Sept enber 5, 1989

SUMVARY OF: A Special Report on the Alaska Energy Authority,
Selected Budgetary Practices, Analysis of Personal
Services, and Loan Prograns, August 18, 1989.

PURPOSE OF THE REPORT

In accordance with a Legislative Budget and Audit Conmttee request and
Title 24 of the Alaska Statutes, this special report was prepared to:
(1) report on the budgetary practices of the Al aska Energy Authority
(AEA) for FY 88 and FY 89; (2) analyze the nature and extent that
personal services costs are charged to various AEA capital projects; and
(3) analyze available cash bal ances as of June 30, 1989 of |oan fund
progranms admi ni stered by AEA.

STATUS OF PROJECTS

As of June 30, 1989 the Al aska Energy Authority (AEA) was adm ni stering

over 50 projects and capital appropriations. In order to provide for a
basis for discussing the status and activities associated with various
projects, we have divided them into five general categories: (1)

conpleted operational projects; (2) projects in the feasibility
assessment phase; (3) rural area projects; (4) hydroelectric projects in
the construction phase; and (5) m scel |l aneous ot her projects.

For each category of a project a schedul e has been prepared presenting
the total authorizations, expenditures, encunbrances, and the remnaining
bal ance for each project identified as of June 30, 1989.

BUDCGET STRUCTURE AND PERSONAL SERVI CES

The Al aska Energy Authority's operational budget is nmade up of four
conponents: (1) Administration, (2) Capital |nmprovenent Projects (ClPs),
(3) Operations and Mintenance (O&\), and (4) Power Cost Equalization
Pr ogr am Most of the administration conponent of the budget is funded
by non-continuing General Fund appropriations. The CIP conponent is
primarily funded by continuing General Fund appropriations nade for
particular CIP projects and the proceeds frombond sal es made to finance
maj or capital projects. The O&M conponent is funded from program
receipts earned fromthe sale of power fromthree of the four dam pool
proj ects which are operated by AEA

Using the Revised Program process, AEA has avoided having to reduce
positions in their admnistrative conponent by shifting sone of the
costs to capital projects. By doing so, AEA is essentially capitalizing
a certain amount of their admnistrative costs into the costs of the
proj ects bei ng devel oped.

AEA has acknowl edged that this transfer of admnistrative costs to a
maj or capital project represents a departure from past agency practice.
However, the agency has maintained that this practice ". . .is
consistent with the private sector common practice of capitalizing
adm ni strative costs."

OTHER ADM NI STRATI VE COSTS CHARGED TO PRAJECTS

Many of the positions classified and budgeted as CI P positions perform
adm nistrative or support duties for AEA operations. Through the
agency's internal Labor Distribution System nost of the personnel costs
associated with these positions are charged to CIP projects as indirect



| abor. This report analyzes the inpact of charges of personal services
costs associated with these "adninistrative" CIP positions conpared with
di rect personnel costs.

LOAN FUNDS AND BALANCES

As of June 30, 1989 AEA was responsible for admnistering three
revol ving |loan funds that provided funding for various projects rel ated
to energy and power devel opnent. Qur analysis indicates that as of June
30, 1989 the available cash balance for each of these funds was as
fol | ows:

Power Devel opnent Revol vi ng Loan Fund $55, 711
Rural Electrification Revolving Loan Fund $84, 053
Power Project Loan Fund $54, 179

UNDERWRI TI NG COSTS

According to an internal report prepared by AEA's Senior Auditor, the
agency incurred $442,474 in underwiting expenses for bonds that were
never issued. Additionally, the agency has incurred nore than $120, 000
in underwiting costs for bonds that have yet to be issued for the
Bradl ey Lake Hydroel ectric Project.
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Sept enber 5, 1989

Menbers of the Legislative Budget
and Audit Conmittee:

In accordance with a Legislative Budget and Audit Committee speci al
request and the provisions of Title 24 of the Alaska Statutes, the
attached report is submtted for your review.

A SPECI AL REPORT ON THE
DEPARTMENT OF COMMERCE AND ECONOM C DEVELOPMENT
ALASKA ENERGY AUTHORI TY
SELECTED ADM NI STRATI VE PRACTI CES

August 18, 1989

Audit Control Nunber
08-4316-89-S

The audit involves a report on the current status and renai ni ng bal ances
of various capital projects adm nistered by the Al aska Energy Authority;
sel ected budgetary and cost accounting practices of the agency; and a
speci al presentation of the avail abl e cash bal ances in the | oan funds
adm ni stered by AEA.

The audit was conducted in accordance with generally accepted
governnental performance auditing standards. A further statenment of our
audit approach is included in the Report Objectives, Scope, and

Met hodol ogy section of this report.

Randy S. Wl ker, CPA
Legi sl ative Auditor
Di vision of Legislative Audit
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REPORT OBJECTI VES, SCOPE, AND METHODOLOGY

In accordance with a Legislative Budget and Audit Conmttee request and
Title 24 of the Alaska Statutes, this special report was prepared to:
(1) report on the budgetary practices of the Al aska Energy Authority
(AEA) for FY 88 and FY 89; (2) analyze the nature and extent that
personal services costs are charged to various AEA capital projects;
and (3) anal yze avail abl e cash bal ances as of June 30, 1989 of |oan fund
progranms adm ni stered by AEA.

oj ectives

The specific objectives of this report were to respond to specific
interests expressed by the Legislative Budget and Conmittee's audit
request. The followng selected nmnagenent practices or areas of
i nterest and concern were revi ewed:

1. The unexpended and unobligated balance of the capital projects
adm ni stered by the Al aska Energy Authority.

2. The wuse of <capital project funds to support the agency's
adm ni strative costs.

3. The existing and projected balances of the energy l|oan funds
admini stered by the Al aska Energy Authority.

4. An accounting of bond counsel and underwriting expenditures for
projects for which bonds have not been or yet to have been issued.

Scope

The scope of our review involved both FY 88 and FY 89, although
dependi ng on what aspect of objectives were being addressed and the
availability of information, different fiscal years' activities were
enphasi zed.

Budgetary practices for both FY 88 and FY 89 are included in this
report. Al t hough how personal services costs associated with AEA
adm nistration were charged to capital projects was analyzed for both
fiscal years, the report primarily focuses on FY 88 activity. Loan fund
bal ances and analysis are as of the end of FY 89. The accounting of
various underwiting and bond counsel costs are from inception to the
| ast day of fi el dwork.

Met hodol o

In the course of preparing this report we relied on the follow ng
sources of information:

1. Internal budget and financial planning docunents prepared and used
by AEA

2. Accounting information as recorded on the State's accounting
syst em ( AKSAS) .

3. Internal accounting information generated by AEA' s Labor
Distribution System

4. Schedul es prepared by AEA accounting staff, which were reconciled
t o AKSAS.



5. Informational docunents that AEA nakes available to the genera
public, including annual audited financial statenents, capita
projects status report summary, and the agency's annual report.

From this assortnment of infornation we developed the analysis and
presentation necessary to respond to the objectives of our report and
address the concerns expressed by the Legislative Budget and Audit
Conmittee in their special audit request.



ORGANI ZATI ON AND FUNCTI ON

The Al aska Energy Authority (fornerly naned the Al aska Power Authority),
was established in 1976 "to pronote, develop, and advance the general
prosperity and econom c devel opnent of the people of Al aska by providing
a means of constructing, acquiring, financing, and operating (1) power
projects and (2) facilities that recover and use waste energy."

To acconplish these goals, Al aska Energy Authority (AEA) conducts
reconnai ssance and feasibility studies; designs, constructs, and
operates power projects; issues bonds; admnisters loan and grant
prograns; and enters into contracts for the sale of power and waste
heat. The extent of AEA's involvenent in any power project depends upon
| ocal needs and preferences, project financial requirements, and state
budget consi derations.

AS 44.83.020 establishes AEA as a public corporation of the State within
the Department of Commerce and Econonic Devel opnment but with separate
and independent |egal existence. Consequently, AEA is governed by a
seven-nenber Board of Directors, including the Conm ssioners of the
Departments of Commerce and Econoni c Devel opnent, Mlitary and Veterans
Affairs, and Transportation and Public Facilities; the Director of the
O fice of Managenent and Budget; and three nenbers at |arge appoi nted by
t he Governor.

Wth a staff of nmore than 70, AEA administers the various capital funds

for identified power developnent projects throughout the State. The
agency adninisters three loan funds to assist in the energy production
and developnment, and wll assume administration of the Bulk Fuel

Revol ving Loan Fund during FY 90. AEA al so adm nisters the State's
Power Cost Equalization program ainmed primarily at subsidizing the cost
of power in rural areas of the State.



Al aska Energy Authority
Conpl et ed Projects
Schedul e of Authorizations, Expenditures, Encunbrances, and

Remai ni ng Proj ect Bal ances
As of June 30, 1989

( UNAUDI TED)

Tot al Expendi t ures Remai ni ng

Aut hori zati ons thru 6-30-89 Encunbr ances Bal ance
Terror Lake $202, 639, 156 $198, 468, 746 $ 2,250 $ 4,168, 160
Tyee Lake 131, 113, 397 127, 461, 236 1, 000 3,651, 161
Anchor age- Fai rbanks Intertie 128, 463, 119 125, 326, 360 35, 816 3,100, 943
Swan Lake 95, 755, 046 94, 795, 049 2,250 957, 747
Sol onmon @ul ch 48, 351, 728 48,222,513 51, 000 78, 215
Crai g-Klawock Intertie 750, 000 749, 735 - 0- 265
Total Conpl eted Projects $607, 072, 446 $595, 023, 639 $92, 316 $11, 956, 491




STATUS OF PRQAJECTS

As of June 30, 1989 the Al aska Energy Authority (AEA) was adm nistering

over 50 projects and capital appropriations. At the end of each
cal endar year the agency prepares a report sumuarizing the status and
funding of the various projects. In addition, the report provides a

description of the project, what was acconplished during the past year
and what activities are planned for the project in the upconing year

In order to provide a basis for discussing the status and activities
associated with various projects, AEA' s projects were divided theminto
five general categories: (1) conpleted operational projects; (2)
projects in the feasibility assessnent phase; (3) rural area projects;
(4) hydroelectric projects in the construction phase; and (5)
m scel | aneous ot her projects.

Conpl eted Projects

The schedul e on the opposite page sunmari zes the six projects classified
as conpleted and operating projects. Only those projects owned and
operated by AEA are included in this category. her projects conpleted
on behal f of local communities/utilities are classified el sewhere (such
as the Chester Lake project which is classified under the Rural Projects
cat egory).

The hydroel ectric projects that make up the Four Dam Pool are included
in this category. Although these projects are on-line and operational
AEA is still i ncurring some i nci dent al construction-rel ated
expenditures, which are being charged to the projects. These nost
recent year charges represent a minor part of the projects' overall
costs.

According to AEA' s January 1989 project status report, renmaining items
to be addressed for these projects include those associated with Federa
Energy Regul atory Conmi ssion (FERC) conpliance and |icensing standards,
safety features, conpletion of construction itens, and cost of
[itigation. These final construction costs are anticipated to be
substantially conpleted by January of 1991

The Anchorage-Fairbanks Intertie is a 170-mile, 345 KV transm ssion line
whi ch connects the existing power generating systens of southcentral
Al aska with the Fairbanks area. The system has been operational since
1985. AEA recently received a clains settlenent of nore than $3 mllion
fromthe project's design engineer.



Al aska Energy Authority
Feasibility Projects
Schedul e of Authorizations, Expenditures, Encunbrances, and
Renui ni ng Proj ect Bal ances
As of June 30, 1989

( UNAUDI TED)
Tot al Expendi t ures Remai ni ng
Proj ect Aut hori zat i ons thru 6-30-89 Encunbr ances Bal ance
Susitna Feasibility $135, 182, 776 $135, 182, 776 $ - 0- $ - 0-
Bl ack Bear Lake 3,247, 053 3,233,571 -0- 13, 482
Cor dova Hydroel ectric 2,196, 304 2,183, 300 - 0- 13, 004
Rai | belt Energy Alternatives 2,091, 500 1, 986, 669 33,903 70, 928
G ant Lake 1, 696, 608 1, 696, 608 - 0- - 0-
Sout heast Intertie 799, 000 678, 848 40, 198 79, 954
Larsen Bay 280, 000 231,783 - 0- 48, 217
St ream Gaugi ng Projects 63, 700 36, 357 18, 100 9, 243
Kot zebue - None Coal Study 150, 000 28, 694 121, 306 - 0-
Manokotak - DillinghamlIntertie 35, 000 25, 466 9,428 106
Total Feasibility Projects $145, 741, 941 $145, 284, 072 $222, 935 $234, 934
The Craig-Kl awock transmission line is a recently conpleted project

that services the two comunities in southern Southeast Al aska. The
Craig-Klawock Intertie consists of 5.5 mles of transnission |ine that
is |l eased, operated, and maintai ned by Al aska Power and Tel ephone. The
line has been operational since January 1988 and has provided for the
transfer of |ower cost power fromCraig to the Kl awock service area.

Feasibility Projects

Included in this group of projects are appropriations nmade for
feasibility assessnents of relatively larger scale projects which, for
the npbst part, were anticipated to serve urban areas. The nost
significant project in this group is the extensive feasibility study
done of the Susitna Hydroel ectric project.

In FY 89 AEA charged alnpst $6,000 to Susitna w nd-down activities.
Local entities serving Prince of Wales Island and Seward are pursuing
FERC licensing for the Black Bear Lake and G ant Lake projects,
respectively. In FY 89 AEA charged less than $6,000 to the Bl ack Bear
project and had made no charges to Gant Lake. According to AEA, the
remai ni ng bal ance of the Black Bear Lake appropriation is needed to
cover costs incurred by the agency in providing technical assistance to
local wutility which is seeking an FERC license for the project.
Projects with relatively larger remaining balances - the Railbelt
Energy Alternatives Study, Southeast Intertie feasibility, and Larsen
Bay feasibility projects continue to be the npbst active projects in
this category.

Wth FY 89 expenditures of nmore than $1 million, the Railbelt Energy
alternatives study was the nost active feasibility project admnistered
by AEA during the past fiscal year. According to the January 1989
project's summary report, it was anticipated that the overall

alternative study would be conpleted in final form by nid-1989. The
alternatives study will present information regarding feasibility and
costs of neeting the energy denmand of Railbelt consuners. It reviews
alternatives involving extended interties between Anchorage and Kenai,

upgradi ng of the Anchorage-Fairbanks intertie, or construction of a new
i ne between Anchorage and Fairbanks via denallen. In addition, the
final report addresses power supply plans wthout the proposed
interties and analyzes the nmerits of nore consunmer conservation, coal,

and natural gas pipeline alternatives.

The focus of the Southeast Intertie feasibility analysis has been
affected by the recent upswing in mning activity in that region of the



State. Projections of energy demand are being reevaluated in |ight of
the actual and anticipated increases for energy demand. The Larsen Bay
hydroel ectric project feasibility study has been conpleted, and the
city of Larsen Bay is undertaking construction of the project utilizing
a $493,694 loan fromthe Power Project Revolving Loan Fund.

Rural Area Projects

Projects in this category are generally snaller scale, ained at
providing affordable power to a limted nunber of potential custoners
in the rural parts of the State. The appropriations in this category
are for specific projects in identified conmunities or are for prograns
that provide assistance to various rural comunities in devel oping
power generation and distribution facilities.

The non-community specific projects in this category are all ained at
i mprovi ng access to, and efficiency of, power supplies in rural Al aska.
The projects include the rural electrification, community feasibility,
construction assistance, technical assistance, waste heat, regiona
feasibilities, rural ener gy reconnai ssance, and the met ering
installation survey. In AEA's annual capital projects status report
the various conmunities served by these projects are |isted.

Appropriations received for specifically identified projects cover all
aspects of power generation and devel opnent. Specific projects range
from the more than $4 mllion Chester Lake project, which has been
operational since May 1988, to a nmuch snaller $15,535 appropriation for
a reconnai ssance study for a Port Alsworth electrical system

Based on the amount of FY 89 expenditures conpared to the tota

inception to date expenditures listed in the schedule above, AEA
focused a great deal of attention on the conpletion of rural projects
during the past year. In particular, the followi ng seven projects

either had significant progress or were conpleted during the past
fiscal year:

1. Chignik Lake ($198,008 in FY 89 expenditures) - This project was
a result of design and preconstruction engineering funding
provided by rural community feasibility funds in FY 81. State
appropriations were conbined with $26,000 in federal funds to
construct a power generation and transnission facility.

2. Qui nhagak Electrification ($125, 599) - Thi s pr oj ect is
essentially conplete and represents construction of a new
di stribution system In addition to AEA funds, the community

utilized a $400,000 nmunicipal grant from the Departnent of
Admi ni stration.

3. Quzinkie Hydroelectric Project ($108,745) - This project involved
the design and construction of a 117 Kkilowatt hydroelectric
project. Actual total costs of the conpletion of the project were
approxi mately $610,000. This project funding represented a grant
to cover part of the comunity's costs associated with this
proj ect.

4. Brevig Mssion Upgrade ($107,158) - This project replaced a |ow
voltage distribution system with a nmore efficient high voltage
system capable of accomodating 20 new homes built in the
conmunity. The project should be conplete and closed by January
1990.




5. Napaski ak Power Plant Upgrade ($100,000) - This project involved
relocating the comunity's power plant and fuel storage tanks in
addition to upgrading the electrical distribution system

6. Tatitlek Electrification ($99,468) - This project is conpleted
and involved replacenent of an unsafe, unreliable, and outgrown
overhead distribution system with a high voltage underground
system

7. Unal aska Generator Upgrade ($50,000) - This project involved
upgrading the community's generation capacity in response to
i ncreased demand brought on by seafood processors connecting to
the city's electrical system

In addition to the significant recent expenditure activity for these
projects, all expenditures reported in the schedule for the Wite
Mount ai n Power System Upgrade, Eagle region villages, and Chal kyitsik
Electrification projects were made during FY 89. This suggests that
these projects are just beginning to get off of the ground and probably
will involve significant activity in FY 90.

Maj or Projects in Construction

Bradl ey Lake is the largest project currently bei ng nmanaged by AEA. The

90 negawatt project is located near Honer and will contribute to the
generating capacity of Alaska' s railbelt area. Recently, AEA has
revised downward its estimate of conpletion costs to $328, 000, 000 net of
financing costs. As of md-August 1989 it was estimated that the

proj ect was hal fway conpl et ed.

M scel | aneous Proj ects

The largest appropriation in this category is for enhancing AEA' s
i nformation processing system The project has allowed AEA to automate
the agency's contract administration systems, project cost managenent
systems, and accounting systens. Currently AEA in consultation with the
Departnment of Adninistration's Division of Finance is seeking a cost
ef fective autonmated accounting system that can be integrated into the
State's accounting system structure.

The State Energy Policy Task Force was a group of 22 individuals (13
fromthe public, 4 fromthe Executive Branch, and 5 |egislators) which
reviewed the State's energy policy and prograns. The task focused on
i ssues such as energy program organi zation, the Power Cost Equalization
Program energy conservation progranms, and power project financing.



Al aska Energy Authority
Rural Area Projects
Schedul e of Aut hori zations, Expenditures, Encunbrances, and
Remai ni ng Proj ect Bal ances
As of June 30, 1989

( UNAUDI TED)
Tot al Expendi t ures Remai ni ng
Aut hori zat i ons thru 6-30-89 Encunbr ances Bal ance
Waste Heat Projects (Note 1) $ 6,831, 000 $ 5,899,231 $133, 714 $ 798,055
Chester Lake (Note 2) 4,031, 700 4,012, 365 14, 190 5,145
Rural Electrification 3,106, 000 2,803, 412 85, 469 217,119
Rural Community Feasibility 2,982, 453 2,720,923 8,961 252, 569
Bet hel Regi on 1, 254, 800 1, 253, 369 - 0- 1,431
Rural Energy Construction
Assi stance (Note 3) 1, 000, 000 340, 748 - 0- 659, 252
Rural Technical Assistance 617,973 592, 750 22,801 2,422
Regi onal Feasibility Program 505, 000 502, 123 - 0- 2,877
Rural System Efficiency |nprovenent 300, 000 236, 800 61, 753 1, 447
Quzi nki e Hydroel ectric 260, 000 260, 000 - 0- - 0-
Ni kol ai El ectrical System 250, 000 166, 760 83, 240 - 0-
Rural Energy Reconnai ssance 250, 000 227, 339 1, 767 20, 894
Chi gni k Lake 199, 000 198, 515 -0- 485
Qui nhagak El ectrical Project 152, 000 136, 898 - 0- 15, 102
Hope El ectrical Line Extension 150, 000 50, 693 95, 000 4, 307
Brevig M ssion 144, 900 107, 158 - 0- 37,742
Red Devil Electrification 125, 000 107, 920 17, 080 - 0-
Bethel Intertie 102, 551 83,591 2,400 16, 560
Napaski ak Power Pl ant Upgrade 100, 000 100, 000 - 0- - 0-
Tatilek Electrification 100, 000 99, 750 250 -0-
Metering Installation Survey 100, 000 99, 641 430 (71)
Wi te Mountain Power System Upgrade 75, 000 39, 020 30, 837 5,143
Eagl e Regi on Communiti es 65, 000 6, 572 20, 000 38, 428
Chal kyi tsik Electrification 51, 300 21, 881 - 0- 29,419
Unal aska Generator Upgrade 50, 000 50, 000 - 0- - 0-
Yakut at Waste Heat 36, 000 33,824 -0- 2,176
Port Al sworth Electrical Project 15, 535 14, 818 - 0- 717
Total Rural Projects $22, 855, 212 $20, 166, 101 $577, 892 $2, 111, 219

Note 1: AEA has conpl eted, owns, and operates approxi mately $3,500, 000 of waste heat
projects located in rural Alaska. Revenues fromthe sale of energy fromthese projects
fund a portion of the agency's operations.

Note 2: Chester Lake is owned by the Metlakatla community and is operated by Metlakatla
Power and Light.

Note 3: The rural energy construction assistance project is funded entirely fromfunds from
| ocal communities that are used to "purchase" technical assistance from AEA.



Al aska Energy Authority
Bradl ey Lake Hydroel ectric Project
Schedul e of Aut hori zations, Expenditures, Encunbrances, and
Remai ni ng Proj ect Bal ances
As of June 30, 1989

( UNAUDI TED)
Tot al Expendi t ures Remai ni ng
Aut hori zati ons thru 6-30-89 Encunbr ances o
Bal ance
Bradl ey Lake (Note 1) $442, 580, 000 $110, 574, 138 $ -0-

$332, 005, 862

Note 1: Authorizations for Bradl ey Lake represent the foll ow ng:

General Fund Appropriations  $175, 080, 000
Bond Proceeds 267,500, 000
Total Authorizations $442, 580, 000

Al aska Energy Authority
M scel | aneous Projects
Schedul e of Authorizations, Expenditures, Encunbrances, and
Remai ni ng Proj ect Bal ances
As of June 30, 1989

( UNAUDI TED)
Tot al Expendi t ures Remai ni ng
Aut hori zati ons thru 6-30-89 Encunbr ances Bal ance
Managenent | nformation

St udy $505, 000 $504, 609 $ -0- $ 391

Energy Policy Task
Force 200, 000 200, 000 -0- -0-

Snet ti sham Proj ect
Transfer 74,178 46, 047 25, 798 2,333
Tot al $779, 178 $750, 656 $25, 798 $2,724

-15-



BUDCGET STRUCTURE AND PERSONAL SERVI CES

The Al aska Energy Authority's (AEA) operational budget is made up of
four conponents: (1) Administration, (2) Capital |Inprovenent Projects
(CIPs), (3) Operations and Mintenance (O&\), and (4) Power Cost
Equal i zati on Program Most of the adnministration conponent of the
budget is funded by non-continuing General Fund appropriations. The CIP
conponent is primarily funded by continuing General Fund appropriations
made for particular CIP projects and the proceeds from bond sal es nade
to finance mmjor capital projects. The O&M conponent is funded from
programrecei pts earned fromthe sale and transni ssion of power fromthe
six electric facilities owned by AEA in addition to revenues from waste
heat sal es.

In response to |legislative reductions of funds, but not of positions, in
the FY 88 adninistration budget conponent, and in order to fund the
nunmber of authorized positions in the final budget, AEA began shifting
some of that component's costs to the CI P conponent. The diagramon the
following page illustrates the reallocation of personal services
expendi t ures between the agency's budgetary conponents.

Using the Revised Program (RP) process, AEA transferred the funding of
two administrative positions (Accountant and Anal yst Progranmer) to the
CIP portion of their budget. In addition, AEA began transferring sel ect
percentages of personal services costs associated with nanagenent and
adm ni strative positions in their admnistration conponent to projects
in the CIP conponent of their budget. The inset

to the right provides a break-down of the positions and the portion of
their personal services reallocated to CIP projects.

At the tine that these transfers were approved, it was estimted that
they represented al nost $97,000 in personal services costs. Another 40%
of the personal services costs for the director of Program Devel opment
and Facilities was transferred to the O&M conponent. Thi s conbi nation
of transferring all or a percentage of personal services costs allowed
AEA to neet the Legislature's $179,900 personal services reduction in
their FY 88 Adninistration budget conponent.

Response to FY 89 Budget Reducti ons

The FY 89 budget act reduced AEA's FY 89 administrative budget's
personal services conponent to $600,000 from the agency's requested
amount of $847, 100. AEA received a supplenental appropriation of
$120,000 for this conponent, thus resulting in a net reduction of
$127,100. Al though the agency stated in the FY 88 RP request that they
did not anticipate continuing the shift of admnistration conmponent
costs to the CIP conmponent, the $127,100 personal services budget
required continuation of the practice. AEA reevaluated sone of the
percentages and the adnministrative positions that were charged to
Bradl ey Lake and the Railbelt Alternatives Study for FY 89. 1In addition
to charging 40% of the director of Program Devel opnent and Facilities'
personal services to the O&M conponent, the agency processed a new FY 89
RP which transferred a portion of adnmnistration conponent personal
service costs to the agency's capital project conponent. See the inset
at left for a breakdown of personal services' percentages transferred.

FY 90

For FY 90, AEA's final proposed budget for personal services in the
adm ni strative conponent was for $866, 100. The amount represented the
prior year's budget |evel of $720,000 with the $127,000 cut restored and
an increase of $19,000 for increased costs associated with health care
benefits. AEA received a final admnistration conponent personal

-16-



servi ces budget of $787,900, a reduction of $78, 200. AEA anti ci pates
continuing allocation of admnistration conponent personal services
costs to the CIP and O&M conponents for the upcom ng fiscal year

Essentially, AEA has avoided having to reduce positions in their
admi ni stration conponent by shifting some of the costs to capita
projects. By doing so, AEA is essentially capitalizing a certain anount
of their admnistrative costs into the costs of the projects being
devel oped.

AEA notes in the narrative of the first FY 88 budget RP request that
charging a portion of personal services costs of admnistration to najor
capital project represents a departure from past AEA practice. The
narrative goes on to note, however, that this practice " .is
consistent with the private sector comopn practice of capitalizing
adm ni strative costs."

Capital Project Positions

In the inset below is a schedule of positions that were included in the
FY 88 AEA Budget as CIP Positions. Al t hough some of these positions
have been elim nated and others have been reclassified for FY 89 and FY
90, the general nature of CIP positions has essentially remnained the
sane.

Individuals in these positions conplete time sheets each two weeks
recording what projects they worked on during the period. Persona
services costs associated with these positions are charged to various
CIP projects based upon these tinme sheets. Projects are charged direct
personal services expenditures when the time sheets reflect that
i ndi vidual s specifically worked on an identified project.

The projects also receive an allocation of indirect personal service
charges which are generated fromindividuals recording their time to the
performance of adm nistrative overhead functions.

Projects receive an allocation of indirect personal service expenditures
based on the anmount of direct personal service costs which have been
charged to the project. At the direction of AEA managenent, not all
projects receive indirect personal services charges. Mst of the rural
snaller scale projects are not charged with any indirect persona
services costs. AEA nanagenent decisions regarding which projects
receive allocations of indirect costs are based on the project's
budgetary constraints. Very often AEA receives appropriations for the
bare cost of procuring equiprment for a small comunity; in those cases
AEA generally charges any associ ated agency personal services costs to
one of the nore "generic" rural/regional program support projects. The
schedul e on the followi ng page presents a conparison of FY 88 direct and
i ndirect personal services as recorded for twelve major projects on the
State's accounting system

CIP Positions with Adm ni strative Functions

Many of the positions classified and budgeted as CIP positions perform
adm ni strative or support duties for AEA operations. Although they are
involved with and support AEA projects, positions such as Public
Information Officer, Gaphics Specialist, various Accountant/Auditor
positions, Per sonnel Oficer, Records/ Li brary Super vi sor, and
Informati on Systens Supervisor indicate duties that provide genera

adm nistrative services to all of AEA operations.

Through the agency's internal Labor Distribution System nost of the

personnel costs associated with these positions are charged to CIP
projects, as indirect |abor. To analyze the inpact of these
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"admi nistrative" CIP positions, we reviewed the FY 88 indirect cost
charges for selected positions that appear to us to perform
adm ni strative duties. Positions in bold print on the CIP position
schedul e on page 16 were selected for further analysis.

These positions' indirect costs made up approximately half of the FY 88
indirect |labor charges made to the Bradley Lake project. These
positions' costs made up over 40% of the costs charged to the Southeast
Intertie study project. The pie charts on page 19 illustrate the
breakdown between direct |abor charges, indirect CIP |abor charges, and
indirect administrative CIP | abor charges for twelve selected projects.

Functions associated wth project wap-up and closing are nore
adm nistrative in nature than engineering or technical. For exanpl e,
the major work effort involved with closing the Susitna Feasibility
project was the organization, mcrofilmng, and storage of project
records. Accordingly, the relatively higher amunt of charges for
adm nistrative CIP positions to projects in the w nd-down stages such as
Susitna (68.2%, Tyee Lake (57.3%, and Terror Lake (55.2% can be
attributed to the nature of the workl oad invol ved.
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Al aska Energy Authority
Schedul e of Personal Services Charges

For Major Capital Projects
For the Year Ending June 30, 1988
Cl P Adnin Pct. of Pct. of

Direct I ndi rect I ndi rect Admin C P Admin C P

Per sonal Per sonal Personal Indirect to Indirect to
Nane of Project Servi ces Servi ces Services Tot. Indirect Total Pers. Svcs.
Bradl ey Lake $ 509,702 $253, 217 $116, 298 45. 93% 15. 2%
Rai | belt Energy Alternative 97, 095 89, 073 33,027 37.1 17.7
Wast e Heat Products 70, 746 48, 950 21,030 43.0 17. 6
Terror Lake Hydro 102, 729 48, 192 26,611 55.2 17.6
Susitna Feasibility 108, 748 30, 747 20, 967 68. 2 15.0
Rural Electric Projects 36, 958 25,912 9,514 36.7 15.1
Anchor age/ Fai rbanks Intertie 98, 049 24,668 10, 801 43.8 8.8
Tyee Lake 25,518 16, 159 9, 238 57.2 22.2
Sout heast Intertie 19, 743 22,968 7,684 33.5 18.0
Sol onon Gul ch 19, 348 11,788 8, 659 73.5 27.8
Chester Lake 16, 170 10, 711 1,516 14. 2 5.6
Swan Lake 13,432 9,618 4,646 48. 3 20.2
Tot al $1, 118, 238 $592, 003 $269, 991 45. 6% 15. 8%

Anal ysis of Power Devel opnent Revol vi ng Loan Fund:

Appropriations to the Fund, Inception to Date $210, 000, 000. 00

Less: Appropriations Lapsed Back to the

General Fund (59, 846, 062. 70)
Net Appropriations to the Fund, Inception to Date $150, 153, 937. 30
Cash Provided by Incone to Fund 40, 141, 669. 78
Total Cash Avail able for Loans,
I nception To Date $190, 295, 607. 08
Less:

Loans Qutstandi ng as of June 30, 1989
Cash Reserved for Self-Insurance Fund

(185, 239, 896.
(5, 000, 000.

17)
00)
Avai |l abl e Cash Bal ance as of June 30, 1989 $

55,710.91

Anal ysis of Rural Electrification Revolving Loan Fund:

Appropriations to the Fund, Inception to Date $6, 720, 100. 00

Less: Appropriations Lapsed Back to the

General Fund (1, 614, 900. 00)
Net Appropriations to the Fund, Inception to Date $5, 105, 200. 00
Less:
Loans Qutstandi ng as of June 30, 1989 (4, 488, 377. 65)
Loan Adm ni strati on Expenses, FY 88 & FY 89 (14, 979. 27)
Cash Bal ance as of June 30, 1989 $ 601, 843.08
Less: Loans Obligated but not Di sbursed 517, 790. 40
Avai | abl e Cash Bal ance as of June 30, 1989 $ 84, 052. 68
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LOAN FUNDS AND BALANCES

As of June 30, 1989 AEA was responsible for admnistering two revol ving
| oan funds that provided funding for various projects related to energy
and power developnent: (1) the Rural Electrification Revolving Loan

Fund, and (2) the Power Project Loan Fund. In addition, AEA assumed
responsibility as of July 1, 1989 for the admnistration of two other
energy-related |oan funds: (1) the Power Devel oprent Revol ving Loan
Fund, and (2) the Bul k Fuel Revolving Loan Fund. In accordance with the

speci al request and the objectives of our review, we have anal yzed the
four funds in order to determne the available cash bal ance of each
fund.

Power Devel opnent Revol vi ng Loan Fund

Under the loan fund's terns as set out in AS 44.33.600 the Power
Devel opnent Revolving Loan Fund is made up  of | egi sl ative
appropriations, repaynents of principal, and both the income from the
investnment of the fund's cash balance and from projects financed by
| oans from the fund.

Loans for the construction of the Four-Dam Pool projects make up the
bul k of the outstanding |oans. Since its inception in 1984, the fund
has received $210 nmillion in appropriations, over $40 mllion in income
from power sales agreenents, interest, and investnent of available cash
bal ances. Beginning in 1985, alnost $60 nillion has been | apsed back to
the General fund. The schedule on the opposite page provides a sunmmary
of cash sources, uses, and avail abl e bal ance frominception through June
30, 1989. The totals presented are unaudited and were conpiled from
AEA' s accounting records.

Rural Electrification Revolving Loan Fund

Under the loan fund's terns as set out in AS 44.83.361 the Rural
Electrification Revolving Loan Fund (RERLF) is made up of legislative
appropriations and repaynents of principal. Any interest earned on
RERLF |l oans is put into the State's General Fund.

Loans are nade only to electric utilities certified by the Al aska Public
Uilities Commr ssion. Loans nmay be nmade only for the extension of new
electric service into an area of the State that an electric utility may
serve under a certificate of public convenience. As of June 30, 1989
RERLF had made thirteen loans totaling nmore than $5.2 million (although
as of that date only $4.75 nmillion in proceeds had been di sbursed).

The schedule below provides a summry of cash sources, uses, and
avai | abl e bal ance from inception through June 30, 1989. The schedul e
presented on the opposite page was conpiled, wunaudited, from AEA s
accounting records.
Power Project Fund

Under the loan fund's terns as set out in AS 44.83.170 the Power Project
Loan Fund (PPLF) is made up of only funds appropriated by the
| egi sl ature. Any repaynents of principal and the interest earned on
PPLF | oans are put into the State's General Fund.

Loans may be nade for a wi de range of power developnent activities,
rangi ng fromthe financing of reconnai ssance and feasibility studies to
the construction or expansion of power generation facilities. Projects
may involve fossil fuel, w nd power, tidal power, geothernal, bionass,
hydroel ectric, solar or other non-nucl ear energy source.
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Currently, AEA has 35 outstanding |loan obligations for just over $34.6
mllion. The loans vary in terms ranging from1 year to 35 years, and
interest varies from5%to 9.95% Borrowers generally are required to

make sem -annual paynents due on the first of January and July. The
schedul e bel ow provides a summary of cash sources, uses, and avail able
bal ance from inception through June 30, 1989. The totals presented

bel ow are unaudited and were conpiled from AEA' s accounting records.

Appropriations to the Fund, Inception-to-Date $40, 400, 000. 00
Funds Received through Rei nbursabl e

Service Agreenents 700, 000. 00

Less: Appropriations Lapsed Back to the

General Fund (2,377, 000. 00)

Net Appropriations to the Fund, |nception

to Date $38, 723, 000. 00
Less:

Total Loans Conmitted, as of June 30, 1989 (34, 633,029.91)

Loans Retired, as of June 30, 1989 (4, 000, 000. 00)

Loan Adm ni strati on Expenses, FY 88 & FY 89 (35, 791.52)
Avai | abl e Cash Bal ance as of June 30, 1989 $ 54,178. 57

Bul k Fuel Revol ving Loan Fund

Under the loan fund's ternms as set out in AS 45.87.010-.500, the Bul k
Fuel Revolving Loan Fund (BFRLF) is nmade wup of general fund
appropriations and repaynents of principal. Any repaynents of interest
associ ated with BFRLF | oans are credited to the State's General Fund.

Al loans have a one-year term and can be made up for no nore than
$50, 000. Only conmunities with a population of less than 2,000 are
eligible to apply. Loans nmay be nade to private individuals if endorsed
by a qualified community. Interest charged on |oans varies. The
statute allows the rate to be set up to the maxi mum of the percentage of
the average weekly yield of municipal bonds for the 12 nonths preceding
the date of the | oan.

The schedule below is an analysis of available cash in BFRLF as of
August 22, 1989.

Appropriations to the Fund, Inception to date $1, 974, 427
Add:

Reserves not invol ving cash outl ay 53,908
Cash avail abl e for Loans and Expenses $2, 028, 335
Less:

Loans Qut st andi ng 710,570

Loans Conmitted, Not Di sbursed 682, 671

Loan Admi ni stration Expenses 145, 309
Avai | abl e Cash Bal ance as of August 22, 1989 $ 489,785
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UNDERWRI T1 NG EXPENDI TURES

According to an internal nenorandum prepared by AEA' s senior auditor,
the Authority incurred $442,474 in consulting engineer fees for
fi nanci ng whi ch were never obtained. According to the menorandum

in 1983, the Power Authority contracted with R W Beck to
provi de consulting engineering services. One part of the
scope of Beck's work was to provide services related to the
long-term financing of various Power Authority projects.
[Beck was paid] $442,474 for services in this category
related to the Four Dam Pool projects for which long-term
bond financi ng was pursued but not placed.

The nenorandum goes on to point out that through the use of contingency
conditions in contracts with financial advisors and bond counsel AEA
avoi ded fees of at least $171,451. Contracts were negotiated with the
firmse of First Southwest Conpany, Whlforth & Flint, and John Nuveen &
Co. to provide financial advisor, bond counsel, and underwiter services
for the proposed financing of the Four Dam Pool projects.

These contracts were contingent upon the amount of bonds actually issued
and, accordingly, no payment was made for work on projects for which
bonds were not issued. Power authority records indicate that First
Sout hwest and Wohlforth and Flint had accurul ated billings of $171, 451
associ ated with financing never pursued.

Bradl ey Lake Long- Term Fi nanci ng

The nenorandum further relates to the following discussion of
underwriting costs for long-termfinancing for the Bradl ey Lake project
that has yet to be pl aced:

Variable rate demand bonds were issued in Novemnber,
1985 to provide the funds needed during construction
[of the Bradley Lake Project]; these bonds wll be
redeened with the proceeds of l|ong-term bonds to be
i ssued by conpletion of the project. As of January
1989, expenditures related to the future issuance of
the long-term bonds total $120, 721. . . .
Additionally in Novenber 1988, a conpetitive contract
was awarded to R W Beck to provide services as
Consul ting Engi neer. The contract provides for a
maxi mum of $112,000 to be paid to R W Beck.
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