











































































































Mr. Welker
RE: PRELIMINARY REPORT RESPONSE

July 19, 1994
Page 7

The paragraph continues: "Additionally, the disjointed approach to organizing the Division
of Energy -- with what appears to have been based upon arbitrarily selected or mandated
criteria regardless of program requirements -- and the commissioner’s office finalizing the
organizational plan without the involvement of the division director contributed to poor
morale, intensified an already difficult personnel situation, and did not provide for the
transition in an orderly fashion."

In response to this, several comments are in order. First, the Department’s approach was
focused and aggressive, and that may have bothered some individuals. But, we saw no other
way to accomplish the transition between August 19 and December 31.

Second, the criteria I selected was based upon program needs, rural resident needs,
community needs, and the necessity of planning a budget. Please don’t forget that I sat on
the AEA Board of Directors for three years.

Third, as previously stated, Commissioner’s Office did not develop the organizational plan
without the involvement of the Division Director. The plan that was subsequently adopted
was based, in part, on information provided by the Director and was discussed with the
Director and other DOE staff prior to implementation.

Fourth, the morale at AEA was extremely poor after passage of SB 106 and SB 126. We
made every effort to raise that morale, without raising individual employee job expectations,
while attempting to accomplish a major legislative shift in policy and provide rural energy
services with minimal impact. The personnel situation was made difficult by the legislation
that transferred the programs. It is obvious that any reorganization is going to impact upon
the individuals involved and this problem was compounded by the short December 31, 1993
deadline. Had more time been available, it is likely that the impact upon the human
resources involved might have been eased.

The preliminary report starting with the second paragraph on page 19 indicates that there
have been impacts upon the planning and delivery of rural energy program services and the
remainder of the report attempts to describe those impacts. However, we believe the report
falls far short of offering definitive evidence to support the conclusion that the program
services have been impacted.
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The fact is program delivery was not curtailed. Delivery of services continued to be carried
out despite any perception that services and programs were in danger. At no time were life,
health, safety issues; metering and data acquisition; technical assistance; bulk fuel repair and
upgrade; rural utility training; emergency prevention; and capital project planning ever
diminished. In fact, at the request of Governor Walter J. Hickel, a number of bulk fuel
storage repair projects were speeded up.

With respect to this, we admit there is always some confusion during a transfer of programs.
For a time there was confusion, but it did not affect the delivery of programs. Nothing was
put "on hold." We agree that the effect, if any, of the transition in the immediate and future
construction seasons has yet to manifest itself. However, given the planning taking place
within the Division, the Department is more than comfortable stating that programs and
assistance will continue to be provided to the constituents of the division in a timely and
professional manner.

The management letter next turns to the Circuit Rider Maintenance Program (CRMP). With
respect to the discussion concerning privatization of a portion of the program, it should be
stated that privatization was planned before the transfer legislation was adopted. Any time a
new program is initiated, there is a period of time necessary to make changes in order to
carry out the program objectives. The new privatization of CRMP has had some difficulties,
but they are being worked out within the Division.

CRMP site visits reports are being developed. Indeed, they were developed in response to
the transfer legislation prior to the management letter. The same is true of the format of the
quarterly reports.

The last paragraph on page 20 refers to what is called decreased communication with rural
communities. Any time a service previously provided by a state agency is contracted out to
a private party, it will necessarily result in the reduction of division staff visiting affected
communities. There may well be a decreased visibility on the part of division personnel;
however, it should be noted we continue to be in constant contact with every participating
community in the CRMP in order to monitor the work of the various contractors. We have
not withdrawn from the communities that we serve.

We must take exception to the first full paragraph on page 21, which asserts many
communities do not know whom to contact at the agency when assistance is needed. The
communities are aware of division personnel who have assisted them in the past and continue
to do so in the present.
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The third paragraph on page 21 refers to the number of visits made to rural utilities under
the CRMP. We have begun to assess the number of visits made to each community and will
initiate procedures that will cover the needs of those communities.

On page 22, you recommend the Division adopt a formal policy on contractors marketing
goods and services while performing DOE contracts. It should be noted that there was
legislative intent language adopted during the last session that will cover this area of concern
for all CRMP contractors.

On pages 22 and 23, the report contends DOE’s mandate for privatization is unclear. Again,
it should be stated that the Division has only recently been organized and programs placed
within DCRA. We will continue to look at the manner in which we provide programs within
the Division of Energy. Our concerns have been echoed by recent legislative action which
provided intent language to provide one year CRMP contracts, and that contracts be awarded
to a greater number of contractors, The State Legislature also this year provided funding as
well as travel money within the Division’s budget to hire additional personnel to provide
CRMP services.

The management letter asked a question concerning the Division’s mandate for privatization,
Section 42.45.400(b) and Section 42.45.410 are quite clear in the direction given the division
in order to carry out its programs. Your recommendation that the Division define its
responsibilities under the legislation and establish criteria or guidelines in defining
"maximum extent possible” is inappropriate. There is no possible way to develop such
criteria. This is, and rightfully so, a matter to be determined by the department and the
Division of Energy. '

Your recommendation to conduct analyses to determine whether the contracting of any
services is in the best interest of Alaskans flies in the face of Sections 42.45.400(b) and
42.45.410 cited earlier.

On the basis of this discussion, the Department concludes that the preliminary report is based
upon inaccurate and misleading information and does not reflect all of the information
available to you. The Department is concerned that the Division of Legislative Audit has not
considered the comments provided in response to the Management Letter in preparing this
Preliminary Report. We cannot help but conclude that the review was not conducted in the
fully independent manner required by professional audit standards.
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If we can provide you with any additional facts regarding the transition of the rural energy
programs to DCRA, please let me know.

Sincerely,

g\_ \I,Q..AT MJ
Edgar Blatchford
Commissioner
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Randy S. Welker

Legislative Auditor

Legislative Budget and Audit Committee
P.O. Box 113300

Juneau, AK 99811-3300

Dear Mr. Welker:

Please include this letter as a part of the Department's response to the
preliminary audit report on: Department of Community and Regional
Affairs, Dissolution of the Alaska Energy Authority and Transfer of
Programs, May 27, 1994.

This letter does not constitute the departments response to the

preliminary report. You will be receiving that response for inclusion in the
final report and transmittal to the Committee by your deadline of July 19,
1994.

The purpose of this letter is to point out my disappointment and surprise
that comments attributed to me are contained in the footnotes on page 18.

I'm disappointed from the stand point that I expect a higher standard of
professionalism from the staff of the Legislative Budget and Audit
Committee. It is inconsequential at this point that the quotes attributed to
me are in part statements I never made, are as a whole inaccurate
reconstructions and are taken entirely out of the context of the interview I
had with two of your audit team. The consequential aspect of this method
of justifying your report conclusion, is that it calls into question the
credibility of all the reports conclusions and recommendations.
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One can argue that the workmanship exhibited in the last seven pages of
the preliminary report is more characteristic of tabloid journalism rather
than what is expect in an objective audit.

I seriously recommend you consider the departments response to the

management letter and to the preliminary report, which will follow this
letter.

Sincerely,

WP

Bruce R. Geraghty
Deputy Commissioner
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LEGISLATUE
LEGISLATIVE BUDGET AND AUDIT COMMITTEE

Division of Legislative Finance

P.O. Box 113200

Juneau, AK 99811-3200

(907) 465-3795

July 27, 1994 FAX (907) 463-4885

Members of the Legislative Budget
and Audit Committee:

We have reviewed the responses from the Commissioner and Deputy Commissioner of the
Department of Community and Regional Affairs (DCRA), and have the following comments.

On page 1 of DCRA’s response the commissioner wrote:

. we must question the independence and motivation of the Division of
Legislative Audit in conducting the review, because the majority of the
conclusions and comments identified in your preliminary report are based
upon inaccurate and subjective information . . .

and,

Based upon the information provided in the report, the Department believes
your conclusions are unsupported, unwarranted and patently biased,

and on page 9,

We cannot help but conclude that the review was not conducted in the fully
independent manner required by professional audit standards.

The department takes exception to the use of interviews as a basis for determining past
events and making judgement on issues. The use of interviews (testimonial evidence) as a
basis for development of audit conclusions is an important element in the accumulation of
audit evidence. Testimonial evidence must be complete and consistent. Corroborating
testimonial evidence is central to a review. A number of interviews were held with
individuals who could speak freely, without fear of retribution, and these statements were
corroborated by those who had to temper their comments because of that fear.

Interviewing is a widely used and accepted evidence gathering technique. ‘Competency of
evidence refers to the degree to which evidence is considered believable or trustworthy. If
evidence is competent, it is persuasive. We believe the testimonial evidence obtained during
the course of this review (from no fewer than thirty individuals both within and outside the
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agency), to the extent it was corroborated by other documentation and evidence, is competent
and sufficient.

In regard to specific responses made by DCRA, we offer the following:
On page 1 of the response the commissioner noted:

. the Department did have the goal guiding its actions of meeting the
legislative mandate that the transition be accomplished by December 31, 1993.
This mandate was the primary focus to actions taken by the Department and,
as a result, the transition was completed by the deadline.

We take exception to the department’s assertion that the transition was completed by the
deadline cited in statute. Many significant issues remained outstanding to effect the
transition, most notably as‘late as Spring 1994:

. the department was continuing to wrestle with which appropriations, and how
much of each, could be expended for transition and operating purposes;

. AKSAS~accounting® system journal entries had not been processed to record
the allocation of transition expenses;

. significant procurement issues concerning authority and the procedures to be
followed remained outstanding;

. former Alaska Energy Authority warehouse inventories had not been
performed; and,

. accounting and project manager information needs and reporting systems had
not been resolved.

The fact that the transition was not effected by December 31, 1993 notwithstanding, it
remains our opinion that having that date as the department’s “primary focus” was ill advised
as evidenced by the resulting turmoil and impact on delivery of program services.

In regard to the organization of the new Division of Energy (DOE), it remains clear to us
that while the first DOE director was attempting to forge an organization and staffing level
based on program requirements and individuals’ experience and abilities, the commissioner’s
office did in fact develop an organizational structure quite apart from that of the director’s.

On page 5 of the department’s response the commissioner noted our statement regarding the

resignation of the director effective October 19, 1993 was incorrect and stated “The Director

resigned effective immediately on October 16 at approximately 6:00 p.m.” As noted in our

report, the director, as a result of the imposition of an organizational plan apart from the
-38-
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structured approach undertaken by the director, did in fact resign on October 16, 1993
effective October 19, 1993. This is further evidenced by the director’s resignation letter
dated October 19, 1993 effective 4:30 pm that day and an Attorney General’s memorandum
citing the fact that the director was performing the duties of the director’s position on
October 19, and that he had “color of authority” to perform those duties. One of the issues
discussed in this memorandum dealt with whether DCRA was bound by severance
agreements offered by the outgoing director. DCRA’s honoring of those agreements testifies
to the authority of the director through day’s-end on October 19, 1993.

On pages 3 - 5 of the department’s response the commissioner and deputy commissioner take
exception to comments in our report attributed to the deputy commissioner. The Division
of Legislative Audit follows the highest of professional standards, and enjoys a well received
reputation in that regard. This agency does not manufacture evidence nor report “purported
quotations.” The comments attributed to the deputy commissioner were made during the
course of an interview by members of our staff and were reported as stated and in the proper
context. In regard to this, the commissioner has stated that the auditors conducting the
interview were speaking in terms of hypothetical situations and “. . . admitted they had never
before done an audit of this nature.” The auditors were not discussing the real-life events
surrounding the dissolution of the Alaska Energy Authority in hypothetical terms, nor was
this the first audit of this nature ever undertaken by the staff in question. The two team
leaders on this review have combined experience in excess of 30 years in this type of
auditing and program review. Both team leaders are Certified Public Accountants and one
a Certified Fraud Examiner. As such, these individuals are bound by the standards adopted
by the American Institute of Certified Public Accountants, the Association of Certified Fraud
Examiners, governmental auditing standards, and internal procedures regarding the
documentation of evidence, its extent, and credibility.

On page 4 of the response in regard to the statement made by the deputy commissioner that
“we did go that deep [within the organization] right down to the clerks”, the commissioner
responded:

This is a true statement, but is stated in a context meant to mislead and
convey meaning that is contrary to the truth, and, therefore, is false. “We”
means the Deputy Commissioner, the Director and the Director’s Deputies,
who examined staff requirements at every level, and conveyed this information
to me on a regular basis.

Once again, our reporting of this discussion is accurately presented and not in a fashion to
mislead or convey an untruth. The context of this discussion was in regard to a list of AEA
employees that was presented to the first DOE director at an August 1993 meeting with the
commissioner’s office representatives. At this meeting the director was informed people on
that list would not be retained in the new Division of Energy. The director rejected that list.
It was in this context the deputy commissioner commented how ‘“‘deep” within the
organization the “list” went.
-39.
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On page 5 of the response, the commissioner states “As we have indicated throughout this
letter, this conclusion is incorrect and, apparently, primarily based upon incorrect and false
statements attributed to the Deputy Commissioner.” Our observations and conclusions are
not based primarily on any one source — but rather based on a variety of sources and pieces
of corroborating evidence.

On page 8 the commissioner responded:

The fact is program delivery was not curtailed. Delivery of services continued
to be carried out despite any perception that services and programs were in
danger. In fact, at the request of Governor Walter J. Hickel, a number of bulk
fuel storage repair projects were speeded up.

Based upon numerous discussions with engineers, fiscal and budgetary personnel, and our
observations, it is clear that the transfer of programs to DCRA in a very short time frame
coupled with successive changes in management (four directors in seven months) did impact
the planning and delivery of services. It has been estimated that the transition and rapidity
in changes of management caused six to ten fewer bulk fuel repair/upgrade projects in that
program alone to be addressed in the immediate construction season.

Finally, on page 9 of the response in regard to our recommendation that the department
define its responsibilities under its statutory guidance to privatize to the maximum extent
feasible and determine whether privatization is in the best interest of Alaskans, the
commissioner responded “Your recommendation to conduct analyses to determine whether
the contracting of any services is in the best interest of Alaskans flies in the face of Sections
42.45.400(b) and 42.45.410 . . .”

As cited on page 22 of the report, Alaska Statute states that the department shall give priority
to contracting with the private sector and to the maximum extent feasible enter into contracts
with the private sector. We recommended that prior to blanket privatization the department
determine whether privatization is in the best interest of Alaskans. We do not believe it is
in the best interests of Alaskans when there may be decreased program services at a much
higher cost to Alaskans. Only a proper analysis will tell.

The department asserts it must follow the privatization guidance in statute regardless of cost.
We do not believe it “flies in the face” of statute to determine how to achieve program
delivery at the least cost.

In 1989, the Department of Administration dealt with similar legislation governing its
procurement of telecommunications services. Alaska Statute 44.21.310(a)(6) stated that the
department shall “whenever feasible” procure telecommunication services from private
enterprise. In an opinion from the Department of Law, the Attorney General’s office stated

that the section of statute encouraging privatization whenever feasible was . . . little more
than a hard-to-read, vague, general policy directive that adds little regarding actual
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telecommunications procurement procedures beyond the procedural requirements of AS 36.30
that apply to nearly all state procurements.”

We believe that DCRA should, while considering the guidance of AS 42.45.400(b) and
AS 42.45.410, also consider the cost of following that guidance compared to alternative
means of program delivery.

Sincerely,

Lo I

Randy . Welker, CPA
Legislative Auditor

41-

ALASKA STATE LEGISLATURE DIVISION OF LEGISLATIVE AUDIT












