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To: George Cannelos, Federal Co-Chair
FINAL REPORT
From:  Mike Marsh, Esq., Inspector General
FOR PUBLIC RELEASE
Subject: Inspection of Manokotak power plant project

On August 15, 2006, I conducted a routine inspection of the power plant currently under
construction at Manokotak, Alaska.! The purpose of this inspection was to confirm (1) activity at
the project site and (2) the traceability of individual expenditures within the total reported to the
Commission on OMB Form 269A.

Prior to this inspection, I reviewed records kept at both the Denali Commission and its
implementing “program partner,” the Alaska Energy Authority (AEA).

This is one of three Denali-funded power plants that AEA was actively constructing in late
summer. I have inspected all three (the other two are at Buckland and Tenakee Springs).

The Manokotak project is totally funded by the Denali Commission and anticipated to cost about
$1.78 million. As of late June 2006, AEA reported total expenditures of around $1.63 million.

During the inspection process, I received exemplary cooperation from AEA, the village
corporation (the project’s owner), and the staff of the Denali Commission. :

BASE MAP USGS

! Manokotak is a small (pop. = 400), rural, bilingual settlement with around 100 homes. It is located on the tundra near the
southwestern coast of Alaska. No roads or railroads lead to Manokotak. Year-round access is generally by small propeller
aircraft.

A barge delivers fuel twice a year after meandering 35 river m11es from the regional hub at Dillingham. Local boats,
snowmachines, and four-wheelers (ATVs) run on gasoline, which has a retail price ranging between $5 and $7 a gallon.
Ironically, this price is too high for the pump’s mechanical digits to actually display to consumers.
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Conclusions

Nothing in this inspection indicated any need for the Denali Commission to change its selection
of a program partner or its continued funding of this particular project. A program recom-
mendation is discussed below.

Expenditure traceability

This power plant project was funded as part of two “lump sum” awards to AEA that cover
numerous other projects around the state.” Nevertheless, computerized accounting records at
AEA readily enabled a transparent, traceable “roll-up” from individual project expenditures, to
project totals, to the cumulative expenditures reported® on OMB Form 269A. This form has been
filed timely with the Commission. Physical records kept at both the Commission and AEA were
well-organized and readily reviewable during the inspection.

Project’s physical status

My inspection verified that a facility consistent with AEA’s project records was under physical
construction at the expected site in Manokotak. The power plant building had been erected, and
the interior work was close to completion.

The facility’s main components were all present inside, with one exception. One of the four
generators (260 kw) was being temporarily used next door at the old power plant.

My observations at the -site were consistent with the photographs that AEA has previously
submitted for public display on the Commission’s online project database at www.denali.gov.

Control over purchases

In my review of AEA’s accounting records, I judgmentally selected various expenditures of
interest for further study. AEA provided a plausible and acceptable need for the items sampled.

Documentation (e.g., invoices) was readily available and consistently supported the purchases,
with one exception. An air freight bill ($277) for shipping another project’s tools was
erroneously charged to this project.

I was able to confirm the existence of the selected items, with the exception of one webcam that
was to be installed in the control room. A model KX-HCM-270 webcam ($810) had been
installed there instead of the model BB-HCM331A ($689) shown on AEA’s paid invoice.

2 Denali Commission award nos. 48-DC-2002-11, 165-05.

3 As of the second quarter of federal fiscal year 2006.



Inspection of Manokotak 3 ~ September 2006
power plant

Recommendation

Potential for community contributions

The city government is providing a site next to the existing power plant. However the
Manokotak prOJect is otherwise totally funded by the Denali Commission.

While this is a “force account” project that employs local residents, AEA periodically brings in
specialized technical help. AEA’s accounting records show expenses of around $10,000 for this
itinerant help to stay in Manokotak.

More specifically, AEA has been renting a local house ($800 per month) from the officer who
signed the grant agreement on behalf of the village corporation that is receiving the power plant.*
AEA has also bought fuel ($938) for the house from this corporation. And, while four-wheelers
are the norm for local transportation, AEA apparently had to import its own ($4,899).

Such arrangements are not illegal, and the resulting cash infusion into the community is no doubt
an appreciated and popular opportunity like all grant funding. Nevertheless, local contributions
advance both public perceptlons of this program and the Commission’s “guldmg principle” that
“Ip]riority will generally be given to  proj jects with substantial cost sharing.”

The extent to which the Commission’s projects should be a shared effort — versus just
provided — is a sensitive policy decision that currently varies with the type of facility. However,
the Commission’s management should consider a grant condition requiring communities to
contribute itinerant housing and local transportation as their effort toward the projects.

Ancillary reports

This is the first inspection of this project by the Commission’s inspector general.

This project has not been the subject of any audit reports issued by Congress’ Government
Accountability Office (GAO) or the state’s Division of Legislative Audit. AEA does not have an
internal auditor.

Program partner AEA is a state agency and annually obtains a single audit for itself from a CPA
firm. Neither the latest audit report (for the state’s FY05) nor the associated management letter
signal any matters of concern to the Denali Commission. The CPA firm considered AEA to be a
low-risk auditee for purposes of federal OMB Circular A-133.

Concept, design, and business plans were prepared for AEA as part of the routine preparation of
this project. However, I have not discovered any other reports, reviews, audits, studies, or
evaluations of this facility. :

* AEA even shipped in $1,920 of fumlshmgs (stove, refrigerator, 4 beds) to outfit the house, which were given to the landlord as
an offset to the cash rent.

5 Denali Commission Five Year Strategic Plan (2005-2009), p. 4.
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Public complaints

An unsuccessful bidder filed an administrative protest over AEA’s procurement of a major
component for the project. The superior court decided that protest in favor of AEA, and the
bidder is currently appealing further to the Alaska Supreme Court.®

Inspection process

My inspection was conducted in accordance with section 2 of the Commission’s standard grant
assurances, the project’s business operating plan (p. 7), sections 4(a) and 6(a) of the Inspector
General Act, and the Quality Standards for Inspections issued by the federal Executive Council
on Integrity and Efficiency. An “inspection” is narrower in scope and procedures than the classic
financial “audit.”

The president of the Alaska Federation of Natives is, by statute, a commissioner-member of the
Denali Commission. Her liaison to the Commission accompanied me during this inspection as an
independent observer.

Manokotak’s new power plant was the subject of my August 15 inspection but, to understand the
local context of this project, I also visited the tank farm (in operation) and the new clinic (under
construction) that have both been funded by the Denali Commission. An officer of the village
corporation met with me durmg my visit.

In my single-engine “bush” flights between tiny Manokotak and regional hub Dillingham,
I appreciated the reassurance of flying with an air service that participates in Alaska’s Medallion
Foundation safety program.

Response by Denali Commission’s management

The Federal Co-Chair was provided a draft of this report and invited to comment on my
proposed conclusions and recommendation. He was encouraged to consult his staff, AEA,” and
any other parties as desired i in the preparation of his response.

The Federal Co-Chair’s response is attached as an appendix. The response indicates the general
concurrence of the Commission’s management with my conclusions and recommendation.

The Commission’s implementation of recommendations will be summarized in my semi-annual
report filed with Congress under the Inspector General Act.

Otk Aleral -

Mike Marsh, Esq.
Inspector General

® The court system, rather than the Commission or its inspector general, is the final authority on the legality of AEA’s
procurement decisions. And Congress’ comptroller general has issued a professional standard that cautions government reviewers
to avoid interference with any “legal proceedmgs * Government Auditing Standards (2003) § 7.26.

" On August 24, I dlscussed pertinent conclusions and recommendatlons with AEA’s deputy director for rural energy.
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‘Appendix

Federal Co-Chair’s Response

Denali (j:ommission
510 L Street, Suite 410
Anchorage, AK 99501

907.271.1414 tel
907.271.1415 fax
888.480.4321 roll firee
wwnw.denali.gov

September 11, 2006

Mike Marsh

Inspector General

Denali Commission

510 L Street, Suite 410
Anchorage, Alaska 99501

Re:  Response to draft inspection reports on power plant projects in Buckland,
Manokotak and Tenakee Springs

Dear Inspector General:

Thank you for the recent inspection reports on Denali Commission power plant projects in
the communities of Buckland, Manokotak, and Tenakee Springs. Thank you for the
insightful review of these important projects. With this letter I am providing a response to
several recommendations that were presented in the draft reports for your consideration in
drafting of the final public reports on these three projects.

Gerieral response to review of Alaska Energy Authority
I was pleased to see from your review that the traceability of e)q)endltures, quarterly

programmatic reporting, financial reporting, annual auditing, and photographic
documentation provided by Alaska Energy Authority (AEA) to the Commission were all
found to be consistent with the Commission’s policies and procedures. The Commission
is proud to have AEA as a partner to deliver our largest programs and has had a strong and
positive relationship with the AEA since our inception. We intend to continue working
with AEA into the future in order to complete the Commission’s Bulk Fuel and Power
Plant Programs and explore other areas to develop Alaska’s energy infrastructure.  Your
reviews provide the Commission many recommendations that will further strengthen this
partunership for the future.

Control over purchase
In your selected review of Alaska Energy Authonty s expenditures on materials and

equipment for the three projects you found several items that had either been delivered to
another project or erroneously charged to a project. This equipment was all computers,
web cam or other related technology for remotely managed power plants. The
Commission understands that AEA is managing multiple projects and purchases
equipment for several projects at one time which can lead to difficulty in accounting for
equipment by project. In addition the amount and dollar value of items is small
comparative to the overall scope of the projects. With this said, Commission management
is concerned with this finding and will be working with AEA to ensure future technology
equipment is more carefully tracked and accounted for accurately by project.
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Appendix

Federal Co-Chair’s Response

Response to Draft Inspection Reports (Buckland, Manokotak & Tenakee Springs) - 9/11/2006
Page 2 of 3 ‘

Disposition of surplus material
Your recommendation on clear grant conditions that anticipate excess material that may

be left on site is not an issue the Commission has explicitly addressed in the past.
Beginning in FY 07 the Commission will work to develop standard financial assistance
award language that addresses this issue for all recipients and partners, if monetary effects
to the projects can be suitably controlled. Minimizing excess material without increasing
project costs is a laudable goal.

Monitoring and expenses of litigation

Although a rare occurrence in the short history of the Commission, litigation and
challenges to procurement are an inevitable part of managing the construction of public
infrastructure projects. The Commission has not explicitly provided direction to partner
agencies or recipients on notification and allowable expenses. Beginning in FY 07 the
Commission will develop standard financial assistance award language that addresses this
issue for all recipients and partners. We will also pursue your recommendation to assess
the use of grant funds in dealing with litigation and claims, since this could lead to an
unfunded liability. :

Feasibility of continuing andit requirements »

The Commission has developed requirements to ensure the useful life of a facility is
achieved and projects constructed with Commission funds are generaily sustainable into
the future. As your review discovered the use of the business plan by AEA is a
cormerstone of this requirement. The Commission and AEA are continuously reviewing
the standard business plan language for improvement toward this goal. The feasibility of
requiring annual audits by communities will be reviewed by the Commission.

Potential for community contributions

The Commission’s funding for bulk fuel and power plants in rural communities does not
have a specific statutory requirement for cost share funding by recipients like the
Commission’s health facilities program. The Commission strongly encourages local
contribution and funding for these projects while balancing the threat to public safety and
the environment by allowing non-code compliant bulk fuel storage facilities and
inadequate power infrastructure to remain. It should be noted that both Manokotak and
Buckland were required to sign up with an outside electrical utility ina
management/mentoring arrangement in order to qualify for the power plant upgrades in
their communities. Buckland pays the entire cost of this agreement, while Manokotak
pays about half the cost overall (graduated over time). This represents a small, but
significant monetary contribution from both communities. The Commission and AEA
have received local contributions on several other projects in the past, that were not part of
your review, in the form of land donations, labor, materials and direct funding. It is an
area that is important to review further. The Commission will be working with Alaska
Energy Authority and other program partners to develop strategies for further cost
participation by local communities. '
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Appendix

Federal Co-Chair’s Response

. Response to Draft Inspection Reports (Buckland, Manokotak & Tenakee Springs) - 9/11/2006
Page 3 of 3

Complaints from Kotzebue Electric Association (KEA) on Buckland Power Plant

The Commission is aware of the concerns of KEA in regards to design of the power plant.
This unique model of a regional entity providing operations support for a community
power plant designed and constructed by the State was a first for the Commission and

AEA. The Commission will further consider how to approach similar projects in the
future with information learned from this project and believes that AEA has adequately
addressed the concerns raised at this time for this project.

Please let me know if you have any questions, or need additiopal information. Thank you
again for completing these inspections and for the detailed reviews.

Sincerely )
/

m'/l 4 "’V”"’”/ b

' George J. Cannelos
Federal Co-Chair




