at any given
time because of the lag time between invoice processing
and manual posting to project schedule. The computeri —
sation of an internal system will allow for immediate
posting to project ledgers at the time an invoice 1is
processed.

The State system used prior to automation was not set

up to maintain records over a long-range period. Auth-—
orization balances and expenditures are brought forward
cn a fiscal-year basis in the State system. It is dif—
ficult to track expenditures pertinent to a particular
authorization if thu authorization balance was expended
during prior fiscal years.

APA needed a system which could track all authorizations
and expenditures for a particular project over a span

of 5-7 years. This 1is the average time required to
carry a project from feasibility through construction.
The new automated General Ledger System will meet this
need that the State system could not meet.

APA 1is just beginning accounting practices aimed at oper—
ating entities rather than feasibility and construction
projects it has managed in the past. In expanding its
management responsibilities to operating entities, APA
needed an accounting system which adhered to generally
accepted accounting principles for nublic utilities.
Thus, a system using the Federal Energy Regulatory Com—
mission (FERC) chart of accounts was necessary. FERC"s
chart of accounts is the chart ~.tot used by the electric
utilities and represents the standard accounting lan—
guage of the industry.

The FERC chart of accounts for operating entities 1is
far more detailed than the chart of accounts used in
the former manual accounting systenm. It would not have
been feasible if automation had not been initiated.

To summarize the preceding paragraphs, the benefits accruing
to the Authority from the implementation of the new system

will

1.

include:

Ability to track expenditures and appropriations by
project. Using the State system, this was only availa—
ble through extensive manual efforts.

There will now be a method of accounting for non-State
sources of funding, such as bond proceeds. All sources
of funding for a particular project will be accounted
for. The State system used prior to automation only
accounted for State appropriations; extensive, manual
efforts were required to account for non-State funding.
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3. Will create the base for reporting of revenue and ex—
penditure cn any project at any rime.

A. Will facilitate accounting methods required of operating
entities in compliance with generally accepted account—
ing principles for utilities.

Structured Methodology Was Not Followed 1in Development of
System

The Alaska Power Authority did not follow structured develop—
ment standards in the development of its automated General
Ledger System. As a result, the System may not be able to
meet future requirements of the Authority. Additionally,

its use as a management tool 1is impeded by a lack of systenm
capabilities.

There was no feasibility study, needs assessment, general
design or derailed design prepared for the automated General
Ledger System. IT these development steps had been accom—
plished, future requirements of the System would have been
identified. We were told by APA officials that this system
would not handle a project of the scale of the proposed
Susitna Hydroelectric Pro/ieet. There 1is no long-range plan
which established data processing requirements and system
development/implementation contingencies 1in the event that
Susitna is initiated. This sh™ jld have been fully and for—
mally explored prior to any au_omation.

Inadequate Long-Term Needs Analysis Led to Development of
Incomplete System

There was no formal needs analysis done for the system. The
system developers, prior to submitting a proposal, spent
time talking to APA accounting officials and determined what
was wanted and needed from an accounting standpoint. No
formal data processing needs for the Authority as a whole
has been done.

The System is primarily a historical record of appropriations
and expenditures on APA projects. The System does not have
an accounts receivable function which would facilitate bill—
ings for power sales by opera”irg entitles and administering
of loans. APA officials state! teat this function was not
needed because APA had so few i >.-rating, entities for which

it would generate power sales 1i..voices. For that reason, it
was decided prior to system development that the accounts
receivable functions would remain manual.

We believe that the decision to keep manual accounts receiva—
ble functions may not have been wise. In late 198A , there
will be enough operating entities under APA"s control to
runder the current manual accounts receivable method too
cumbersome to manage without automation. Although APA offi—
cials have stated that an accounts receivable program can be
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interfaced into the current General Ledger System, we have
seen no evidence that this can be done or that the programs
will meet all of the Authority®"s accounts receivable require—
ments or that the program interface will be cost effective.
We believe that, if indeed, APA management planned to inter—
face accounts receivable (and accounts payable) functions
into the System at a later date, a long-range plan with
anticipated costs should have been developed before the
General Ledger System was developed. This would have given
management the tools to decide if the System v;ould meet
future needs within acceptable cost limits.

Inadequate Needs Analysis Led to Development of System Which
is Limited for Management Reporting

The automated General Ledger System is a historical record

of expenditures and revenues. Expenditures for a project

are recorded at the time that the invoice is processed at
APA. There 1is no accounts payable system which records when
the actual payment 1is made by the Department of Administra—
tion. Thus, all financial statements for APA"s activities
reflect encumbered expenses for APA projects, not actual ex—
penses. Management must keep this in mind when interpreting
project cost statements and APA financial statements.

Furthermore, the project cost information may not be a true
representation of costs on that project. This 1is because
there is no accrual function in the System. Accruals are
made once a year and posted by journal entry. APA contract
reporting procedures are lacking in that t".heir firms and
sub-contractors until several months after the work has been
performed. Thus, for the major part of the year, the project
accounting ledgers do not reflect the status of the project.
A construction project may be 1/2 complete; yet, the project
financial activity could show 1/10 of the appropriate funds
have been expended. An accrual method of accounting, at
least on a quarterly basis, should b-, established to eli—
minate these discrepancies.

System Cost
The total system cost and cost co"T"onents for the

development, installation and operation of the General
Ledger Accounting System to date 1is shown below:

1. Hardware and Installation Costs $35,692.95
2. Maintenance and G E Time-Sharing
Costs 64 ,835 .36
3. APA Personnel Costs Relative to
Development and Implementation 16.984.00
Total Cost To Date $117.512.31
STATE OF ALASKA division OF LEGISLATIVE AUDIT
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These costs have been incurred to date in the development
and installation of the Systen. The hardware and installa—
tion costs (#1) are one-time costs which include the termi—
nal, printer and other hardware costs as well as contract
costs of $21,400 paid to the System developers. This figure
also includes $8,500 expended to purchase an IBM Personal
Computer. This computer will be used for initial input for
data. Any data that needs to be edited or purged will be
done while it is in the IBM system before being sent to the
G E Time-Sharing System. APA officials told us that this
will save storage and line time in the G E Systenm.

The maintenance and G E Time-Sharing costs (Ill) include
monthly charges for the line time necessary to process data

for the General Ledger System. It also includes a periodic
maintenance fee for hardware. These costs are ongoing
costs. The period covered by this analysis ranged from

April of 1982, to February of 1983. The ongoing monthly
operating cunts varied from $7.56 in May of 1982 to
$28,089.54 in February of 1983. Because the system is not
yet operational, it is difficult to predict what the average
monthly costs will be.

The APA Personnel Costs (//3) include the costs of APA ac—
counting personnel in the development and implementation of
the System. Not included in this cost analysis are the per—
sonnel costs which will be needed to operate and maintain
the System once it is operational. APA officials estimate
that the System will require approximately 6-8 days per
month for the data processing clerk as well as two weeks at
the end of each fiscal year. Additionally, approximately
one week per month will be required of the General Ledger
Accountant. This additional expenditure required for future
operations totals approximately $15,000 annually.

Cost-Benefit Analysis Was Not Accomplished Prior to Systenm
Development "

For the month of February, 1983, G F Time-Sharing costs for
the General Ledger System totalled $28,745.52. We realize
this was a high-use month dun to comprehensive data input
activity. However, we are concerned that future costs of
the System have not been thoroughly analyzed. As the APA
project activity grows, we are unsure that the G E Time—
sharing System will be the most cost-effective system. A
thorough cost-beneflt analysis may have shown that an in-
house mini computer would have been more cost-effective in
the long-rarge.
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, JAY S, HFAVMOND, BOERHCR

. Pouch 7-028
y Anchorage, Alaska 99510
274-9681

DEPARTMENT OF NATURAL RESOURCES

February 1, 1983 OMSONCAMOLOGICA t BECRHYSICAL SUIMEYS

Mr. Eric P. Yould
Executive Director

Alaska Power Authority
334 West 5th Avenue
Anchorage, Alaska 99501

Dear MrTHfou”"d:

The Division of Geological and Geophysical Surveys, Department of Natural
Resources has just completed a preliminary appraisal of the undiscovered

oil and gas resource potential of the Cook Inlet Basin. The area assessed
is outlined in Attachment "A". Attachment "B" presents the resource
distributions for oil, gas and their sum, barrels of oil equivalent (BOE),
in placo. That 1is, these "in place”™ distributions reflect total quantities

of fluids trapped in reservoir rock; no adjustment is made to account for
any economic considerations such as what proportion of in place resources
ir a reservoir are actually recoverable.

However, 1in response to your request, 1in the November 5, 1982 letter to
Commissioner Katz, for estimates of "economically recoverable" resources

we have developed a method for adjusting the in place resource distributions
to approximate what proportion might be economically recoverable. This
approximation method applys two assumptions regarding what proportion of

the resources in a reservoir would actually be recovered and what size a
reservoir would have to be to be commercial. By assumption we have used
recovery factors of 0.5 for oil and 0.9 for gas and minimum commercial
deposit sizes of 50 million bbl. for oil and 200 billion cubic feet for

gas. Based on these assumptions Attachment "C" presents our preliminary
estimate of the undiscovered but economically recoverable oil and gas
resources in the Cook Inlet Basin. Summarizing Attachment "C", the

expected (average) amount of undiscovered but economically recoverable
natural gac remaining in the Cook Inlet Basin is two trillion cubic
feet, with a 5 percent chance that it could be as much as five trillion

cubic feet.

A full report on these assessments is in preparation and will be published

as a DGGS Open File Report in the near future. Should you have any questions
regarding these preliminary assessments please contact Red White of my staff.
Cordially yours,

Ross G Schfiff

State Geologist

ce: Commissioner Wunnicke, DNF.

RGS/pic






PRELIMINARY ESTIMATES OF UNDISCOVERED OIL AND GAS RESOURCES IN PLACE
FOR THE COOK INLET BASIN
Division of Geological and Geophysical Surveys
Department of Natural Resources
State of Alaska
January 28, 1982

RESOURCES IN PLACE3

(barrels of oil equivalent) DEPOSIT SIZEb OIL IN PLACE GAS IN PLACE3
Conditional
Probability probability Probability Probability
that that that that
quantity is Billions size is quanity is quanity 1is
at least of barrels at least at least at least Trillii
the given of oil the given Billions of the given Billions the given of
value (%) equivalent value (%) Cubic Feet value (%) of barrels value (%) cubic
99 .13 99 1.5 99 .00 99 .47
95 .28 95 5.2 95 .00 95 .93
90 .38 90 9.6 90 .03 90 1.24
75 .61 75 26.8 75 .13 75 1.98
50 .96 50 76.0 50 .36 50 3.07
25 1.43 25 203.3 25 .73 25 4.38
10 2.02 10 475.2 10 1.20 10 5.84
5 2.49 5 761.7 5 1.62 5 6.93
1 3.76 i 1688.2 1 2.72 1 9.06
Average Average Average Average
BOE 1.12 Deposit Size 191.6 oil 0.53 Gas 3.36
aBecause the distribution of each resource is estimated independently, "Gas in Place" after conversion to barrels

oil equivalent, cannot be added to "Oil in Place™ to get "Resources in Place (barrels of oil equivalent)"” at any
probability level except at the expected value (average).

~AConditional upon the existence of oil and gas deposits in the Cook Inlet Basin, this column presents the estimated
distribution of deposit size measured in cubic feet of gas.



PRELIMINARY ESTIMATES

FOR THE COOK

Division of Geological
Department of Natural

State of Alaska

January 28,

ECONOMICALLY RECOVERABLE RESOURCES3

(barrels of oil equivalent)

Probability

that
quantity is Billions
at least of barrels
the given of oil

value (%)

99 .00
95 .09
90 .15
75 .28
50 .50
25 .78
10 1.12
5 1.39
1 2.01
Average 0.58
BOE

equivalent

DEPOSIT" SI1ZEb
Conditional
probability

that
size 1is
at least
the given
value (%)

99 202

95 211

90 223

75 266

50 373

25 597

10 993

5 1358

1 2353

Average

Deposit Size 525

aBecause the distribution of each resource is estimated

conversion to barrel of oil
Recoverable Resources"

equivalent,

~Conditional upon the existence of oil and gas deposits

, estimated distribution of deposit size measured

Billions of
Cubic Feet

independently,
"Economic/"illy Recoverable Oil"
(barrels of oil equivalent)"” at any probability level except at the expected value (average).

cannot be added to

in the Cook
in cubic feet of economically recoverable gas.

Y RECOVERABLE

INLET BASIN

and Geophysical Surveys
Resources

ECONOMICALY RECOVERABLE OIL

Probability

that
quanity is
at least
the given Billions
value (%) of barrels
99 .00
95 .00
90 .00
75 .00
50 .14
25 .32
10 .55
.78
1.31
Average 0.22
oil

RESOURCES

ECONOMICALLY
RECOVERABLE GASI

Probability

that
quanity 1is
at least Trillions
the given of
value (%) cubic fee
99 .00
95 .22
90 .43
75 .93
50 1.76
25 2.78
10 4.04
5 4.90
1 6.83
Average 2.04
Gas

"Economically Recoverable Gas" after
to get "Economically

Inlet Basin region, this column presents the
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Sustainable Spending Levels
from Alaska State Revenues

INTRODUCTION

In November 1982 the citizens of Alaska,
fearing that state governmenl was I'mwini' out of
control, passed a referendum limiting state spending.
This spending limit, which will become law in fiscal
year 1981, puts a ceiling on the state luidnet and
limits its growth to changes in population and prices.
The initiative sponsors felt that limiting tinlgrowth of
state spending would eliminate the problems assoc -
ati'd with ai| overwhelming dependence on the soon
to-lre-depleted tax base of I'rudhoe Hay petroleum,

llowev(*r, falling world oil prices timing the past

Shortly oftor tin: state began collecting revenues
from production of Pnulhoe Bay oil, an issue of the
ReVIEW entitled “Alaska’'s Revenue Forecasts and
Expenditure Options" (1978) showed that the then-
prevailing trend in the growth of state spending would
result in a current account deficit in 1989 and the
elimination of tin.lgeneral and permanent fund balances
by 1993. That ReView 1aid out tire policy options
available to the state for dealing with the eventual
decline in petroleum revenues.

Between 1979 and 1981, estimates of expected
petroleum revenues increased dramatically, primarily be-
cause of the increase in oil prices. State spending (or
existing and now programs correspondingly increased,
causing the state to become oven more dependent on oil
revenues for the support of government programs and
the provision of jobs in the private sector than in 1978.
Thus, despite dramatic oil price increases since 1978, the
fiscal outlook for tire state Iras irot improved; iir fact,
unless new spending policies are enacted, it will have
worsened.

In illustrating Alaska's dependence oit oil, the
following tabulation shows that no other state economy
comes close to being as petroleum dependent as Alaska;

18 months and an anticipation of stable prices for the
next several vyears, have rapidly reduced, if not
eliminated, whatever effectiveness the spending limit
may have had in holding the level of spending below
total revenues. The state, therefore, knowing that the
current revenue level isderived largely from a dwindl-
ing lax base and cannot he sustained, must attain
address the question of how best to limit spending of
current rev S.

This ﬁﬂew demonstrates that the spending
limit as presently structured will he ineffective in
eitlcr (1) producing savini's out of current revenues

Percent of State Revenues Provided
Directly by Petroleum

Severance Corporate
Taxes, Petroleum
Rents, Property
Royalties Tax Total
Texas (1978) 19.G NA NA
Louisiana (1978) 29.2 NA NA
Oklahoma (1978) 1G.0 NA NA
Alaska (1982) GG.8 19.7 8G.5

IMA: Not available.

This dependence upon petroleum revenues is of
particular concern due to the projections of falling rev-
erucs which have become the pattern in the last year.
This Review re-examines long-run state spending options
in light of changing conditions affecting state revenues
and expenditures. It discusses the simplications of the
newly passed spending limit initiative, contrasting it with
a sustainable spending limit and, in so doing, demon-
strates the range of spending options available to the
state as petroleum revenues decline.
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or in (2) preventing a substantial longterm decline in
government services and associated economic activity
when oil revenues begin to fall. Since ..tale expendi-
tures must not exceed revenues over the 'hole cycle
of petroleum extraction, il is the level of petroleum
revenues measured over this cycle which should guide
the establishment of a spending limit, because petro-
leum revenues will decline in lhe nexl decade, even
with new discoveries, a spending policy which will
avoid severe budget reductions in the future must
allow for [llie current investment of substantial
revenues to cushion the decline. Consequently,, the
amount of future spending which can he supported
depends not on an arbitrarily established limit, hut on
fulure petroleum revenues and a policy for current
savings and investment.

After reviewing revenues from petroleum and
other traditional and potential sources, this Review
examines the future effects of the spending limit
voted into law in 1982. It'dearly demonstrates that
beetaise the limit is not based Oll anlicipat 1levels of
revenues and will not produce any signifii savings
or investment., il will not work. Indeed, it cannot
work because revenues in the next lew years will just
about equal the current limit, and in later years will
fall substantially short.

If the current spending limit will not work, then

what, if anything, will? The author suggests an alter-
native spending rule ha. 'd upon sustainable revenues.
Specifically, his proposed limit would base allowable
spending upon the sum of renewable revenues plus
.lie annual real earnings of stale assets. lhidcr this
rule, after an initial downward adjustment, slate
expenditures weuld he insulated from the decline in
petroleum revenues. This rule Would require holh a
substantial cutback in (lie state budget In approxi-
mately $I,!j billion and a large ongoing program of
savings and investment of petroleum revenues over
and above those currently flowing into the Permanent
Fund.

The present spending limit and the proposed
alternative set the hounds within whieli future stale
spending may occur. Contrasting the two clearly
demonstrates the tradeoff Alaskans face when rut rent
spending exceeds the level which can he sustained in
the long run.

ALASKA STATE REVENUES
For reasons sel forth below, Alasi,'a petroleum
revenues will peal: in the lale IDSOs ami steadily
decline throughout the I1i)f))n. This will cause an
acuclcralinfi loss of revenue ami by the end of the
ileeade post' a serious fiscal crisis, the solution to
which must he reached within llie next fete years.
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Petroleum

Revenues collected by Alaska state and local
governments come overwhelmingly from the produc-
tion of crude oil. Between 1977. the initial year of
production from the Prudhoe Bay field on the North
Slope, and 19S2. petroleum revenues rose from 51
percent to 87 percent of iotal state general fund
revenues. In recent years, transfers from the state
general fund have become an increasingly important
element of local revenues. Consequently, petroleum
revenues support a large portion of local government
as well as state government activity.

About 95 percent of Alaska crude oil produc-
tion in recent years has come from a single “super
giant" field* —the Prudhoe Bay field on Alaska's
North Slope. This field ranks as the twelfth largest
field ever discovered in the world and the largest ever
discovered in North America (Table 1). The 10 billion
barrels of recoverable oil at Prudhoe Bay make it a
super giant. By comparison, only two other fields dis-
covered in the United States Fast Texas and Wilm-
ington initially held recoverable reserves in excess of
2 billion barrels. Except for these two, more oil has
been removed from lhe Prudhoe Bay field during Us
first 1.5 years of production Ilian any oilier North
American field.

The Cook Inlet basin has accounted for the
remainder of Alaska crude oil production since
statehood. Production levels since statehood from
Cook Inlet and Prudhoe Bay are shown graphically 1l
Figure 1. Soon after the Prudhoe Bay field began
production in 1977, the stale production total
jumped over 600 percent. Nearly 1billion barrels of
oil have been produced from Cook Inlet in the 23
years between statehood and the end nl' 1981. Il now
takes less than 2 years to produce the same amount
of oil from Prudhoe Bay.

Less dramatic than Hie increase Il total produc-
tion Ul (lie lale 1970s, but just as important, has been
the decline in production from the Cook Inlet liusin
during the same period. This decline reflects the tael
that every oil province follows a foreseeable cycle of
growth, peak, and eventual decline. In 1981, Cook
Inlet production had declined to 10 percent of its
peak attained in !970.

Phis pattern of growth, stabilization, and decline
1l annual production is characteristic of petroleum-
producing areas as well as individual fields. It can he

*A “giant” nil field in North America is defined as containing
at least t(tt) million barrels of recoverable oil. Although giant
oil fields contain about 75 pcieenl of all reserves, they are
relatively rare because only about | percent of fields arc large
enough to lie classified as giants. Yet. Lire “super giant" Print-
line llay field is 100 limes larger than a giant.

Table 1
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PruJhoe Bay Oil Field in Perspective

A. World's Largest Oil Fields

Name

Burgan
Gliawai
Safania
Kiikuk
Samotlokskoye
Romashkmo
Rum,ul,i
Gaclisaian
Martin
Lagunillas
Aglut Jai i
PiinlhntlBay

B. North America's Largest Oil Fields

Name

PmdIitoo Ray
Chiapas

lasi lex.e.
Wilmington

Pit/a Rica
I'emhma

Midway Sunset
Villit!,

Wasson

Kent ltivei
Panhandle

Swan 1tills

I 1Linn I'anui ii
Sho Vet 1mil

11k 1lilts
Naranjos Cum A/ul
1lluntington Beach
Santa Ynez

Location

Kuwait
Saudi Aiahia
Sgudi Aialmi
trail

USSR

USSR

li ail

hail

ban
Venezuela
liiin

USA

Location

USA
Mexico
1JSA
USA
Mexico
Canada
USA
USA
USA
1ISA
USA
Canada
Mexico
USA
USA
Mexico
USA
USA

Size
(Billions
of Barrels)

G8.980
G0.278
17.851
1G.320
14.GOO
14.040
13.835
11.435
10.83/
10.782
10.084
10.014

Size
(Billions
of Barrels'

10,014
0.513
5.999
7.4 18
2.078
1/47
1083
1GOO
1.508
1.453
1.415
1315
1.304
1.300
1.700
11/
1.0/0
1.000

Source: "the Simicli (‘'mug on foi (iianl I lelds,"” Oil ,mil (ins Join
ilus lilile wascompiled, ragmhcanl
discover ies made in Mexico have mcieasml the cstminted ultimately
lecnveialile nisoivns limn sumo iields. One held, Clucmitepec, could
rival I'rurlhoi! llay in si/o. Inc. llieie is sumo imilioveisy uvei the
nllicial I'emex estimate nl i's lecnveialile leservos ul 10.1)0 billion

1LV, August 1117/, p, 102

IMinds, dee "Wuilil Oil Flow Slumps, Heseives Up,"”

Jdoiiin.il, Decemliei 29, 19fib, pp 75-82; anil "Giant Chicnnte-

Oil .mil Gas

pec Given <I2 I'mcem ol Mexican Qil Heseives,” Oil .mil O.is Join-
ii,il, August 20, 1979. pp. 82 85.
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ident’fu'ci in every major oil-producing state. Texas,
which lias historically had the highest production rate
of any state, by 1UK1l was producing at about 7’
percent of the post-World War Il peak il reached in
1972. Oklahoma is producing at 70 percent of its
peak. In Louisiana, current production is now only
about 18 percent of its peak. In Kansas and New
Mexico the percentages are 50 percent and 55 per-
cent, respectively. The same pattern holds in lhe
other major producing states, except for California,
which in 1981 surpassed its previous peak year of
19(58 by 2 percent.

because one supergiant field overwhelmingly
dominates current Alaska production, the eventual
production decline may be more abrupt in Alaska
than elsewhere, based upon current levels of proved
reserves, including (in addition to P.pdhoc bay)
Kuparuk, Kndicotl (Point Thomson), and stale leases
in the beau fort Sea as wcli as Cook Inlet, the produc-
tion peak will occur in the mid-1980s, and the
subsequent decline will he rapid. This is illustrated in
Figure 2, which projects through 2005 oil production
from proved reserves in Alaska.

This projection illustrates two important points.
First, Prudhoe bay production will fall to one-third
of its current level in little more than 10 years.
Secon ,the introduction of proved reserves from new
fields uiich as Kuparuk (which, at 1.125 billion
barrels, is itself a large “giant” by North American
standards) will have only >modest impact on either
the number of years over which peak production can
continue or the subsequent slope of the decline in
aggregate oil production, both are dominated by the
absolute size of Prudhoe bay. Thus, a field containing
an estimated (iOO million barrels of reserves, such as
Kndicotl. (Point Thomson), will provide only enough

300 & Kuparuk .650 billion bands

8.55<| billion barrels
200

Cook Inlet .175 billion panels

Ilo ri-FkF FsA>¢]|
1995 2000 2005

Figure 2. Projected Production from Proved
Alaskan Oil Reserves

oil to fill the Alyeska pipeline for one year, or to
postpone the production decline by one year.

We underestimate ultimate recoverable reserves
by basing projections upon estimates of proved and
probable reserves on currently leased state lands
because the process of exploration and development
isongoing in Ihe relatively unexplored Alaska frontier
regions, Proved reserves are, in a sense, only the
current inventory of Ihe oil industry. Additions to
that inventory continuously occur through explora-
tion and development which both bring new fields
into production and increase the ultimate produc-
tion of exist ing fields.

A crude oil inventory including proved reserves
and an estimate of recoverable undiscovered resources
is shown in Table 2. As of January 1, 15)82, proved
reserves were S.72!) billion barrels, located mostly on
the North Slope al Prudhoe bay and Kuparuk, both
of which are now producing. Additional stale lands
(Kndicotl and Ilhe beau fort Sea) which are ciirnntly
under lease and where exploration activity isongoing
are estimaP’d In contain 1.250 billion barrels. These
areas are also on the North Slope. Kstimales of
potential reserves in areas of the stale currently not
yet leased, both onshore and offshore, arc speculative
in nature. The most recent estimate for these unex-
plored regions is 21.5 billion barrels, the majority of
which is estimated lo be on federal lands on Ihe
North Slope or offshore in the beaufort Sea.

Lonrj Lead Time for New Discoveries

The amount of oil which will be discovi red and
ultimately produced from these region depeix s upon
lhe expected cost of field devclnpmei ' ill relation to
the expected market price of the oil, both of which
must lie estimated many years into the future because
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Table 2

Alaskan Crude Oil Resources Inventory

Billion
Barrels

Cumulative Production since 1950 1J.in. 198?) 8 (104

F<odtloe Ba, 2.107
Cook Inlet .957
Proved Reserves*1(Jan. 1, 198%?) 8 7?9
Piudhoe Bay 7.429
Kuparuk 1.125
Cook Inlet 175

Probable Reserves on Currently

leased Slate L.mdel(July 198?) 1250
Eihlicom (Point Thomson) .600
Bcauloit Sea .650

Economic Undiscovered Resoinces*1(Dec 1981) 21 5

Noi ill Slope onshore 2.1
Bcaulotl Shell 8.2
Aictu: National Wildlife Refuge 2.3
National Pelioleum Resetve Alaska 2.1
Central Chukchi Shell 1.6
Navai in Basin Shell 2.3
St. Geoige Basin 11
Bristol Basin ,6
Norton Basin .3

Onshore South of iliooks Range 8r
Ollsliore South ol Aleutian Chain 9

“Slate of Alaska, Dcpailmcnl ol Naim.il Resoinces, PiOvert
and Probable Oil anil Gas Reserves, Ninth Slope, Alaska,
July 1982.

"’National Ietioletim Council, U.S. Arctic Oil ,miI (S,iS,
Docemhei 1981 wasuiili/ed fin estimates ninth ul Aleutian
Cham oilsiline autl nuilli ul die lhiioks Range nnshinc.
Economic unrliscoveted oil was based igmn an economic
evaluation ol lecnveialile icseives using a Il) peic.enl iisil
iale ot ielum, p, 89. Olhei Alaska iesei ves weie liken 1nun
U.S. Depatlmenl ol ihe Iniciioi, U.S. Geological Survey,
1981.

of the very long lead times required for field develop-
ment in the Arctic, estimated to lie I() to 15 years.
Consequently, although it is safe to say that produc-
tion from currently undeveloped fields will occur, il
is impossible to project when it will occur and in
what volumes. Smaller fields, fields requiring new
technologies, and fields farther from existing pipe-
lines will he more expensive to develop than Prudhoe

Bay. Some discoveries may remain undeveloped if the
costs are too high, even though they may he "giant"
fields. The pact* at which future discoveries are
converted into production will slow down as more
frontier provinces are explored. Consequently, the oil
industry agrees that continued exploration and
production from new fields will he unlikely to close
the gap left by 1In* decline of Prudhoe Bay produc-
tion. Kxploration chief Roger llcrcrra of the Soldo
Alaska Petroleum Company, in discussing the decline
in Prudhoe Bay production beginning after 1988, has
stated, "We would need to find a new field each year
to make up the difference ... That’s not very likely,
and that's when the* crunch ma