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O ffice of the Governor

Expenditures Related to Public Relations or Information Dissemination For FY 97 and
FY 98 (01-4574-99)

Purpose of the Report

The purpose of the audit was to develop an estimate of expenditures made by the Office the
Governor on public relations or information dissemination. For the purposes of this report public
relations and information dissemination is defined as “the management function that evaluates
public attitudes, aligns the policies and procedures of the State with the public interest, and
executes a program ofaction and communication to earn public understanding and acceptance. ”

Findings and Conclusions

We estimate that personal services costs related to carrying out the aforementioned activities
ranged from $1 million to $1.3 million for both FY 97 and FY 98.

Travel related expenses were under $200,000 in both FY 97 and FY 98. Oftentimes the purpose of
a trip was for multiple purposes - some of which involved public relations or information
dissemination. We did not attempt to allocate the costs of the trip between various purposes, but
charged all related costs to our estimate total.

Contractual related costs were approximately $100,000 annually.

Schedules of specific expenditures and activities are set out in the report in order that each reader
can review and consider if the activities involved, especially in the area of travei, fit their
definition of “public relations.”
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Departmentof Administration

State of Alaska, Statewide Single Audit for FY 98 (02-6900-99)
Purpose of the Report

This report summarizes our review of the State of Alaska’s general purpose financial
statements and the State’s compliance with federal laws and regulations in the administration
of over $1.2 billion of federal financial assistance programs.

Findings and Conclusions

The FY 98 General Purpose Financial Statements for the State of Alaska are fairly presented
in accordance with generally accepted accounting principles, except for two items. General
Fixed assets are reported at replacement or insured value rather than on a historical cost basis
as required by generally accepted accounting principles.

With regard to compliance with federal laws and regulations we were unable to obtain
sufficient documentation supporting the State’s compliance regarding allowable costs for

three federal programs:

1. Department of Fish and Game, Pacific Salmon Treaty program;
2. Department of Fish and Game Wildlife Restoration program; and
3. Department of Administration, Aging cluster program.

Additionally, the State of Alaska did not comply with requirements regarding allowable costs
for the Public Water System Supervision program administered by the Department of
Environmental Conservation or the special tests and provisions applicable to the Child
Support Enforcement program administered by the Department of Revenue.

This report also contains 37 recommendations, of which 12 were carried over from the prior
year. Many of the recommendations made in this report require significant changes in
procedures or a shifting of priorities, and therefore may take more than one year to
implement.

A major concern discussed in this report involves an overexpenditure by the Department of
Transportation and Public Facilities (DOTPF). We estimate DOTPF overspent its
maintenance and operations appropriations by almost $1 million. Rather than reducing actual
spending, DOTPF management simply chose not to pay its State Equipment Fleet bills for
the last couple of months of the fiscal year. Our recommendation and DOTPF’s response
involves a somewhat complicated discussion of accounting issues, licet rates, and
replacement credits. However, essentially DOTPF overspent its appropriations.

DOTPF disagrees with this conclusion. We would suggest that as budget discussions occur
this legislative session, that the finance committees will wish to assure themselves this does

not happen in the future.

ALASKA STATE LEGISLATURE o OIVISION OF LEGISLATIVE AUDIT



January 24,2000

Departmentof Administration

A Sunset Review on the Alaska Commission on the Aging (02-1462-99)

Purpose of the Report

We reviewed the activities of the commission in accordance with Titles 24 and 44 of the Alaska
Statutes in order to determine whether this commission should continue in existence as provided for
under the terms of the State’s “sunset” legislation. The commission is currently scheduled to

terminate on June 30, 2000.

Findings and Conclusions

We believe there is a demonstrated need for this commission, therefore, we recommend the
termination date be extended until June 30, 2004.

During our review we did identify some areas for improvement. We made several recommendations
addressing improvements that are needed to ensure federal funds are handled in accordance with
various federal requirements. Additionally, we reviewed the organizational placement of the Long
Term Care Ombudsman LTCO. Part of the commission’s responsibility is oversight of the Long
Term Care Ombudsman. This set up a potential for a conflict of interest because the Department of
Administration also manages the State’s Pioneers’ Homes.

This became an issue, in part, as a result of the recent investigation in the Anchorage Pioneers’ Home
by the Long Term Care Ombudsman. The investigation was lengthy and became contentious. The
state agency responsible for administering the pioneer homes imposed certain procedures on the Long

Term Care Ombudsman. These include:

1 Interviews had to be conducted in the presence of an assistant attorney general from the
Department of Law.

2. The Long Term Care Ombudsman was required to notify pioneer home management before
conducting interviews with staff regarding complaints.

Widely differing views arc held as to lhe reasons for and the effect of these measures. Regardless,
these measures created a situation where state facilities were treated differently by the LTCO than

similarly situated private sector facilities.

In recognition of the organizational difficulties the commission is considering organizational
alternatives which we expect to be a matter of discussion during legislative hearings on SB 204,
which extends the termination date of the board.
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Department of Administration
Office of Puhlic Advocacy - Public Guardian Program (02-4577-99)
Purpose of the Report

This report evaluated the following:

The extent to which recommendations from a prior legislative audit had been implemented.
The organizational structure of OPA and the existence of any conflicts of interest.

The contractual arrangement for court visitors and the effectiveness of their reviews.

The potential for transferring cases from OPA to private guardianship services.

PN

Findings and Conclusions

There are over 2,700 guardianships in the State. About 74% of the time, the guardian oversight is
carried out by a private, unpaid person - usually a relative. About 20% of fhe time the oversight
services are provided by a public guardian employed by the Office of Public Advocacy, and the
remaining 6% of time a private guardianship service fulfills the function.

Private professional guardians must become an important option for dealing with the growth in
guardianship services. However, the current private agencies do not yet enjoy the confidence of
major participants in the State’s guardianship system. The State should encourage responsible
growth by this occupational group, such as professional regulation, performance monitoring, or

other means of oversight.

Assigning OPA the management responsibilities for the court visitor function created an inherent
conflict of interest. The current placement of the court visitor requires them to review the quality
of guardianships by OPA, the same agency that has hired, pays and provides training for the court
visitor. We recommend that the court visitor function be transferred to the Alaska Court System.

We reviewed concerns by private professional guardians regarding OPA’s practice of “spending
down” wards’ assets to maintain eligibility for public benefits. We find that OPA’s practice is
analogous to tax planning which is legal, rather than tax evasion - which is illegal.

Findings from reviews conducted by the Office of the Governor, Office of Management and
Budget and the McDowell Group confirm that the recommendations from the Division of
Legislative Audit’s prior audit have been implemented.
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DepartmentofAdministration

Division of Longevity Programs. Alaska Pioneers' Homes (02-4591-00)

Purpose of the Report

The objectives of this audit were:

B w N L

To review internal controls over pharmacy inventories.

Evaluate the efficiency of pharmacy operations.

To determine if the turnover rates for both residents and direct-care staff are reasonable.
To ascertain whether direct-care staffing ratios are adequate.

Findings and Conclusions

Controls over some of the Pioneers' Home Pharmacy operations are weak. More specifically

we determined that:

1
2.
3.
4

Physical controls over medications while in transport are lacking.

Disposal of controlled substances is in violation of state and federal regulations.

The in-house pharmacy program may not be the most efficient alternative.

State regulations and divisional policies and procedures are not being followed in

personnel matters.

Staffing levels in the homes are adequate, staff turnover is below national averages, and

resident turnover is low.

We made seven recommendations to the Department of Administration to address the
shortcomings identified in this report. Two of the more critical recommendations addressed
concerns we had regarding the backgrounds of certain employees working at the homes. In
this area we recommended the following:

1

The Division of Alaska Longevity Programs’ human resources officer should assess the

risk of employing certain individuals.

The Pioneers’” Home was not assessing the risk associated with certain employees. We
noted that several employees had felony convictions for sexual abuse and a pharmacist
that had, and may still have, an opiate addiction. We did not conduct a comprehensive
review for risks of this nature. We suspect that such a review would reveal additional

potential risks to residents, staff, and the State.

The commissioners of the Departments of Administration and Health and Social Services
should adopt regulations to prohibit employment of certain criminals in assisted living

homes.
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Departmentof Administration
DepartmentofCommunity and Economic Development

Regulatory Commission of Alaska and the Alaska Oil and Gas Conservation
Commission (02-1466-00)

Purpose of the Audit

This audit was required by Chapter 25, SLA 1999.

The objective of the audit was to evaluate the compatibility of the functions of the
Regulatory Commission of Alaska and the Alaska Oil and Gas Conservation Commission.
Through a comparative analysis of these functions, we evaluated whether it would be in the
State’s best interest to combine the two commissions and provide their services through a

single agency.
Findings and Conclusions

Our central conclusion is that the best interest of the State is served by retaining two separate

identities for these commissions.

W hile both commissions regulate businesses, important differences exist in their missions,
the entities being regulated, decisional timelines, technical disciplines, and operating
environments. Just a> importantly, the agencies’ separate identities foster public
accountability under some unique Alaska conditions.
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Departmentof Administration
DepartmentofCommerce and Economic Development

Selected Compensation Issues Related to Alaska Seafood Marketing Institute (ASMI) and
Alaska Industrial Export and Development Authority (AIDEA) (02-4569-99)

Purpose of the Report

This audit reviewed a variety of compensation related issues which involved employees working
for various governmental corporations. More specifically, we were requested to identify the basis
for setting various rates of pay, and if the governing boards of the entities involved utilized a
prescribed pay schedule and plan. A second objective of the review was to assess the
comparability of compensation for individuals working at ASM1 and AIDEA, paid at range 21 and
above, with positions in the private sector and other state agencies.

Findings and Conclusions

The report discusses the following findings:

1. Only 5% of executive branch employees are legally required to use the statutory pay plan.
2. Advanced step hire is practiced by both classified and exempt positions.

3. Compensation for most of ASM 1 positions are within the competitive market range.

4. AIDEA positions fall above, below, and within competitive market range.

We made a recommendation to ASMI that it develop comprehensive personnel policies and have

them approved by the board.
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Departmentoflaw
Departmentof Commerce and Economic Development

Issues Relating to World Plus, Inc. (03/08-4590-99)

Purpose of the Report

The purpose of the audit was to review and evaluate the actions of the Division of Banking,
Securities, and Corporations and the Department of Law in matters related to the supervision,
regulation, and investigation of the Fairbanks-based corporation World Plus, Inc, (WPI). WPI
operated an airline ticket discount business. The purported business was underselling travel agents
and airlines by marketing discounted airline tickets that had been earned by others through the
frequent flyer program. We point out in the report that even this purported business was illegal. All
commercial airlines that fly into Alaska allowed frequent flyer tickets to be transferred to only
family members or traveling companions. Airlines prohibited participants from selling their

mileage to unrelated third parties.

Findings and Conclusions

In order to Finance the business, the owner developed an investment program. The program
essentially consisted of promissory notes guaranteeing interest rates to investors of between 40%
to 300% annually. In August 1992, the Division of Banking, Securities and Corporations learned
that WPI’s owner was selling unregistered securities. When contacted by BSC, the owner of WPI
said there were 35 investors with investment contracts totaling $560,000. Actually, the numbers

were 500 investors with contracts totaling mere than $8.6 million.

In November 1992, the attorney for WPI’s owner submitted to BSC 24 letters of endorsement.
These letters came from active investors including employees of the Department of Law (DOLaw),
Public Defender Agency, and the Alaska Court System. In March 1993 BSC accepted WPI’s
application for a securities exemption. WPI was limited to 25 investors and a total of $500,000.
Later the agency further restricted it to 15 investors and $250,000. However, over this time period
the actual number of investors was growing and the total value of investments was approximately

$39 million.
Our review made the following conclusions:

1. BSC routinely relies on the representations made by the attorney of the parties seeking
approval of a securities exemption. In the case of WPI this reliance was misplaced.

2. BSC examiners overlooked certain inconsistencies in documents submitted to them during the
three years that WPI was granted exemptions.

3. Members of the Department of Law’s Criminal Division did not adequately communicate with
BSC. In addition, certain actions taken by DOLaw interrupted BSC’s investigative process.

4. The WPI incident illustrates a weakness in the statutory balance between protecting the public
investor and the regulatory burden placed on small businesses.

5. In our view, the attorney general made prudent decisions in deferring the criminal investigation
of WPI to the federal government and retaining independent counsel to review the WP). matter

for potential state criminal, ethical, and professional violations.
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Departmentof Revenue

For the Fiscal Year Ended .Tune 30,1998 (04-1461-99)

Purpose of the Report

The purpose of this review was to assess the department’s compliance with fiscal related laws and
regulations. Also, to make an initial assessment to determine if the agency is gathering the data
necessary to report back to the legislature regarding the missions and measures included in the
FY 99 budget.

Findings and Conclusions

We found that the departmental financial statements are fairly presented. We made some general
“housekeeping” recommendations to the department regarding the resolution of revenue shortfalls

and controlling and accounting for property.

Both ‘he Alcoholic Beverage Control Board and the Child Support Enforcement Division had
missions and measures outlined in the FY 99 budget. Both divisions are collecting some, but not
all data necessary to provide outcome measure for the areas identified in the FY 99 budget.
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Department of Education

Lower Yukon School District, Selected Issues (05-4579-99)

Purpose of the Report

The purpose of the audit was twofold: (I) we examined the transactions associated with the
implementation of the “Formula 3” reading program; and (2) we analyzed the costs involved with
the teacher housing units purchased for Mountain Village and Scammon Bay.

Report Conclusions

The Lower Yukon School District chose to hold training classes for the Formula 3 reading
program in San Diego, California, in the summer of 1996, San Francisco, California, in the
summer of 1997, and Victoria British Columbia was to be the site for the summer 1998 training.
However, the last training session was cancelled and rescheduled to Mountain Village, Alaska.

W hile these costs were eligible under the grants and approved by the Department of Education, we
believe the economy and suitability of the costs are questionable. The department agreed with our
analysis and promised to implement procedures to avoid such wholesale out-of-state training in the

future.

The school board hired an independent accounting firm to conduct an audit specifically addressing
the costs involved in the procurement and construction of the teacher housing units. We reviewed
the work of the accounting firm and have included a copy of its report with our report. In
summary, a lack of planning and informed oversight led to extensive cost overruns for teacher

housing. More specifically, excessive costs were incurred due to:

1. Untimely shipping resulted in substantially high freight costs.

2. Site preparation was not included in the original cost estimate.

3. The original design estimates were reasonable, but overruns resulted in excessive costs.Based
on the original budget the cost per square foot was .$126, which is consistent with housing cost

figures we were able to obtain through the U.S. Department of Housing and Urban
Development. However, final costs were approximately $246 per square foot.

We did a cursory visual inspection of the Mountain Village unit and found that it did not appear to

be inappropriately lavish in design or construction.
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DepartmentofHealth and Social Services

Division of Family and Youth Services Follow-Up (06-4595-99)

Purpose of the Report

The Division of Legislative Audit has conducted multiple reviews over the years of the agency’s
operations. We are currently conducting another review of the agency, likely to be released to the
public in March 2000. In this review our main objective was to evaluate the impact that new line
social worker positions had on the agency’s ability to investigate reports of harm (ROH) involving

neglect and abuse of children.
Findings and Conclusions

The central finding of this particular review was disturbing. Despite receiving funding for 28 new
front line social worker positions for FY 99, DFYS investigations declined during the early part of
the fiscal year. We reported the number of ROHs investigated by the Division of Family and
Youth Services (DFYS) during the first four months in FY 99, decreased by 4% statewide,
compared to the same months for the previous year. In Anchorage specifically, the agency
responded to 11% fewer ROHs than it had done a year earlier.

Two Lhings were going on that had resulted in this drop off in ROH investigations:

1. Lag time getting new workers trained and in the field. DFYS made reasonable attempts to hire
the 28 newly authorized positions, but most were not filled until September or October 1998.
Generally, new social workers have a 70 to 90 day orientation before they are required to carry
full caseloads. Given the orientation period, at the time we conducted our review, it was too
soon to see the impact of these new social workers in the agency's statistics.

2. Internal management decisions. DFYS management made two operational decisions that also
resulted in the decrease in the number of investigated ROHs:

e« DFYS adopted procedures that increased the time spent on individual investigations, thus
reducing the number of investigations being conducted; and,

e Internal turnover related to promotions and transfers brought on by the increase in staffing
led to inexperienced staff conducting some investigations which contributed to longer
investigations and overall inefficiencies.

Given the time constraints of our follow-up review we did not evaluate if the ROH investigations
conducted in Anchorage were qualitatively better than those done in the prior year. While children

in the aggregate may be better served by improved investigations, it left children who are the

subject of uninvestigated ROHs at risk.

Current Status

We currently have an on-going audit which addresses the items mentioned above.

ALASKA STATE LEGISLATURE -1 DIVISION OF LEGISLATIVE AUDIT



January 24,2000

Department of Health and Social Services

Division of Alcoholism and Drug Abuse (06-4570-99)
Purpose of the Report

The purpose of the audit was to review several aspects of the State's substance abuse prevention
and treatment programs. As the legislature discusses missions and measures for agencies - this
report highlights some issues that might become common as agencies develop outcome measures.

Findings and Conclusions

Prior to 1997 the legislature asked alcohol and drug abuse administratois to develop outcome
measures for the agency’s programs. The Division of Alcoholism and Drug Abuse (ADA) has
worked with the Advisory Board on Alcoholism and Drug Abuse, the Mental Health Trust
Authority and many providers to establish outcome based performance measures. The results of
this work were incorporated into the FY 98/99 program. However, because historical program
results and outcome measures are unavailable so far, the ability to assess impact of agency
programs on the incidence of substance abuse is limited.

Minimum outcomes are initially addressed in the FY 98 and FY 99 program years. W hile it is too
early to evaluate these outcomes in our review we criticized the agency for not monitoring the
information being submitted by private non-profit organizations who are the primary service

providers for the State.
Specifically, we discuss the following issues in the report:

1. The minimum outcomes established in the ADA’s request for proposals (RFP) were not
always addressed in the provider’s responses.

2. Some providers’ responses included alternative outcome requirements to those set out in the
agency’s RFP.

3. When providers did report outcome measures, the information was typically either incomplete
or, as state previously, for different measures than those required.

More significantly, is that in many instances the State’s alcohol and drug abuse agency was
unaware of these reporting inconsistencies. ADA had not instituted a formal process to review or
follow-up on reporting by local non-profit service providers.

Accordingly, some of the recommendations we made to the agency are as follows:

Amending state regulations so accreditation standards can be updated.
Follow-up on the outcome measures being reported by providers.
Review funding priorities for the development and approval of alcohol information schools and
the new community action grants.

4. Better coordination with the Department of Corrections to obtain outcome measures for inmate
substance abuse counseling - particularly for inmates in the Arizona prison system.
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Depak UnentofLabor

Employment Security Division (ESP) Reorganization and Consolidation of Agency
Operations (07-4571-99)

Purpose of the Report

The purpose of Lhe audit was to determine if actual savings were realized from the
reorganization of ESD and assess the impact of the use of three centralized “call centers” on
operational performance in addition to the service provided to Unemployment Insurance (Ul)

claimants.

Findings and Conclusions

W hile Lhe division’s budget declined by $3.6 million between FY 96 and FY 98, actual
expenditures remained relatively stable. The reductions realized in personal services category

were in the benefits category.

In terms of operations, the U.S. Department of Labor uses timely first time payments as its
primary measure of service. In FY 97 the State paid 90% of its first time claims in a timely
manner; this is an improvement over the 79% reported in FY 95.

The department conducted customer satisfaction surveys, in November 1997 and April 1998.

In the first survey, customers that were either equally or more satisfied were just over 85%,
and in the April 1998 survey increased to 92%.
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Departmentof Commerce and Economic Development

Division of Banking, Securities, and Corporations Alaska Native Corporation Issues

(08-4572-99)
Purpose of the Report

We reviewed several aspects of how the Division of Banking, Securities, and Corporations
(BSC) provided regulatory oversight, specifically when it came to reviewing corporate proxy
filings. Our review was developed from an audit request which was very broad in scope. We
were limited to reviewing the functions and activities of state agencies. While we discussed
the operations of BSC with representatives of various Native corporations we did not

conduct any audit work at the corporations.

Findings and Conclusions

Our evaluation was done in the context of certain legislative intent developed by the federal
government regarding oversight of Native corporations. When congress enacted the Alaska
Native Claim Settlement Act it exempted the corporations from federal securities laws.
When deciding to exempt these corporations from the Securities Exchange Commission
(SEC) regulations, congressional records indicate a concern regarding the importance of
accurate and objective communication between corporate management and shareholders.
Other than disclosures, which are to be substantially equivalent to SEC reporting, congress
left the task of ensuring that management’s communications to shareholders regarding
corporate affairs and related business activities were without bias to the State of Alaska.
Given this background, we were predisposed to hold BSC to a fairly high standard of duty.

Alaska statutes address Native corporations with a minimum asset value of $1 million and
500 shareholders. The State of Alaska, through BSC has the responsibility over proxy
solicitation regulations. Any other violations of corporate by-laws, shareholders rights, or
corporate statutes fall outside BSC’s enforcement umbrella and shareholders must pursue

civil redress through the courts.

In this report we make a series of recommendations and observations, primarily to the
Department of Commerce and Economic Development, specifically for BSC to:

e Become more proactive in ensuring proxy filings are complete.

e Pursue regulatory changes that would provide for more uniform and detailed disclosures
regarding corporate officer and director remuneration.

e« BSC should review proxy materials prior to submission to shareholders. If complaints are
made, BSC should make a more independent review of verifying the proxy materials in

question.
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Departmentof Commerce and Economic Development

Alaska Science and Technology Foundation (08-4589-99)

Purpose of the Report

The purpose of this review was to evaluate the Alaska and Science and Technology Foundation’s
(ASTF) grant selection and monitoring process. In addition, we reviewed ASTF’s contract with a
public relations firm and the process it follows in determining the disposition of assets purchased

with grant funds.
Findings and Conclusions

We concluded the following:

e Statutory changes since 1995 have allowed the foundation extraordinarily broad authority to
fund a wide variety of grants. Overall, ASTF’s grant procedures are generally consistent with
that broad authority. The Board of Directors is committed to funding those projects that have
potential to generate beneficial results for Alaskans.

e« We do have some concerns about the foundations monitoring of ongoing grants and its lack of
enforcement of post-grant reporting requirements

In regard to the grant to Alaska Power Systems or its wholly-owned limited liability company

Distributed Systems LLC, we determined:

e The foundation did take public testimony prior to awarding the grant.

e There were unresolved questions on existing ASTF grants.

e Priorto awarding the grant the board was aware of many obstacles to achieving success on this
project.

e« Many of the benchmarks contained in the original grant agreement have not been met, but
funding of the grant continued until May 1998.

e In recognition of the additional risk being assumed by ASTF, the grant repayment provisions

were enhanced.

In regard to the contract with the public relations firm, while some services were an appropriate
use of public funds, other activities could be construed as intending to directly or indirectly
influence legislative decisions on funding. This is an inappropriate use of state funds.

Finally, in regards to disposition of assets acquired with grant funds, we found the foundations’
methodology to be reasonable. Grantees usually request that title to equipment purchased with
grant funds be signed over to the grantee at the completion of the project. In the case of grantees

with successful projects, this request is almost always granted.

Current Status

Our concerns over small-grant peer reviews and the lack of pursuit of repayments from grantees
are addressed in HB117 and SB 164. Both bills are currently before the legislature.
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Department Natural Resources
Matanuska Maid Dairy (10-4545-98)

Purpose of the Report

We evaluated the following aspects related to the operations of the Matanuska Maid Dairy (M at
Maid): (1) its current operational and financial viability; (2) its corporate operating practices; (3)
its future role as state-owned asset; and, (4) its future role in the development of Alaska

agriculture.
Findings and Conclusions

The primary recommendations set out in the report were:

e Development of a strategic plan for Mat M aid’s future.
e Retention of a specialized broker to aggressively pursue purchase offers from major dairy

corporations.
* Individual sales of Mat Maid’s component parts if no purchasers cau be found for the intact

business.

Current Status

The Division of Agriculture (DOAg) continues to advocate for an increase in Alaska’s dairy herds.
Following resolution of mental health land issues, repossessed Point MacKenzie parcels are now
being transferred to the public for agricultural use. DOAg hopes that some of these parcels will be

used for increased dairy production.

DOAg acknowledges that Mat Maid can purchase raw milk from the Lower 48 for significantly
less than die price that Mat Maid must pay Alaska farmers. Additionally, Alaska milk would
eliminate Mat Maid’s profits. DOAg still does not have an answer for this dilemma, though the
agency suggests the possibilities of federal emergency subsidies and lower prices for new Alaska
entrants may be a possibility. DOAg also supports diversification of Mat Maid into nondairy food

products.

DOAg considers Mat Maid to be essential infrastructure for the State’s comm itment to agriculture.
The agency envisions that Mat Maid will continue as a state asset.

Since DOAg does not have a specific plan to sell Mat Maid in the foreseeable future, no effort has
been made to retain a dairy broker. Nevertheless, from time-to-time, various parties have contacted
DOAg and inquired about the possibility of purchasing the facility. DOAg strongly discourages
those inquiring by stating that any sale of Mat Maid will be conditioned upon the purchaser’s
commitment to continue the facility’s operation and purchase all available Alaskan milk.
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Departmentof Fish and Game

Use of Sport Fish Revenues (11-4585-99)
Purpose of the Report

The central issue of this audit was to review and evaluate how the Department of Fish and
Game (DFG) uses designated sport fish revenues. More specifically we considered the nature
of the projects that are funded with sport fish revenues and the degree that many of the
projects seem to substantially benefit commercial fishing interests.

Findings and Conclusions

In addition to the Division of Sport Fish, other DFG agencies that make use of sport fish

revenues are:

e Division of Administrative Services - primarily for running the licensing program.
e Division of Habitat and Restoration - fishery habitat protection.

e Commercial Fisheries - primarily for salmon management and assessment projects.
e Wa.ildlife Conservation - shared office space.

e Division of Subsistence - protection of subsistence fisheries .

Overall we found development projects that were funded by sport fish revenues did provide
at least some, if not extensive benefit to the recreational angler. DFG cannot measure the

benefits to sport fishers in quantitative terms.

Projects promoting the availability of species such as salmon, that benefit multiple fisheries -
sport, commercial, personal use - itis currently impossible to determine the extent of benefit

received by each competing fishery.

The reason it is not possible to gauge the respective benefits is because, the measurement
tools used by DFG for sport fish - angler days - are not comparable to those used for the
commercial fishery - number and weight of fish.

In the report we recommended DFG develop a benefit measurement approach with greater
commonality in order to better identify and segregate which user groups are benefiting from
a given project, and in the case of sport fishers, the source of the revenues being used to fund

the projects.
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Departmentof Environmental Conservation

Division of Facility Construction and Operation Village Safe Water Program (VSW)

(18-4581-09)

Purpose of the Report

There have been substantial appropriations at both the state and federal levels ai  ’ssing the
provision of adequate water and sewer facilities in rural Alaska. In this audit we ' doped a
historical recap of Tate and federal appropriations over the last ten years and attempted. identify

and quantify the related benefits associated with these projects.
Findings and Conclusions
The reportincluded the following information and conclusions:

e From 1988 to 1998 state and federal capital appropriations total almost $1)62 million. During
the same lime penod the State made appropriations of over $37 million for operating costa of
VSW projects and other support services such as the remote maintenance workers and rural

utility business advisor program.

e As of September 1997 70% of housing units in Alaska’s 272 rural communities have adequate

water and sewer facilities.

» Benefits of rural water and sewer projects include:
e« Improvement to public health
e Economic development
e Economic growth
e« Improvement to quality of life

These benefits are based on professional opinions - primarily from the medical community and

anecdotal.

The report made two recommendationsto DEC, which are consistent with recentlegislative efforts
to promote “missions and measures” on the part of state agencies. The recommendationswere:

1. DEC take a leadership role in developing documented and quantifiable benefits gained from

construction of these projects.

2. DEC should create a statewide inventory of all village sanitation systems for planning and

accountability purposes.
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January 24,2000

Department of Corrections

Point MacKenzie Rehabilitation Project (20-4582-99)

Purpose of the Report

This audit was conducted to address allegations of improper use of state assets and inmate
labor. We also reviewed the project’s mission in terms of offender training, drug counseling
programs, farm production, and state-owned property rehabilitation, as well as the controls

over property and resources.

Findings and Conclusions

The Department of Corrections (DOC) had already conducted an investigation into the
alleged misconduct. We reviewed the work by DOC and found it to be sufficiently
comprehensive. We noted that better supervision of the project by the deputy director of the
Division of Community Corrections would have resulted in earlier identification and

resolution of these concerns.

We found that the mission of Point MacKenzie is still evolving. When it started as Project
Hope, it was to be a work camp aimed at youths convicted of alcohol and drug-related
ciimes. In 1993, with adult inmates, one primary goal was to “restore and preserve” the Point
MacKenzie farms, which had been repossessed by the Agricultural Revolving Loan Fund.

The counseling, training, and work programs have changed to reflect the project’s mission.

Currently, its official mission is to:

1. Develop a full spectrum of work programs that will assist offenders in finding future

employment.
2. Create working conditions like those in the private sector to ensure that offenders work

productively, earn money, and develop good work habits.
Provide responsible and productive stewardship of land and facilities owned by the State.

Furnish farm products to be used to feed DOC inmates.

We found inventory controls need to be improved. A complete inventory of property and
equipment is necessary. It is also a task that could provide some good work experience for

offenders.
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January 24, 20C0

Department of Corrections

Internal controls over the Offender Financial Accounting (HOFA) System (20-4597-99)

Purpose of the Report

In a prior 1996 audit we made recommendations to the department to improve the internal controls
over the HOFA system. Since that time there has been an individual convicted of embezzlement of
HOFA funds. We were asked to return to the Department of Corrections (DOC) to again review
the internal controls over the HOFA accounts. Our review was conducted at various correctional

facilities specifically focusing on cash and negotiable instruments.

Findings and Conclusions

We found the internal control system remains very weak.
Fundamental improvements were needed in:

e Ensuring record keeping data entry is accurate.
e Basic cash handling procedures improved
e Critical controls, such as segregation of duties, limiting access, and regular reconciliations.

e Physical controls over assets.

The report includes eight recommendations to the Department of Corrections. By design, we listed
and discussed each control deficiency at DOC with a great deal of specificity. This was done to
give DOC specific direction regarding the problems that have been identified.

Current Status

Thcrdepartment responded to our audit in a very positive and proactive manner. At a meeting with
all facility superintendents present, departmental administrators developed a uniform set of
procedures for handling cash and negotiable instruments belonging to offenders. The procedures

addressed the weaknesses set out in our audit.
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January 24,2000

DepartmentofCommunity and Regional Affairs

For the Fiscal Year Ended June 30, 1998 (21-1460-99)

Purpose of the Report

The primary purpose of this review was to evaluate the former department’s compliance with
fiscal-related lav/s and regulations. Most of our concerns involved the operations and functioning
of the Division of Energy (DOE), which is now under the purview of the Department of

Community and Economic Development.

Findings and Conclusions

DOE administers “grants” to communities for the construction of electric il generation and
transmission systems. However, the status of the communities as grantees are somewhat clouded
because they typically sign an agreement with DOE for the state agency to act as the community’s
agent. As a result of this arrangement, DOE retains the right to make virtually all decisions related
to project construction. Oftentimes force ac. ount labor is used, under the direct supervision of a
foreman nired by the community based on a recommendation from DOE. The state agency pays all
the bills incurred by the project except payroll. That function is contracted out to a bookkeeper.

DOE has no statutory authority for issuing general fund grants in the manner in which it does. The
manner in which DOE runs the grant program raises serious questions regarding the agency’s
statutory authority and whether there is an employer/employee relationship between DOE and the

force account laborers

Administration of the projects needs to be improved, including such things as:

e Excess cash is advanced to the bookkeeper, this cash earns nominal interest. At the end of the
project if there is any remaining cash with the bookkeeper, it is returned to DOE and DOE
reallocates it to another project. Essentially spending any interest earnings without the benefit
ofan appropr.ation. Approximately $160,000 was used this way in FY 98.

e Loans have been made between projects to cover cash shortages, substantially increasing the
risk of what amounts to a transfer between appropriations.

The reportincludes a total of 13 recommendations.
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January 24,2000
Departmentof Community and Regional Affairs

Pedro Bav Electrification Project (21-4584-99)

Purpose of the Report

The purpose of the audit was to determine the status of the project and whether this project was
adequately managed by the Division of Energy. More specifically, we reviewed DOE’s approach
to developing and implementing grant agreements, construction contracts, and easement

acquisitions.
Findings and Conclusions

We concluded that DOE had established a clear need for the project; however DOE’s poor
management of the project led to it being over budget and unfinished.

Specific management problems included:

e Project selection processes was not adequately documented.

e« DOE failed to ensure that proper right-of-way easements were in place, resulting in delays.

« DOE selected the contractor with the lowest bid, rather than considering if the proposed
amount was the lowest responsible bid. The selected bid was unrealistically low for a number
of items. This resulted in change orders and increased project costs.

e The absence of comprehensive financial records resulted in a lack of budgetary control.

Werecommended that DOE staff or management:

1. Design and implement sufficient policies and procedures for selecting electrical projects.
2. Implement procedures to ensure that enough funds are allocated to a project before contracts

are signed or purchase orders obligating payment are placed.
3. Determine that easement requirements are met before proceeding with a project.
Implement procedures to insure that construction materials purchased with public funds are

used to the most productive extent possible.
5. implement procedures to better monitor the division’s contracts and projects.

Current Status

DOE’s project manager stated that the last phase is 95% complete at the time of the audit. Yet the
Pedro Bay Council contends that it is only 80% complete. DOE plans to complete the remaining
work by the end of March 2000, while the council has requested that the remaining funds be used

for another project.

This project was intended to resolve Pedro Bay’s line-loss problem. However, the improvement
has been slight. The utility continues to report a high line loss 0f 35%.

A contractor is reviewing and making recommendations on DOE’s contracting, purchasing, and
accounting policies and procedures. The new policies and procedures should be implemented by

June 2000.
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January 24,2000

Department of Community and Regional Affairs

Division of Energy, Teller Bulk Fuel Facilities Upgrade (21-4587-99)
Purpose of the Report

The primary purpose of the audit was twofold: (1) to determine if grant funds were properly
awarded to for-profit entities that are in direct competition with an established private
business; and (2) to determine ownership status of the Teller tank farm and the land.

Findings and Conclusions
Our central findings and conclusions were as follows:
1. Regulations allow the State to fund projects that may compete with for-profit entities.

2. The Teller Traditional Council owns the tank farm, while the land is owned by the Teller

Native Corporation.

The bulk fuel facility upgrade took longer and cost the State more than originally budgeted.
The original budget for the project was $452,000 and final cost for the project was
approximately $648,000. The State covered most of the budgetary cost overrun.
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January 24,2000

Departm entof Transportation and Public Facilities
Department of Education
University of Alaska

ArtinPublic Piaces (25-4564-99)

Purpose of the Report

The purpose of the review was to evaluate various state agencies and organizations’ compliance with
the Art in Public Places (AIPP) program, also often referred to as the State’s 1% for art program. In
the report we discuss how the program is currently operating. Essentially, we reported the Art in
Public Places program is not working as most people believe, primarily due to operational
inefficiencies, miscommunication between agencies, and a morass of often conflicting legal opinions
generated over the years.

Findings and Conclusions

In our view it is time for die legislature to reevaluate this program and decide what it wants to
accomplish in subsidizing the arts through public construction, and then develop legislation that is
binding on both the executive branch and the university. Specifically, we suggested:

1. Elimination of AS 35.27. This is the statute which sets out the seemingly simple 1% for art
concept. We suggest rather than allowing agencies to determine how to apply the statute, the
legislature provide for a direct appropriation for artwork to accompany funding provided for
various public construction, would improv operational efficiencies.

2. Clarifying in statute which funding sources should be considered when calculating the 1% figure.
By making the program applicable to other funding sources, such as federal program monies,
fin. icial burden on the General Fund of supporting the program would be reduced.

3. Harmonize AS 35.27 and AS 44.27. Alaska Statute 44.27.060 requires the 1% be deposited into
the public art fund if the a publicly-funded construction project is less than $250,000 or is not
designed for substantial public use. Currently, state agencies request the comm issioner of DOTPF
to authorize the purchase of artwork rather than transferring the required 1% to the public art fund.
The AEPP program’s statute (AS 35.27) permits DOTPF to authorize artwork for buildings or
facilities with estimated construction costs of less than $250,000. DOTPF staff reported to us that
the authorization is always granted for the state agencies. This statutory language prevents the
public art fimd from receiving funds to be used for the purpose set out in AS 44.27.060(c).
According; ve recommended the legislature consider revising AS 35.27 to clarify which state
entities are subject to AIPP requirements and clarify the incongruity between AS 35.27 and
AS 44.27.060(b). Clarifying the statutes will assist all slate agencies with the implementation of
the original state policy and underlying statutes.

4. Re-evaluate which agencies should be covered by the program. Currently all state quasi-

corporations are exempt.

AtASKA STATE LEGISLATURE T24- DIVISION OF LEGISLATIVE AUDIT



DepartmentofTransportation and Public Facilities

Homer Gravel Roads Project (25-4543-00)
Purpose of the Report
The objectives of this review were to determine:

1. If the department reasonably managed these construction projects in accordance with statutes,
regulations, contract provisions, and internal policies and procedures.
2. |Ifthere was merit to the complaints leveled against the Homer gravel roads project (HGR) by a

DOTPF employee.
3. If the extended administrative leave given to this employee was reasonable under the

circumstances.
Findings and Conclusions

Our audit included an in-depth review the Homer Gravel Roads project and, for comparison
purposes, in-depth reviews of three other DOTPF Central Region highway construction projects
and limited reviews of 23 additional highway and aviation construction projects. The Homer
Gravel Roads project was the target of complaints made by a grade inspector on the project.

We concluded that many of these complaints had merit. Specifically, we felt his concerns
regarding placement of various out-of-specification roadway materials, tom geotextile fabric, and
placement of out-of-specification material next to culverts did have merit. Although some of the
material was out of specification and the fabric was torn, this does not necessarily mean that these
roads will prematurely fail. In fact, four years after completion, we understand these roads are

holding up well.

We reviewed 27 projects in this timeframe. Our primary concern is the weaknesses in management
of the construction process. DOTPF Central Region was responsible for these projects, yet it was
not always actively managing them. A number of individual weaknesses brought us to this

conclusion.
These included the following:

1. Out-of-specification material accepted by DOTPF.
2. Change orders frequently issued after completion of the work.

3. Some contractors given too much control.

We also made several determinations specific to the HGR investigations. These included the

following:

Haul of out-of-specification material not effectively halted until FHW A threatens funding.
2. The hiring process used to hire a consultant to review this project was flawed, making

independence questionable.
3. The Department of Law may have violated the State Personnel Act by releasing consultant’s

report.
4. Extended administrative leave considered reasonable under the circumstances.

ALASKA STATE LEGISLATURE "25- DIVISION OF LEGISLATIVE AUDIT



January 24,2000

DepartmentofTransportation and Public Facilities

Anchorage International Airport Terminal Redevelopment Project (25-4576-99)

Purpose of the Report

The report had three primary objectives:

1. Review the major contracts issued on the redevelopment project.

2. Assess the impact of the costs of the project on rates and foes charged by the aiiport.

3. Provide a status on capital appropriations used to fund the project.

Findings and Conclusions

There have been three major contracts issued for the project. We found that DOTPF followed the
required statutes and regulations in the bidding and awarding of the contracts. The report included
a.i appendix listing each of the contracts and subsequent contract amendments.

We included a discussion of the passenger facility charge, including the process and the

ramifications of such a charge.

Airport rates and fees will increase, but are expected to remain substantially lower than the
national average. The report contains a table with the comparisons.

Also included in the report was a listing of capital appropriations, by project and by appropriation,
for both the Anchorage International Airport and the Fairbanks International Airport.
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