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Coronavirus Aid, Relief, and Economic

Why DLA Performed This

Audit Security (CARES) Act Small Business
An audit of Alaska’s CARES Act Relief Pr ogram
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was requested to determine May 9, 2022

whether all eligible businesses
were fairly treated and whether
the process for procuring
program operators complied with
procurement laws. Additionally,
the audit lists all grants
distributed.
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REPORT CONCLUSIONS

The audit concluded that the Small Business Relief Program
disbursed approximately $282 million of CARES Act funds through
the issuance of 5,754 grants; however, the distribution rate of grant
funds fell far short of expectations. The State expected to distribute
$150 million per month, yet only $18 million was distributed by
the end of the program’s second month. Despite a federal extension
to December 2021, authorization for the program lapsed at the
end of June 30, 2021, at which point $823,000 of funds were still
available and 669 grant applications were unprocessed. DCCED

What the Legislative Auditor
Recommends

DCCED’s commissioner
should work toward
recovering the unallowable
grant payments identified
in this audit.

Alaska Industrial
Development and Export
Authority’s (AIDEA)
executive director
should ensure the chief
procurement officer
follows procurement
procedures and adequate
documentation is
maintained.
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management was unable to explain why all of the funds were not
awarded, because key decision makers were no longer employed
by DCCED.

The program’s initial eligibility criteria was widely criticized
as being too restrictive. Pressure to reach a larger number
of Alaskan businesses and fully utilize available funding led
DCCED’s commissioner to expand eligibility multiple times. The
most significant modifications expanded eligibility to include
commercial fishermen, allowed applicants to apply for both
the Small Business Relief Program and federal CARES Act loan
programs, and opened the program to businesses that served as
secondary sources of income.

The audit found the grant application processing time was much
slower than expected, partly due to the program design and partly
due to the rate applications were deemed incomplete or inaccurate.
Several program requirements were inconsistently considered and/
or enforced by program operators. Some of the inconsistencies
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REPORT CONCLUSIONS (Continued)

were the result of DCCED commissioner directives designed
to speed up the approval process, some were the result of
appeal decisions that were not applied to all applicants,
while others were rooted in different interpretations
by operators or between staff of the same operator.

Results of testing found a high rate of unallowable grant awards.
Auditors tested 155 grants and identified at least one error for 39
percent of the grants tested. The program design increased the risk
of unallowable grants and post-payment controls were ineffective.
In total, 13 percent of the grant amounts tested were unallowable.
The audit did not find evidence that grants were awarded in
violation of the State’s ethics laws.

AIDEA staff generally followed procurement regulations; however,
the procurement process discouraged potential bidders. Changes
to the program’s design and eligibility criteria led to numerous
request for proposal amendments, which delayed procurement
and proved frustrating for potential bidders. A lawsuit that
challenged how the program was authorized and designed also
delayed procurement.
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ALASKA STATE LEGISLATURE

LEGISLATIVE BUDGET AND AUDIT COMMITTEE
Division of Legislative Audit

P.O. Box 113300
Juneau, AK 99811-3300
(907) 465-3830

FAX (907) 465-2347
legaudit@akleg.gov

June 16, 2022

Members of the Legislative Budget
and Audit Committee:

In accordance with the provisions of Title 24, we have reviewed the Alaska Coronavirus Aid, Relief, and
Economic Security (CARES) Act Small Business Relief Program and the attached report is submitted
for your review.

DEPARTMENT OF COMMERCE, COMMUNITY, AND ECONOMIC DEVELOPMENT
ALASKA CORONAVIRUS AID, RELIEE, AND ECONOMIC SECURITY ACT
SMALL BUSINESS RELIEF PROGRAM
May 9, 2022

Audit Control Number
08-30103-22

The audit reviews the CARES Act Small Business Relief Program to determine whether eligible
businesses were fairly treated and whether the process for procuring program operators complied with
procurement laws. Additionally, the audit lists all grant awards distributed to businesses.

The audit was conducted in accordance with generally accepted government auditing standards. Those
standards require that we plan and perform the audit to obtain sufficient, appropriate evidence to
provide a reasonable basis for our findings and conclusions based on our audit objectives. We believe
that the evidence obtained provides a reasonable basis for our findings and conclusions based on
our audit objectives. Fieldwork procedures utilized in the course of developing the findings and
recommendations presented in this report are summarized in the Objectives, Scope, and Methodology
section.

Kris Curtis, CPA, CISA
Legislative Auditor

ALASKA STATE LEGISLATURE, DIVISION OF LEGISLATIVE AUDIT iii ALASKA CARES ACT SMALL BUSINESS RELIEF PROGRAM
ACN 08-30103-22
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DCCED
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DLA
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RFP
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ORGANIZATION
AND FUNCTION

Department According to DCCED’s website, the department’s mission is to
of Commerce, “promote a healthy economy, strong communities, and protect
consumers in Alaska.” To carry out its mission, the department is

Community, and
¥ organized into the following seven divisions:

Economic Development

(DCCED) 1. Commissioner’s Office
2. Administrative Services
3. Banking and Securities
4. Community and Regional Affairs
5. Corporations, Business and Professional Licensing
6. Economic Development
7. Insurance
Five public corporations are organizationally located within DCCED,
including AIDEA.
Alaska Industrial Per AS 44.88.070, the purpose of AIDEA is to promote, develop,
Development and and advance the general prosperity and economic welfare of the
Export Authority people of th? state, to relieve problems of unemployment, and to
AIDEA create additional employment. AIDEA is governed by a seven-
( ) member board, including five public members appointed by the
governor and the commissioners from the Department of Revenue
and DCCED (or their designees).
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BACKGROUND
INFORMATION

AIDEA’s timeline
to procure program
operators extended
three and a half

months.

In response to the coronavirus disease 2019 (COVID-19) pandemic,
the United States Congress passed the Coronavirus Aid, Relief, and
Economic Security (CARES) Act, a $2.2 trillion economic stimulus
bill signed into law on March 27, 2020. The Alaska CARES Act
included a $150 billion Coronavirus Relief Fund (CRF) to help state,
tribal, and local governments meet virus related costs. The State
of Alaska received the minimum CREF distribution of $1.25 billion.

Ofthe $1.25 billion, $290 million was appropriated to the Department
of Commerce, Community, and Economic Development (DCCED)
for a Small Business Relief Program. The program was administered
by DCCED using the Alaska Industrial Development and Export
Authority (AIDEA) as a conduit for providing grant funding to
small businesses suffering financially from the pandemic. DCCED
believed it was necessary to procure the assistance of a third-party
organization to effectively operate the program, since neither
DCCED nor AIDEA had the staff and systems necessary to process
the high volume of anticipated applications.

The State Procurement Code' directs AIDEA to follow its own
procurement regulations, which are codified in State regulation
3 AAC 100. AIDEA’s procurement rules are similar to the State’s
procurement code in that competitive procurement is required in
most instances. To solicit a program operator to evaluate eligibility
for the Small Business Relief Program and approve awards, AIDEA
issued a request for proposal (RFP) on April 18, 2020. Due to
the public health emergency, AIDEA justified using an alternate
procurement timeline and reduced the standard public notice
from 21 days to seven days.

Although AIDEA took steps to expedite procurement, the
process took approximately three and a half months to complete.
Changes to the program’s design and eligibility criteria led to
numerous RFP amendments, which extended the procurement
period. Additionally, procurement was delayed by a lawsuit that

1 AS 36.30.015(F).
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Exhibit 1

Action

Emergency Loan and
Guarantee Program
approved

challenged how the program was authorized and DCCED’s ability
to alter eligibility criteria. Ultimately, AIDEA was successful at
procuring two program operators: Credit Union 1 (CU1) and the
Juneau Economic Development Council (JEDC). The contract with
CU1 was signed May 29, 2020, and the contract with JEDC was
signed August 11, 2020. Exhibit 1 summarizes the procurement

timeline.

Alaska CARES Act Small Business Relief Program

Program Operator Procurement Timeline

Action Date

April 9, 2020

Due Date

Purpose

AIDEA’s board passed a resolution to create a new Emergency
Loan and Guarantee Program that would provide direct lending to
Alaska’s small businesses and nonprofit organizations. A program
operator was to be procured.

Written justification for
alternate procurement
methods

April 17, 2020

Due to the public health emergency, AIDEA reduced the public
notice from the required 21 days to 7 days. The cost evaluation
factor was reduced to 25% from 40%.

RFP #20067 issued/
public notice on State’s
Online Public Notices
website

Pre-bid meeting

April 18, 2020

April 21, 2020

April 24, 2020

Seeking program operator for the Emergency Loan and Guarantee
Program. Emergency regulations and AIDEA’s board resolution
attached to RFP.

Per RFP, a nonmandatory pre-bid meeting scheduled.

Addendum One

April 22, 2020

Addressed RFP questions and included CARES Act funding sum-
mary sheet.

One proposal received

April 24, 2020

CU1

Intent to award issued to | May 6, 2020

CU1

Revised Program Legisla- | May 11, 2020 Legislative Budget and Audit Committee approved RPL to

tive (RPL) approved receive federal funding and expend as a grant program.

Complaint filed in Supe- | May 13, 2020 Plaintiff sought injunction to prohibit disbursement of funds until

rior Court properly appropriated by the full legislature.

Legislature ratifies RPL | May 21, 2020 House Bill 313 passed and signed by governor that retroactively
approved and ratified the RPL.

Agreement signed with May 29, 2020

ALASKA STATE LEGISLATURE, DIVISION OF LEGISLATIVE AUDIT

ALASKA CARES ACT SMALL BUSINESS RELIEF PROGRAM
ACN 08-30103-22



Action
RFP Addendum Two

Pre-Bid Meeting

Alaska CARES Act Small Business Relief Program
Program Operators Procurement Timeline

Action Date
June 3, 2020

June 5, 2020

(Continued)

Due Date
June 10, 2020

Purpose

Reopened the solicitation to allow for award of additional program
operators. Also replaced original RFP with new RFP terms and con-
ditions. Changed from direct lending program to a grant program.
Offeror must be able to implement a full-scale grant servicing operation.
Evaluation criteria changed. Administrative Costs criteria changed from
25% to 40%. Program Structure renamed to Understanding AIDEA
Service Requirements and Commitment, deleted the lending program
information, and changed evaluation criteria from 30% to 10%. Equi-
table Access evaluation criteria changed from 15% to 25%. Schedule
evaluation criteria changed from 25% to 20%. Auditing evaluation cri-
teria remained the same at 5%. RPL and Program Operator Agreement
attached to RFP.

Per RFP Addendum Two, a nonmandatory pre-bid meeting scheduled.

RFP Addendum Three

June 8, 2020

June 12, 2020

Extended RFP due date, addressed questions, and attached example of
grantee agreement.

RFP Addendum Four

June 9, 2020

Addressed questions and attached example of program security agree-
ment that assigned and granted AIDEA a security interest in the funds
forwarded to the program operator.

RFP Addendum Five
(not public noticed on
State’s Online Public
Notices website)

June 11, 2020

Addressed questions.

Two proposals received

June 12, 2020

Proposals rejected

June 17, 2020

Rejection letters sent to bidders.

RFP Addendum Six
(not public noticed on
State’s Online Public
Notices website)

June 17, 2020

June 22, 2020

After proposals were received June 12, 2020, AIDEA was provided
additional guidance from Department of Law that materially changed
the solicitation. AIDEA reopened the solicitation. The evaluation crite-
ria was changed. Understanding of AIDEA Service Requirements eval-
uation criteria changed from 10% to 15%. Administration Costs crite-
ria changed from 40% to 30%. Equitable Access criteria changed from
25% to 20%. The Schedule/Commitment verbiage changed to include
number of personnel and associated hours committed to this program,
the amount of grant applications offeror will be able to process each
day, and the ability and expectation to process, approve, and fund grants
within [x] days of application. The Schedule criteria changed from 20%
to 30%. The Auditing criteria stayed the same at 5%. The changes to
grant eligibility criteria were discussed. Clarifications regarding pro-
gram operator requirements discussed.

Revised complaint filed
in Superior Court

June 22, 2020

Complainant withdrew previous complaint and renewed a motion
for preliminary injunction claiming the State changed the eligibility
requirements, which conflicts with the RPL ratified by the legislature.
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Action

RFP Addendum Seven
(not public noticed on
State’s Online Public
Notices website)

Pre-bid meeting

Alaska CARES Act Small Business Relief Program
Program Operators Procurement Timeline

Action Date
June 22, 2020

June 23, 2020

(Continued)

Due Date

Due date to be
extended after
pre-bid meeting

Purpose

Nonmandatory pre-bid meeting scheduled and due date to be deter-
mined after pre-bid meeting.

AIDEA management provided an opportunity to discuss with interested
parties the process for adding new program operators and the changes to
the program guidelines.

Superior Court decision

July 10, 2020

Complainant motion for preliminary injunction denied.

RFP Addendum Eight
(not public noticed on
State’s Online Public
Notices website)

Pre-bid meeting

July 15, 2020

July 17, 2020

Due date to be
extended after
pre-bid meeting

Nonmandatory pre-bid meeting scheduled and due date to be deter-
mined at a later time.

AIDEA management provided an opportunity to discuss with interested
parties the process for adding new program operators, clarifications and
changes to grant eligibility requirements, the operating procedures to
streamline the process, and the centralized database management system
to manage incoming applications.

RFP Addendum Nine
(not public noticed on
State’s Online Public

Notices website)

July 17, 2020

July 22, 2020

Upon Department of Law and DCCED management confirming imple-
mentation of program guideline changes to eligible applicants, AIDEA
reinitiated the RFP process. Proposal due date changed, RFP pack-
age replaced, and clarifications and changes discussed. New eligible
applicants discussed. Discussed a centralized application portal for new
applications. Discussed if critical information was missing from appli-
cations, the program operators were expected to decline the application
and require the applicant to resubmit a new application package. Pro-
gram operators were not required to verify certifications made by appli-
cants. Other topics discussed included reasonable standard of care, con-
trolled disbursement would be flexible, clarification of program operator
internal controls, administration cost, and eligibility questions.

Evaluation criteria changed. Understanding of AIDEA Service Require-
ments evaluation criteria changed from 15% to 20%. Administration
Costs criteria changed from 30% to 25%. Equitable Access stayed the
same at 20%. Schedule/Commitment stayed the same at 30% and Audit-
ing criteria stayed the same at 5%. Operating procedures for the program
attached to the RFP.

RFP Addendum Ten
(not public noticed on
State’s Online Public
Notices website)

July 22, 2020

July 27, 2020

Proposal due date changed.

One proposal received

July 27, 2020

Intent to award issued to
JEDC

July 28, 2020

Agreement signed with
JEDC

August 11, 2020

Source: AIDEA procurement records and other State records.
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AIDEA procured
temporary personnel
to help process grant
applications.

Program eligibility
expanded significantly
during the application
period.

The processing of grant applications by program operators proved
more time-consuming than anticipated. In response, DCCED and
AIDEA looked for additional resources to help process the backlog
of applications. AIDEA hired temporary personnel to internally
process grant applications. DCCED utilized employees from the
Division of Economic Development and the Division of Community
and Regional Affairs to process grant applications.

In accordance with its procurement regulations, AIDEA used the
small procurement method to solicit for temporary personnel. The
small procurement regulations were applicable for services that were
expected to cost more than $50,000, but not more than $100,000.

At the time the Small Business Relief grant program was authorized,
AIDEA was already using temporary personnel for answering
multi-line phones, greeting visitors, and other clerical duties. When
AIDEA accepted responsibility for administering the program,
it expanded the temporary personnel’s duties to include grant
processing and its contract with the temporary personnel agency,
AKHIRE, was expanded accordingly. AIDEA issued a request for
quotation in August 2020 to procure additional personnel to process
grants. AKHIRE was the successful bidder and a purchase order to
approve payment was issued in August 2020.

The Small Business Relief Program was initially designed to be an
emergency loan program made available to businesses that were not
eligible under the federal CARES Act Payroll Protection Program
(PPP). After AIDEA published its RFP on April 18, 2020, to solicit
a financial institution to administer the loan program, it was
determined that the federal CARES Act funding could not be used
for direct loans. By the time the governor’s Office of Management
and Budget requested legislative authorization on May 11, 2020, the
program had been redesigned to issue grants to Alaskan businesses
with 50 or fewer employees that were impacted by the COVID-19
public health emergency.
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To be eligible, businesses could not have received a federal PPP
loan, economic injury disaster loan, or other funding from federal
CARES Act programs. Grants were only allowed to be used for
COVID-19 emergency related expenses, including expenses that
would be incurred up to eight weeks from the application date.
Grant amounts for expenses that could not be verified or funded
by controlled disbursement were capped at 25 percent of the total
grant award. Additionally, businesses that were secondary sources
of income were not eligible (see Exhibit 2).

Exhibit 2
______________________________________________________________________________________________________________________|

Alaska CARES Act Small Business Relief Program

Eligibility Criteria as of May 11, 2020

Any small business licensed to do business in the state meeting the following criteria:
e Applicant was an eligible business when the public health disaster emergency declaration was issued by the governor on
March 11, 2020;
e Businesses with 50 full-time equivalent employees or less as of March 11, 2020; and
e Applicant was excluded or did not qualify, or otherwise unable to obtain funding from the Small Business Association (SBA)
PPP, SBA Economic Injury Disaster Loan (EIDL), or other federal funding programs under the CARES Act.

Applicants are the eligible, licensed Alaska businesses affected by the COVID-19 health emergency. Each applicant may only make
one application for funding with a maximum of $100,000 and a minimum of $5,000.

Alaska businesses having common ownership or member interests are not limited to apply or capped in aggregate funding due to
common ownership or member interests. Funding is based upon the actual expenses incurred by the business due to the crisis, subject
to the maximum funding amount per business applicant.

Businesses that are not eligible applicants include:
e  Marijuana related businesses (due to program operator institutional restrictions);
e Secondary income sources;
e  QOut-of-state businesses;
Businesses with more than 50 full-time equivalent employees;
Businesses that have received funding or have an approved application for SBA’s PPP or EIDL loan program; and
e Businesses that have filed for bankruptcy.

Source: RPL 08-2020-0251, Approved May 11, 2020; House Bill 313 passed and signed by the governor ratified the
RPL May 21, 2020.
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AIDEA’s online portal
helped expedite the
grant application
process.

Based on feedback from small businesses, the legislature, and
the general public, DCCED clarified and changed the eligibility
requirements multiple times during the application period, which
spanned June 1, 2020, through September 15, 2020. The most
significant modifications expanded eligibility to include commercial
fishermen, businesses that received a federal CARES Act loan, and
businesses that served as sources of secondary income. Appendix
A summarizes changes to the program’s eligibility criteria.

The first program operator, CU1, began accepting applications on
June 1, 2020. Grant applications with supporting documents were
mailed, delivered in person, or submitted through CU1’s email/
portal system. Effective August 6, 2020, applications were required
to be submitted through AIDEA’s new online portal. From that
point, grant applications received by AIDEA via its central portal
were distributed to program operators for processing according to
the agencies’ existing workload and expertise. The portal officially
closed September 15, 2020; however, program operators continued
to process applications already received or appealed through
December 2020 with a few grants awarded in 2021.
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REPORT
CONCLUSIONS

An audit of Alaska’s Coronavirus Aid, Relief, and Economic Security
(CARES) Act Small Business Relief Program was requested to
determine whether all eligible businesses were fairly treated and
whether the process for procuring program operators complied with
procurement laws. Additionally, the audit was requested to report
detail grant distribution information.

The audit concluded that the Small Business Relief Program
disbursed approximately $282 million of CARES Act funds through
the issuance of 5,754 grants. The distribution rate of grant funds
fell far short of expectations. The State expected to distribute $150
million per month, yet only $18 million was distributed by the
end of the program’s second month. Despite a federal extension to
December 2021, authorization for the program lapsed at the end of
June 30, 2021, at which point $823,000 of funds were still available
and 669 grant applications were unprocessed. Department of
Commerce, Community, and Economic Development (DCCED)
management was unable to explain why all of the funds were not
awarded, because key decision makers were no longer employed
by DCCED.

The program’s initial eligibility criteria was widely criticized as
being too restrictive. Pressure to reach a larger number of Alaskan
businesses and fully utilize available funding led the DCCED
commissioner to expand eligibility multiple times. The most
significant modifications expanded eligibility to include commercial
fishermen, allowed applicants to apply for both the Small Business
Relief Program and federal CARES Act loan programs, and opened
the program to businesses that served as secondary sources of
income.

The audit found the grant application processing time was much
slower than expected, partly due to the program design and partly
due to the rate applications were deemed incomplete or inaccurate.
Several program requirements were inconsistently considered and/
or enforced by program operators. Some of the inconsistencies were
the result of DCCED commissioner directives designed to speed
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Approximately $282
million was disbursed
through the issuance of
5,754 grants.

up the approval process, some were the result of appeal decisions
that were not applied to all applicants, while others were rooted in
different interpretations by operators or between staff of the same
operator.

Results of testing found a high rate of unallowable grant awards.
Auditors tested 155 grants and identified at least one error for 39
percent of the grants tested. The program’s design increased the risk
of unallowable grants and post-payment controls were ineffective. In
total, 13 percent of the grant amounts tested were unallowable. The
audit did not find evidence that grants were awarded in violation
of the State’s ethics laws.

Alaska Industrial Development Authority (AIDEA) staff generally
followed procurement regulations; however, the procurement
process discouraged potential bidders. Changes to the program’s
design and eligibility criteria led to numerous request for proposal
(RFP) amendments, which delayed procurement and proved
frustrating for potential bidders. A lawsuit that challenged how the
program was authorized and designed also delayed procurement.

Detailed conclusions are listed below.

Of the $290 million of funding allocated for the Small Business
Relief Program, approximately $282 million or 97 percent was
disbursed through the issuance of 5,754 grants to businesses and
commercial fishermen. The commercial fishing industry received
the highest amount of grant funds (approximately $79 million
or 28 percent) and the accommodation and food industry received
the second highest (approximately $34.6 million or 12.3 percent).
The audit identified approximately $19 million, or 6 percent of the
funds, was disbursed to commercial fishermen with out-of-state
mailing or physical addresses. Appendix B summarizes the amount
distributed by industry. A total of 1,021 applications were denied
or rejected for not meeting requirements.
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The program terminated
with 669 unprocessed
applications and $823,000
of available funding.

The program was designed to distribute at least 20 percent to rural
communities. Rural communities were defined as communities with
a population of 5,000 or less. Per AIDEA’s database, 45 percent of
the funds were distributed to rural communities based on applicants’
physical business addresses.

Most of the grant funds were disbursed by the Juneau Economic
Development Council (JEDC), AIDEA’s program operator hired
early August 2020. AIDEA’s other program operator, Credit
Union 1 (CU1), hired May 29, 2020, disbursed the second highest
amount, followed closely by DCCED. Most grants for commercial
fishermen were processed by DCCED staff. Exhibit 3 lists the
number of grants issued and funds disbursed by processing entity.

Exhibit 3
C

Alaska CARES Act Small Business Relief Program
Disbursements by Processing Entity

Number of Disbursed

Processing Entity Grants Issued Amount
JEDC 1,914 $101,172,451
CU1 2,002 84,084,165
DCCED 1,531 81,797,049
AIDEA/AKHIRE 307 14,957,469
Total 5,754 $282,011,134

Source: AIDEA’s Small Business Relief grant database.

Appendix C provides a listing of all Small Business Relief grants by
business name.

Atthe end of FY 21, when authorization for the program lapsed, there
were 669 unprocessed applications that requested approximately
$52.1 million. At that point, $823,000 of funding was still available.
The federal deadline for using CARES Act funding was initially
December 31, 2020; however, that deadline was extended by one year.
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DCCED did not seek additional legislative authority to expend the
remaining funds during FY 22. Instead, the funds were transferred
to the Unemployment Compensation Fund. Due to the turnover
of key positions, DCCED management was unable to explain why
efforts were not made to use all available federal funding for small
business relief.

Approximately $7 million, or 3 percent of the program funds, was
used to pay for program administration, including State employee
staff time, information technology services, compliance reviews,
contractor assistance, and other administrative expenses. Costs
included payments to Alaska Regional Development Organizations
(ARDORS) to provide technical assistance to small businesses,
payments to program operators (CU1 and JEDC), and payments
to AIDEA’s temporary personnel agency, AKHIRE. Exhibit 4
summarizes the administrative expenditures by entity.

Exhibit 4

Alaska CARES Act Small Business Relief Program

Administrative Expenses by Entity

Entity Name Amount
JEDC $3,163,127
CU1 2,205,458
ARDORS 739,987
AIDEA/AKHIRE 632,460
DCCED 426,516
Total $7,167,548

Source: State accounting and AIDEA records.
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Pressure to reach a larger
number of businesses
and fully utilize available
funding led DCCED’s
commissioner to expand
eligibility multiple times.

The program operator, CU1, began accepting and processing
hardcopy grant applications on June 1, 2020, based on the initial
eligibility criteria described in the Background Information
section of this audit. Within approximately two weeks, the
DCCED commissioner considered expanding eligibility in
response to criticism that eligibility criteria was too stringent.
The commissioner’s ability to change eligibility was unclear since
the program, including its eligibility criteria, was approved by the
Legislative Budget and Audit Committee and later ratified by the
full legislature. After consultation with the Department of Law,
DCCED management determined that the commissioner had the
ability to adjust eligibility criteria if a change was consistent with
the overall purpose of the program and legislative history. DCCED’s
commissioner moved forward to expand eligibility to include:

e businesses that received less than $5,000 of federal payroll protection
program (PPP) loans, economic injury disaster loans (EIDL), or
other loans received indirectly through municipal relief programs;
and

e nonprofit organizations classified under Internal Revenue Service
code 501(c)(6) (primarily trade and industry associations).

The commissioner’s plan to expand eligibility was delayed by a
lawsuit that challenged DCCED’s authority to change eligibility.
The court ruled on July 10, 2020, that DCCED could go forward
with eligibility revisions. DCCED’s commissioner announced on
July 14, 2020, that, in addition to making the changes noted above,
eligibility would be further expanded to include commercial
tishermen with limited entry permits. In making the announcement,
the commissioner noted that the program was not meeting the
needs of the commercial fishermen that operated with a professional
license rather than a business license. Due to delays in procuring
another program operator and building an electronic application
portal, the new eligibility requirements were made effective
August 6, 2020. At that date there was approximately $165 million
of funding available, taking into consideration the amount of grant
funds requested.
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The DCCED commissioner pursued more significant eligibility
changes in late August 2020 by seeking approval from the Legislative
Budget and Audit Committee to expand eligibility to include:

e businesses that received any amount of PPP loans or economic
injury disaster loans; and

e businesses that served as secondary sources of income.

The Legislative Budget and Audit Committee approved the changes
on August 27, 2020, which became effective August 31, 2020. Within
two days requests for funding exceeded the amount available, and
DCCED published a notice on its website that it was unlikely future
applications would be funded. The portal remained open another
two weeks and formally closed September 15, 2020. Exhibit 5
summarizes the application activity as of the key dates discussed
in this section.

Exhibit 5
______________________________________________________________________________________________________________|

Alaska CARES Act Small Business Relief Program
Summary of Applications Received and Amounts Disbursed
Running Total From June 1, 2020 Through September 15, 2020

Number of Percent of Number of
Applications Amount* Amount Applications Amount Percent
Received Requested Available** Approved Disbursed Disbursed

6/1/20 First day applications accepted

6/17/20 1,504 65,537,944 23.4% 68 2,094,495 0.7%
7/14/20 2,223 98,955,341 35.3% 252 10,519,463 3.8%
8/6/20 2,568 115,860,423 41.3% 509 20,239,105 7.2%
8/27/20 4,304 236,533,172 84.3% 1,012 39,852,357 14.2%
9/2/20 5,992 413,156,395 147.3% 1,291 50,708,828 18.1%
9/15/20 7,530 545,050,213 194.3% 1,817 72,810,633 26.0%

9/16/20—  Operators continued to approve applications and disburse funds after September 15, 2020, through
12/30/20  December 2020, with a few disbursements made in 2021.

Source: AIDEA’s Small Business Relief grant database and CU1 data.
* Note: over 1,300 applicants requested more than the maximum amount of $100,000.
** Amount available is $280.5 million, which is the total appropriated less administrative costs.
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The distribution When requesting program authorization, the governor’s Office
rate fell far short of of Management and Budget explained that AIDEA would hire a
third-party processor to rapidly review applications, distribute
funding, and provide the necessary reporting. It was estimated
that a processor would be able to verify applications and disburse
funding at a rate of $150 million per month.

expectations.

Actual disbursements fell far short of expectations. During the
program’s first month, the program operator disbursed only $6.3
million. This level generally increased each successive month;
however, increases were far below the rate originally envisioned. A
total of $11.6 million was disbursed the second month, $30.5 million
the third month, $64 million the fourth month, $102.7 million
the fifth month, $55.7 million the sixth month, and $10.2 million
the seventh month. The chart in Exhibit 6 shows the cumulative
grant funds disbursed compared to the amounts requested and the
applications approved compared to the applications received. Most
of the available funds were disbursed by the end of December 2020.

Exhibit 6

Program Applications Received Compared to Grants Disbursed
As of the End of Each Month From January Through December 2020
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Applications were not
treated consistently in
regard to position in

the processing queue.

Application backlog
led to inequitable
treatment once
eligibility expanded.

DCCED intended applications to be processed in order of the
date received. It quickly became apparent that processing was not
simple or routine because many applicants did not comply with
guidelines. In line with the program’s overall goal of providing
relief, the program operator, CU1, directed its staff to work with
applicants to resolve application deficiencies. This “customer service”
approach to processing applications caused delays and consumed
more resources than expected, resulting in a slow processing rate.

To help address delays, the DCCED commissioner amended
processing guidelines July 23, 2020, in part, to limit the time spent
helping applicants fix all incomplete applications. Rather than
helping fix all applications, the operator was required to notify
applicants to reapply once the deficiencies were resolved, thereby
losing priority in the processing queue. JEDC was given the same
guidance once it began processing applications.

Auditors found that, in many instances, program operators
continued to work with applicants to resolve deficiencies after the
new guidance was issued; however, assistance was not consistently
offered. Some applicants were directed to correct a deficiency and
submit a corrected application, thereby losing their place in the
queue, while some operator staff continued to work with applicants
to make corrections, thereby allowing applicants to retain their
place in the queue.

Eligibility was significantly expanded August 6, 2020, and again
August 31, 2020. On August 6™ there were approximately 2,059
in-process applications and on August 27", the date the second
expansion was announced, there were approximately 3,292 in-process
applications.

At the time eligibility expanded on August 6™, it was common knowledge
that applications were routinely incomplete or inaccurate. At that point
in time, applications could have been sitting in the processing queue
for up to two months due to processing delays. The commissioner’s
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July 23 memo directed program operators to reject incomplete
applications, with applicants losing their place in the processing queue.
Although businesses could reapply, once eligibility expanded a risk
existed that funding would no longer be available. At a minimum, this
created a perception that processing delays penalized eligible businesses.
Had the grant review process been timely, deficient applications could
have been resubmitted and processed before eligibility was expanded
and funding became unavailable.

Review found Auditors’ review of 155 grant applications found several requirements
inconsistencies in how  Wwereinconsistently considered and/or enforced by program operators.
Some of the inconsistencies were the result of DCCED commissioner
directives designed to speed up the approval process, some were
the result of appeal decisions, while others were rooted in different
interpretations by operators or between staff of the same operator.
Inconsistencies included the following:

grants were processed.

Certain grant awards exceeded amounts requested. Testing
a sample of 155 grants found instances where applicants were
awarded more than the amount requested as a result of discussions
between processing staff and applicants. For 12 grants,? applicants
were awarded funding for future expenses, even though the initial
applications did not request the funding. For four additional
grants, processing staff added 25 percent to the requested amount,
even though future expenses had already been requested. Auditors
were told that discrepancies were most likely the result of verbal
discussions between the processing staff and applicants; however,
the verbal discussions were not always documented in the grant
files.

Licensure requirements that demonstrate a business was
active were not equitably applied. Eligibility was restricted to
businesses licensed as of March 11, 2020, the date of the public

* Eight grants received an additional 25 percent of the requested amount and four grants
were awarded future expenses based on additional documentation received from the
applicant.
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health emergency disaster declaration. Unlicensed businesses
that applied for the program were denied. In some instances, the
license requirement was appealed and the appeal committee’
found that unlicensed businesses were eligible if it could be shown
that a business was an ongoing operation in Alaska and active
as of March 11, 2020. Auditors noted that no effort was made to
identify businesses that were denied for lack of a business license
that did not appeal, to ensure the decision was applied fairly to all
applicants. Further, the eligibility criteria was never altered after
the appeal decisions were made and eligibility criteria continued
to list “licensed businesses in Alaska as of March 11, 2020,” as a
requirement.

Grants processed before July 23, 2020, were subject to more
rigorous review. Applications reviewed and approved prior
to the DCCED commissioner’s revised processing guidance
were more likely to be rejected in part or in whole. Through
July 23, 2020, program operators verified that an applicant
business was adversely impacted by the pandemic and that the
expenses claimed were eligible for reimbursement by verifying
supporting documentation, such as invoices and payroll records.
The verification process changed July 23, 2020, when the DCCED
commissioner directed program operators to rely solely on an
applicant’s certification that 1) an applicant business had been
economically injured due to the pandemic, and 2) the schedule
of expenses represented emergency expenses. The operator was
also directed to rely on an applicant’s certification as support for
the eligibility of individual expenses under $2,500 and only verify
support for individual expenses that equaled or exceeded $2,500.

3 Initially, the appeal committee consisted of the DCCED deputy commissioner, Division
of Economic Development (DED) division director, and DED business development offi-
cer. Midway through the program, membership of the committee changed to include the
deputy commissioner, special assistant to the commissioner, and DED development assis-
tant. Membership changed again toward the end of the program to include only the deputy
commissioner and DED development assistant.
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Commercial fishermen applicants were not required to complete
standard certifications. Commercial fishermen applicants were
not required to certify compliance with program requirements
to the same degree as applicants from other industries. Auditors
reviewed 40 grants to commercial fishermen and noted that 36 (90
percent) did not complete the certification statements located at the
end of the application. The statements included acknowledgments
regarding eligibility requirements, certification that funds will
only be used for eligible expenses, and acknowledgment that
a program operator may share financial information with the
State of Alaska. Further, there were two additional certification
statements specific to commercial fishing applicants that were
not routinely completed. According to DCCED management,
the effect of the missing certifications was mitigated by signed
grant agreements, which included several assurances. Auditors
confirmed that several certifications were also part of the grant
agreement; however, the commercial fishing certifications
attesting to eligibility requirements specific to commercial fishing
were not duplicated as part of the grant agreement.

Certain applicants were required to open CUI accounts in order
to receive funding. Most applicants processed by CU1 were
required to open a business account to receive funds; applicants
processed by AIDEA, DCCED, or JEDC were not subject to
the requirement. The procedures associated with opening an
account delayed the disbursement process and took resources
away from performing application reviews, creating a bottleneck
in the approval and payment process. CU1 allocated additional
staff and hired temporary employees to address the bottleneck,
but those actions were not successful. By August 13, 2020, there
were over 600 accounts that needed to be opened, of which
approximately 280 were associated with approved applications
pending disbursement. To help alleviate the bottleneck,
CU1 decided to stop requiring member accounts effective
August 18, 2020. From that date cashier checks were issued to
payees using temporary nonmember accounts.
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Results of testing The audit evaluated whether applicants were awarded funding
in accordance with DCCED’s program eligibility requirements
by testing a sample of 155 grants* totaling $9.3 million. Testing
included reviewing grant related expense records, recalculating
awards. grant amounts, and confirming various eligibility requirements.
Auditors found at least one error for 61 of 155 grants (39 percent).” A
summary of testing, including a description of the errors, is listed in
Exhibit 7. In many instances, grants tested had more than one error.

found a high rate of
unallowable grant

Exhibit 7
|

Summary of CARES Act Small Business Relief Grant Testing by Error Type

|—Number of Errors—]| — Type of Errors®

Processing Grants  Grants with Grantees Unallowable Duplicated Calculation No Support No Calculation

Entity Tested Errors Ineligible Expenses Expenses Errors for Expenses Support
AIDEA 11 3 2% 1 1 1
CU1 36 21 13% 2 9 1 10 7 2
DCCED 38 19  12% 2 8 2 9 3
JEDC 70 18 12% 10 4 5 1
Total 155 61" 39% 15 21 3 25 12 3

Source: Grant documents.
" A grant may have more than one error.

As shown in Exhibit 7, auditors found a variety of errors when
reviewing the 155 grants. (See Recommendation 1) In some cases the
grant processor made an error when calculating the grant amount,
or auditors could not determine how an award was calculated based
on available evidence and no explanation could be provided. In
some cases an applicant requested payment for expenses that were
not allowable, such as property taxes and insurance, or expenses
were not incurred during the allowable timeframe. Further, auditors
found instances that expenses were claimed more than once or

* The sample includes several subsamples, both random and judgmental. The random
sample consisted of 50 grants and various judgmental samples consisted of 105 grants.
* Errors involved 22 grants from the random sample and 39 from the judgmental sample.
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were unsupported. Testing also found three applicants that received
duplicate grants due to processing errors and one business applicant
that inappropriately received a grant using receipts related to a
different business that did not have a license. Three additional
applicants were found to have been awarded grants when support
showed the applicant did not meet the minimum threshold of
$5,000. In total, unallowable grant payments were approximately
$1.2 million or 13 percent of the amount tested.

Of the 155 grants tested, 40 were for commercial fishermen that
became eligible August 6, 2020. Eligibility requirements were
unique for this industry and are listed in Exhibit 8. Of the 40 grants
tested, auditors found 11 (or 27 percent) improperly received grants.
Of the $1.2 million in unallowable grant payments summarized
above, ineligible grants related to commercial fishermen totaled
approximately $805,000.

Exhibit 8
|

Commercial Fisherman Eligibility Requirements

Commercial fishermen impacted by coronavirus disease 2019 (COVID-19) who held
and fished a limited entry permit or interim use permit issued by the Commercial Fish-
eries Entry Commission and meet the following criteria:

e Fishermen who held a limited entry permit or interim use permit in 2019 and 2020,
including an embossed gear card, and participated in an open fishery that produced
income in 2019.

e Exception: Cardholders who purchased a limited entry permit for the first time in
2020 must have been a crew member in 2019 that actively participated in an open
fishery in Alaska to be eligible.

e Exception: Cardholders who emergency transferred their permit in 2019, and are
actively fishing in 2020 are eligible.

e Exception: The temporary permit holders who held limited entry permit(s) by emer-
gency transfer are eligible.

e Fishermen who engage primarily in Alaskan fisheries.

e Fishermen whose primary business is commercial fishing.

e Fishermen with, on average, 50 or fewer full-time equivalent employees.

e Fishermen that received a total of $5,000 or less from U.S. SBA PPP or EIDL (this
requirement was later removed).

Source: DCCED CARES Act Small Business Relief Program requirements posted on DCCED’s
website.
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The errors included:

e One commercial fisherman did not meet eligibility requirements
because the applicant did not harvest fish as required.

e One commercial fisherman applied twice using the same receipts
and received two grants (auditors noted that the applications were
processed by different program operators).

e Nine commercial fishermen inappropriately received more than
one grant for harvesting fish.

Auditors found that it is common for commercial fishermen to form
partnerships or other types of business structures for the purpose of
harvesting fish. For several of the noted errors above, commercial
fishermen applied for a grant award under the eligibility criteria
in Exhibit 8 and applied for a separate grant as a business set up to
harvest fish. This practice conflicted with program requirements.
Per program guidance, “each commercial fisherman can only qualify
for one grant, regardless of the amount of permits they hold. Eligible
expenses from all fisheries a fisherman engages in will qualify with
a limit of $100,000”.

Interpretation of this guidance varied within DCCED management.
Auditors were told that commercial fishermen were only eligible for
one grant for harvesting fish, regardless of whether the fishermen
held multiple permits or organized as a commercial fish harvesting
business. However, auditors were also told by other members of
DCCED management that it was permissible to be awarded more
than one grant for harvesting fish.

¢ The errors do not involve business grants for processing or tendering, which are different
than harvesting, and would be permissible under program guidelines.
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Program design
increased risk of
unallowable grants and
post-payment controls
were ineffective.

The Alaska CARES Act Small Business Relief Program provided
economic relief by funding emergency related business expenses
referred to as “eligible expenses.” Eligible expenses were defined
as the specific expense a business had incurred at the time an
application was submitted, such as rent, payroll, and the purchase of
equipment, as well as expenses that would be incurred by a business
up to eight weeks after the application date to restaff or reopen. By
considering future expenses “eligible,” the program was designed
to advance funds to grantees to be expended in the future. Of
the 155 grants tested as part of this audit, 79 applicants (or 51
percent) requested funds for future expenses.

Although DCCED communicated to grantees that “Businesses
will be liable for any misuse of funds and the grants are subject
to audit,” there was no effective means of monitoring grant funds
paid in advance to ensure funds were used for eligible expenses.
Consequently, there was a risk that misuse of grant funds would
go undetected.

Another concern with program design was the potential for claiming
COVID-19 related expenses for multiple economic relief programs
(also referred to as double-dipping), thereby receiving financial
assistance in excess of related costs. There were multiple municipal
and federal programs offering economic assistance, including the
federal PPP. Since staff in charge of processing applications did
not have the ability to check an applicant’s participation in other
programs, there was no way to verify an applicant was not claiming
costs for more than one program. The audit identified individuals
associated with 83 of the 155 grants applications tested also received
PPP or EIDL funds. Twelve of the 83 grantees did not report
participation in the federal programs on the application. Further, 37
grants lacked documentation to demonstrate the expenses claimed
for a federal program were properly excluded from DCCED’s Small
Business Relief Program.

The main post-payment monitoring control was an independent
review of grantee support. AIDEA procured the services of an
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accounting firm to review accounting records and expense support
for a sample of 259 grantees (estimated to be 5 percent of total
grants) to ensure compliance with requirements. However, the
accounting firm was unable to accomplish its objective due to an
inadequate timeline and a lack of effective communication.

The accounting firm was provided a list of grantees on
November 28, 2020, and required to complete the audits by
December 24, 2020. The accounting firm contacted the grantees
and requested documentation be uploaded to a secure portal within
four to seven days. Many grantees were not cooperative and the
firm was unable to complete its review for 67 percent of the sample.
According to the firm, grantees did not participate in the audits for
a variety of reasons, including:

e the turnaround time was too quick;

e did not want to provide sensitive information to a third party and
felt it was a scam;

e had already provided the documentation to the State and refused
to provide it again; and

e did not understand the responsibility for documenting how funds
were spent.

The firm was restricted in its ability to follow up non-responses
because its contract with AIDEA required work to be completed
by December 24™ in order to comply with federal law that
required all program related activity/expenses to be incurred by
December 31, 2020. The federal deadline was extended by one year
on December 27, 2020, yet AIDEA’s agreement with the firm was
not amended to allow more time to gain assurance that grants were
awarded for allowable costs and activities.

Additionally, the audit noted that few investigations regarding
potential fraud and abuse were performed. As of March 2021, only
one grantee was subject to an investigation for potential fraud.
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AIDEA staff generally
followed procurement
regulations; however,
the procurement
process discouraged

AIDEA reported three grantees had returned a portion or all of
the grant funds and another grantee was in negotiations with the
department over a disputed amount.

When considered together, DCCED’s controls over monitoring the
allowability of grant awards were materially deficient. Given the
lack of controls and the results of testing 155 grants as part of the
audit, there is a high risk that a significant amount of unallowable
grant awards went undetected.

There were multiple procurements related to the Small Business
Relief Program, all of which were carried out by AIDEA. AIDEA
procured two program operators to process grant applications
and distribute funding. It also procured temporary personnel to
help the agency process grants. The procurement for the program
operators was considered a large procurement and the procurement

potential bidders for temporary personnel was considered a small procurement.

and did not meet AIDEA’s regulations, 3 AAC 100, define the rules for large and
. small procurements.

expectations.

The audit found AIDEA followed its regulations except for the

following deficiencies (see Recommendation 2):

e Six of the ten RFP addendums were not public noticed on Alaska’s
Online Public Notices website, including the solicitation for
the second program operator. AIDEA management stated that,
although notices were not posted on the Online Public Notices
website, notices were posted on AIDEA’s website and emails were
sent to a list of potential bidders.

e The program operator RFP required proof of insurance. The audit
found the proof of insurance notice was not signed for one program
operator and not obtained for the other.

e Adequate documentation was not maintained for the temporary
personnel procurements. Further, suspension and debarment
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clauses were not included in the terms and conditions of the
agreement and there was no evidence AIDEA staff verified the
vendor met the federal suspension and debarment requirements.
The request for quotation documents did not clearly state how the
vendor would be selected when more than one service and rate
was included in the quote and no written record was maintained
to show why the vendor was selected. Additionally, there was no
documentation to show all vendors that submitted a quote were
notified of the award.

The solicitation period for the program operator procurement
was reduced from the standard 21 days to seven days due to the
public health emergency and the cost evaluation factor was reduced
from 40 percent to 25 percent. Both of these actions were
accompanied by a written justification and in compliance with
the regulations. The initial RFP issued April 18, 2020, was for a
loan program and targeted financial institutions—it resulted in
one bidder. However, before an agreement was signed, it was
determined that the program could not take the form of a loan
program and was redesigned as a grant program. Rather than
terminate the procurement and resolicit with a new scope of services,
AIDEA worked with the financial institution, CU1, and came to an
agreement on administering a grant program. This action was done
in consultation with the Department of Law, which concluded the
services provided under a grant program were materially the same
as those described in the RFP.

The audit concluded that potential bidders for a loan program
were significantly different than potential bidders for a grant
program; however, as soon as CU1 began accepting applications, the
procurement was reopened and amended to continue soliciting for
another program operator. The second solicitation closed after nine
days and two bids were received; both bids were rejected by AIDEA.
The rejection letters referred to regulation 100.180(3), which states
“the solicitation did not provide for consideration of all factors of
significance to the authority” This action was taken in response
to Department of Law guidance. Additional amendments were

ALASKA STATE LEGISLATURE, DIVISION OF LEGISLATIVE AUDIT 28 ALASKA CARES ACT SMALL BUSINESS RELIEF PROGRAM
ACN 08-30103-22



No evidence of a
conflict of interest was
identified regarding
grant awards made

to AIDEA employees,
board members,
DCCED employees,

or program operator
employees.

then issued that extended the due date, changed evaluation factors,
changed terms of the RFP, and provided for pre-bid meetings to
discuss changes. In total, 10 amendments were issued which had
the effect of discouraging interest in the procurement. The two
vendors that bid in mid-June did not rebid once the procurement
was extended.

At the program’s onset, DCCED expected to hire a program operator
to disburse $150 million a month, which would result in distributing
all funding within two months. This expectation was not met. In
actuality, it took three and a half months to finish procurement
and much longer to process the applications and distribute funding.
Some of the procurement shortcomings, such as program design,
were within AIDEA and DCCED’s control, while others, such
as court delays, were not. More detail regarding procurement is
included in the Background Information section of this report.

An objective of the audit was to determine whether the award
of Small Business Relief grants to members of State boards and
commissions and other individuals created conflicts of interest. The
audit defined “conflict of interests” as a situation in which a person
personally benefits from actions or decisions made in carrying out
official duties. The laws designed to prevent conflicts of interest
are codified in the Alaska Executive Branch Ethics Act (AS 39.52).

Per AS 39.52.150(a),

A public officer, or an immediate family member, may
not attempt to acquire, receive, apply for, be a party to,
or have a personal or financial interest in a state grant,
contract, lease, or loan if the public officer may take or
withhold official action that affects the award, execution,
or administration of the state grant, contract, lease, or
loan.

Further, AS 30.52.150(b) states
The [above] prohibition does not apply to a state grant,
contract, or lease competitively solicited unless the officer
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(1) is employed by the administrative unit awarding
the grant, contract, or lease or is employed by the
administrative unit for which the grant, contract, or
lease is let; or

(2) takes official action with respect to the award,
execution, or administration of the grant, contract, or
lease.

Additionally, AS 39.52.110(b) states there is no ethical impropriety
if a public officer’s personal or financial interest in a matter is
insignificant, or of a type that is possessed generally by the public
or large class of persons to which the public officer belongs, or if
the public officer’s action or influence would have insignificant or
conjectural effect on the matter.

DCCED management worked with Department of Law staff to
determine whether State public officers and employees, including
AIDEA board members, could apply for the Small Business Relief
Program grants without violating the Ethics Act. The Department
of Law advised that public officers may apply without violating
the Ethics Act as long as safeguards were in place. As a safeguard,
State employees and State board members applying for grants
were required to complete ethics disclosure forms, including
disclosures related to family members. Further, to prevent undue
influence, grant applications for those individuals were required
to be processed by a program operator outside the “work” agency.
For example, grant applications for an AIDEA employee or board
member were required to be processed by either CU1 or JEDC.

The audit identified 11 AIDEA employees, DCCED employees,’ or
AIDEA board members filed forms to disclose a person or family
member applied for a Small Business Relief grant. Nine received
grants for 11 businesses. Auditors determined the applicants met
eligibility requirements and the applications were processed by a
program operator outside the work agency. Thirteen grants were

7 Employees that were involved in the Small Business Relief Program.
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awarded to CU1 or JEDC employees and auditors verified the grants
were processed by a program operator outside the respective work
agencies.
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FINDINGS AND

RECOMMENDATIONS

Recommendation No. 1:

Department

of Commerce,
Community,

and Economic
Development’s
(DCCED)
commissioner should
work toward recovering
the unallowable grant
payments identified in
this audit.

As part of the audit, auditors found $1.2 million of unallowable
grant awards due to inadequate supporting documentation and a
variety of errors. In some cases the grant processor miscalculated
the grant amount or auditors could not determine how an award
was calculated based on available evidence and no explanation
could be provided. In some cases an applicant requested payment
for expenses that were not allowable, such as property taxes and
insurance, or expenses that were not incurred during the allowable
timeframe. Further, auditors found instances that expenses were
claimed more than once or were unsupported. The audit also
identified several instances where commercial fishermen received
more than one grant for harvesting fish.

Per U.S. Treasury guidance for the Coronavirus Aid, Relief, and
Economic Security (CARES) Relief Fund Program published in
Federal Register, Volume 86, Number 10, dated January 15, 2021,
the CARES Act provides, in part, that payments from the Fund
may only be used to cover costs that are necessary expenditures
incurred due to the public health emergency response to coronavirus
disease 2019 (COVID-19) and were incurred during the period that
begins on March 1, 2020, and ends on December 31, 2021.

The errors were the result of a complex application process and
the manual evaluation and calculation of allowable expenditures.
Changing eligibility requirements, the lack of a review process,
and pressures to get payments out quickly also increased the risk
of processing errors. The amounts awarded in error reduced the
monies available for other eligible applicants.

We recommend DCCED’s commissioner take steps to recover
Alaska CARES Act Small Business Relief Program funds that were
awarded for ineligible expenses or ineligible applicants as identified
by the audit. The DCCED commissioner should also consult with
the federal oversight agency regarding return of funds expended
for unallowable grants.
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Recommendation No. 2:

Alaska Industrial
Development and
Export Authority’s
(AIDEA) executive
director should
ensure the chief
procurement officer
follows procurement
procedures

and adequate
documentation is
maintained.

ALASKA STATE LEGISLATURE, DIVISION OF LEGISLATIVE AUDIT

The audit identified that AIDEA’s Small Business Relief Program
procurement processes were deficient due to the following:

e Six of the 10 addendums for the program operator request for
proposal (RFP) were not public noticed on Alaska’s Online Public
Notices website.

e Proof of insurance was not consistently required for the program
operators.

e Suspension and debarment clauses were not included in the terms
and conditions of the temporary personnel contract agreement
and there was no evidence the vendor was checked for the federal
suspension and debarment requirements.

e The request for quotation documents for the temporary personnel
vendor did not clearly state how the vendor would be selected when
more than one service and rate was included in the quote and no
written record was maintained to show why the vendor was selected.

e No documentation was maintained to show the temporary
personnel vendors were notified of the award.

Although AIDEA had established procurement procedures to
effectively guide the procurement process, according to AIDEA
management the procedures were not followed due to the
challenging work environment created by the COVID-19 pandemic,
which necessitated a combination of virtual and on-site work to
meet enacted State protocols and safety precautions. Auditors also
noted that procurement checklists designed to ensure compliance
with procurement laws were not utilized.

Per the State procurement code, AIDEA is to follow its procurement
regulations that are codified in 3 AAC 100. AIDEA’s regulations
address large and small procurements and include requirements
for public notices and award documentation. The RFP terms
and conditions also list additional requirements, such as proof
of insurance. Federal awards are subject to the suspension and
debarment federal regulations, 2 CFR Part 180.
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State procurement laws are designed to provide a fair, competitive,
and open procurement process. By not complying with these laws,
the State may not have benefited from the lowest rates that result
from a competitive bidding process. Additionally, not following
procedures may lead to preferential treatment or bias.

We recommend AIDEA’s executive director ensure the chief
procurement officer follows procurement procedures, including
completing procurement checklists, and that adequate
documentation is maintained.
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OBJECTIVES,
SCOPE, AND
METHODOLOGY

Objectives

Scope

Methodology

In accordance with Title 24 of the Alaska Statutes and a special
request by the Legislative Budget and Audit Committee, we have
conducted a performance audit of the Department of Commerce,
Community, and Economic Development (DCCED), Alaska
Coronavirus Aid, Relief, and Economic Security (CARES) Act Small
Business Relief Program.

The objectives were to:

e Determine whether eligible businesses were fairly treated.

e Determine whether the process for procuring program operators
complied with procurement laws.

e Evaluate whether grants awarded to members of State boards and
commissions and other individuals created conflicts of interest.

e Provide alisting of Small Business Relief Program grants by business
name, location, and disbursed amount.

The audit examined the Alaska CARES Act Small Business Relief
Program from March 2020 through February 2022. The audit
evaluated the Alaska Industrial Development and Export Authority’s
(AIDEA) process for procuring program operators and temporary
personnel from April 2020 through December 2020. The audit
reported grant totals and program expenditures from June 1, 2020,
through August 30, 2021.

To address the objectives, auditors:
e Gained an understanding of the eligibility and processing

requirements for the Alaska CARES Small Business Relief Program
by reviewing the following documents:
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¢ U.S. Treasury guidance for the CARES Relief Fund
Program published in Federal Register, Volume 86,
Number 10, dated January 15, 2021.

¢ Alaska House Bill 313, May 2020; House Finance
Committee meeting minutes, June 2020; and House Labor
and Commerce Committee meeting minutes, July 2020.

¢ Legislative Budget and Audit Committee meeting
minutes from May 2020 through December 2020 and
revised program legislative documents.

¢ Informational Sheets and Checklists posted on the
DCCED website from May 2020 through December 2020.
¢ DCCED Reimbursable Service Agreement with
AIDEA and Amendments.

¢ Program Operator Agreements and Amendments.

¢+ DCCED Commissioner Updated Processing
Guidelines for the Alaska CARES Grant Program Memo
dated July 23, 2020.

e Conducted interviews and email inquiries with the staff and
management of DCCED, AIDEA, Credit Union 1 (CU1) and
Juneau Economic Development Council and obtained various
documents to gain an understanding and evaluate the procedures
for determining eligibility, processing applications, and distributing
grant funds.

e Reviewed AIDEAS statutes, regulations, 2020 annual report, and
various other documents to gain an understanding of the agency.

e Reviewed AIDEA’s board meeting minutes from April 2020 through
December 2020 to identify relevant information pertaining to the
Small Business Relief Program.

e Reviewed Alaska statutes and regulations (AS 36.30 and
3 AAC 100) to gain an understanding of the procurement laws.
Examined AIDEA’s procurement documents and contracts to
determine compliance with procurement laws. Reviewed the
State’s Online Public Notices System to verify AIDEA requests for
proposal and related addendums were public noticed in compliance
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with procurement laws. Conducted interviews with AIDEA
procurement staff and management to gain an understanding
of the procedures and decisions made when procuring program
operators and temporary personnel; also inquired with rejected
bidders regarding the procurement process.

e Reviewed Alaska Executive Branch Ethics Act (AS 39.52), obtained
and evaluated Department of Law correspondence, examined
ethics disclosure documents, and identified related grants to assess
whether grants to members of State boards and commissions and
other individuals created conflicts of interest. The audit defined a
“conflict of interests” as a situation in which a person personally
benefits from actions or decisions made in carrying out official
duties.

e Reviewed articles to identify potential issues pertaining to the Small
Business Relief Program.

e As part of planning the audit, inquired with the Office of the
Ombudsman, Department of Administration (DOA) Division of
Personnel and Labor Relations, United States Equal Employment
Opportunity Commission, and the Alaska State Commission for
Human Rights to determine if any complaints were filed regarding
the Small Business Relief Program.

e Obtained Small Business Relief Program grant data from AIDEA
and CU1 to sort, analyze, and evaluate the data and to determine
the universe of grants for compliance testing. Also interviewed
AIDEA’s information technology staff to gain an understanding of
the website portal and the database processes.

e Selected and tested several samples, both random and judgmental,
from the 5,754 disbursed grants. The non-statistical random sample
consisted of 50 grant disbursements and various judgmental
samples consisted of 105 grants. Sample sizes were based on
auditors’ judgment and low audit risk. Judgmental selections
were based on auditor data analysis, assessment, and judgment.
Grants were examined for compliance with eligibility requirements
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and evaluated to determine if the grants were allowable, which
included reviewing grant related expense records and recalculating
grant amounts. Testing included reviewing DCCED business and
licensing databases to verify reported applicant information and
the Commercial Fisheries Entry Commission database to confirm
commercial fishing permit grant eligibility requirements for
commercial fisherman applicants. Testing also evaluated the grant
database completeness and reliability of various data fields. Testing
results were not projected to the population.

e Inquired with State of Alaska Department of Fish and Game
and Pacific State Marine Fisheries Commission staff to gain
an understanding of other potential CARES Act funding for
commercial fishermen.

e Inquired with employees from the states of Washington, Oregon,
California, Montana, and Idaho about their small business assistance
grant programs and verified if any Alaska commercial fishermen
grantees with addressees in Washington, Oregon, and Montana
also applied and received CARES grants from the respective states.
Auditors note California was not able to share the data at a state
level and Idaho did not respond to the auditor’s inquiry.

e The State’s accounting system was used to tie the grant disbursed
total to the grant database total, and to reconcile the total funding
allocated for the Small Business Relief Program to supporting
documents to identify and determine uses of the funds.

e Evaluated AIDEA’s agreed-upon procedure reports from outside
accounting firms to assess the post-payment work performed.

e Obtained signed acknowledgment letters for select DOA,
DCCED, and AIDEA employees, related to their knowledge and
representations.

e Inquired with DCCED, AIDEA, and Department of Law staff
to determine complaints/cases related to grantees that may have
received funds inappropriately or illegally.
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Internal controls over procurement of program operators and
temporary personnel were assessed to determine if the controls
were properly designed and implemented.

Limitations of Grant As part of the random sample of 50 grants, auditors tested various

Data grant database fields to assess reliability of data. There was a 32
percent error rate regarding industry type when comparing the
grant database to the applicant’s business license or organization
documents. Most of the errors were related to selecting the “Other”
category, rather than the more specific industry type category.
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APPENDICES
SUMMARY

Appendix A summarizes the Alaska Coronavirus Aid, Relief, and
Economic Security (CARES) Act Small Business Relief Program
eligibility criteria and revisions. Acronyms are defined on page iv.

Appendix B summarizes Alaska CARES Act Small Business Relief
Program grants disbursed by industry. The audit determined that
industry codes within the Alaska Industrial Development and
Export Authority’s (AIDEA) database were not always accurate.
Testing a random sample of grants identified a 32 percent error
rate with the industry code. Most of the errors involved selecting
the general “other” category when a more specific industry was
appropriate.

Appendix C provides a list of Alaska CARES Act Small Business
Relief Program grants by business name. The source of the data is
AIDEA’s Small Business Relief grant database. The Business Physical
Location and Industry fields were adjusted by auditors to remove

formatting inconsistencies. No changes were made to the other
fields.
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APPENDIX A

Alaska CARES Act Small Business Relief Program

Eligibility Criteria and Revisions

Date and Source Eligibility Requirements and Revisions
RPL 08-2020-0251 Any small business licensed to do business in the state meeting the following
Approved May 11, 2020 criteria:
e Applicant was an eligible business when the public health disaster
House Bill 313 passed and signed emergency declaration was issued by the governor on March 11, 2020.
by governor ratified the RPL May | e Businesses with 50 full-time equivalent employees or less as of
21,2020 March 11, 2020.

e Applicant was excluded or did not qualify for, or was otherwise unable to ob-
tain funding from, SBA PPP, SBA EIDL, or other federal funding programs
under the CARES Act.

Applicants are the eligible, licensed Alaska businesses affected by the
COVID-19 health emergency. Each applicant may only make one application
for funding. Alaska businesses having common ownership or member
interests are not limited to apply or capped in aggregate funding due to that
common ownership or member interest. Funding is based upon the actual
expenses incurred by the business due to the crisis, subject to the maximum funding
amount per business applicant.

Businesses that are not eligible applicants include:
e Marijuana related businesses (due to program operator institutional restric-
tions);
Secondary income sources;
Out-of-state businesses;
Businesses with more than 50 full-time equivalent employees;
Businesses that have received funding or have an approved application for
SBA’s PPP or EIDL loan program; and
e Businesses that have filed for bankruptcy.

Eligible Expenses

Subject to Section 601(d) of the Social Security Act outlined in the Guid-
ance, funding may be used by the applicant to meet the following COVID-19
emergency related expenses (eligible expenses) paid by the applicant business or
held in arrears:

e Payroll costs and expenses;

e Payment of any short term (less than 24 months) or credit card debt incurred
by the applicant to support the applicant’s business during the emergency;
Rent or mortgage payments (unless otherwise waived by lessor/lender);
Utilities payments;

Purchase of personal protective equipment required by the business;
Business related equipment; and

Expenses incurred to replenish inventory or other necessary reopening ex-
penses.
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APPENDIX A
(Continued)

Alaska CARES Act Small Business Relief Program

Eligibility Criteria and Revisions

Date and Source Eligibility Requirements and Revisions

Applicant Funding
Grant funding: $5,000 up to a maximum of $100,000 per applicant business.
Subject to the cap of $100,000 per applicant, the maximum amount of funding a
business can apply for is based upon the following calculation:
e Eligible expenses from the State’s date of declaration of emergency
(March 11, 2020) to the application date.
e Eligible expenses to be incurred over the next eight weeks by the business
to restaff/reopen (subject to review and limits based on prior year’s expenses
during the same period).

The total amount of eligible expenses that cannot be verified or funded by
controlled disbursement (i.e. funded directly to applicant) will not exceed 25% of
the total amount.

Informational sheet and checklist | Who can apply:
posted on DCCED’s website e Business was licensed and established when the public health disaster emer-
May 27, 2020 gency declaration was issued by the governor on March 11, 2020;
e Business has, on average, 50 or fewer full-time equivalent employees; and
e Business was excluded, did not qualify, or was otherwise unable to obtain
funding from U.S. SBA PPP, the SBA EIDL, or other federal funding pro-
grams under the CARES Act.
e 501(c)(3) and 501(c)(19) nonprofits, requirements included:
o Current or 2018 IRS Form 990 on file with IRS.
o IRS letter of determination of nonprofit status for more than one year.
o Directed by a voluntary board of directors or local advisory board whose
majority of members are residents of Alaska.
o Have provided in-state aid or service during the calendar year preceding
the date of the application.

Not eligible:

e  Marijuana related businesses;

e Businesses that are a secondary income source or part-time endeavor;

e  QOut-of-state businesses;

e Businesses that have secured funding from SBA’s PPP, EIDL, or other federal
funding program under the CARES Act;

Businesses with more than 50 full-time equivalent employees (on average);
e Businesses which have filed for bankruptcy; and

e Businesses which do not otherwise meet the eligibility criteria.

Grant proceeds are to be used for COVID-19 emergency related expenses
(eligible expenses) incurred, previously paid or currently unpaid by the applicant
business or held in arrears.
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APPENDIX A
(Continued)

Alaska CARES Act Small Business Relief Program

Eligibility Criteria and Revisions

Date and Source Eligibility Requirements and Revisions

$5,000—$100,000 minimum and maximum grant amounts.

Subsidiaries of a business which do not have individual business licenses are not
eligible for separate grants. Only one grant application per business license is
eligible.

Eligible expenses incurred by the applicant business from March 11, 2020,
through the application date, plus eligible expenses to be incurred by the applicant
business over the eight weeks after the application date to restaff/reopen (subject
to review and limits based on the prior year’s expenses during the same period).

Eligible expenses include:

Payroll costs and expenses;

Payment of any short term (less than 24 months) or credit card debt incurred
by the applicant to support the applicant’s business during the emergency;
Rent or mortgage payments (unless otherwise waived by lessor/lender);
Utilities payments;

Purchase of personal protective equipment required by the business;
Business related equipment; and

Expenses incurred to replenish inventory or other necessary reopening
expenses.

Informational sheet and checklist | Same guidance as May 27, 2020.

posted on DCCED’s website Includes website links to instructional videos from CU1:
June 9, 2020 e  Grant Application Checklist

Application Tutorial

Schedule of Expenses Explanation

Uploading the Application Package

Informational sheet and checklist | Announcement of upcoming changes to the eligibility criteria. The changes will
posted on DCCED’s website be announced and posted in the coming days.
June 23, 2020

Informational sheet and checklist | Announcement of AIDEA’s online application portal goes into effect
posted on DCCED’s website July | August 6, 2020, at which point CU1 will no longer accept applications.

31,2020 Expanded eligibility criteria:
e 501(c)(6) nonprofit organizations (business associations, such as chamber
Expanded eligibility criteria of commerce).

effective date of August 6, 2020 e Businesses that received $5,000 or less in PPP or EIDL funding.
e Alaska commercial fishermen that actively fished limited entry or interim
entry permits in 2019 or 2020.
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APPENDIX A
(Continued)

Alaska CARES Act Small Business Relief Program

Eligibility Criteria and Revisions

Date and Source

Eligibility Requirements and Revisions
Added language:
e  Funds cannot be used to directly employ, retain, or contract with a lobbyist
or for activities related to lobbying

Expanded examples of eligible expenses.

Informational sheet and check-
list posted on DCCED’s website
August 3, 2020

Expanded FAQ.

Informational sheet and check-
list posted on DCCED’s website
August 4, 2020

Change in PPP or EIDL funding restrictions.

Businesses that received money from another COVID-19 funding program are
eligible to apply. However, businesses cannot receive reimbursement or funding
for expenses that already have been reimbursed or funded through another pro-
gram (i.e. no double-dipping).

Informational sheet and check-
list posted on DCCED’s website
August 5, 2020

Further clarification on PPP or EIDL funding restrictions.

Businesses receiving a total of $5,000 or less from PPP or EIDL can apply.
Revised FAQ regarding PPP or EIDL.

CUl instructional videos no longer listed.

Informational sheet and check-
list posted on DCCED’s website
August 21, 2020

Announcement that businesses receiving more than $5,000 in PPP or EIDL will be
eligible along with secondary income businesses.

FAQ includes SBA instructional video link.

Changed “business involved in an active bankruptcy not eligible” from “business
which has filed for bankruptcy”.

Expanded FAQ and examples.

RPL 08-2020-0184
August 27, 2020

The RPL enables DCCED to fully administer the federal CARES Act funds to
assist Alaska small businesses.
e Removed restrictions for secondary income sources.
e Businesses that have received funding or have an approved application for
SBA’s PPP or EIDL loan program allowed to apply.

Informational sheet and check-
list posted on DCCED’s website
August 27, 2020

Effective August 31, 2020

Acresult of the RPL, businesses receiving any amount of PPP or EIDL funding and
businesses that are secondary sources of income are now eligible.

FAQ and examples updated.

Informational sheet and check-
list posted on DCCED’s website
September 2, 2020

Announcement that more funds have been requested than available. Businesses
can still apply, but high likelihood applications will not be funded. DCCED pro-
vided a link to other funding programs that may be available.
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APPENDIX A
(Continued)

Alaska CARES Act Small Business Relief Program

Eligibility Criteria and Revisions

Date and Source Eligibility Requirements and Revisions
Informational sheet and check- Announcement that applications will be accepted through September 15, 2020.
list posted on DCCED’s website | However, more funds have been requested than available. If grants funds are
September 14, 2020 available after all applications received prior have been processed, the online
application portal will be reopened.
Informational sheet and check- Announcement that the application portal is closed.

list posted on DCCED’s website
September 16, 2020

Informational sheet and check- FAQ updated to include information about reconsideration and appeal of denied
list posted on DCCED’s website | expenditures or grants, grantees retaining documentation for audit, and a require-
October 9, 2020 ment to spend grants funds for future expenses by end of year.

Informational sheet and check- Announcement that AIDEA’s contractor is conducting program compliance audit

list posted on DCCED’s website | of the program. Request for full cooperation of grantees of the auditing process.
December 7, 2020
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APPENDIX B

Alaska CARES Act Small Business Relief Program

Total Grants by Industry”

Commercial Fishing

Accommodation and Food Services

Other (Except Public Administration)
Retail Trade

Arts, Entertainment, and Recreation
Health Care and Social Assistance
Professional, Scientific, and Technical Services
Real Estate, Rental, and Leasing
Transportation and Warehousing
Wholesale Trade

Education Services

Agriculture, Forestry, Fishing, and Hunting

Construction

Administrative and Support, and Waste Management and Remediation Services

Manufacturing
Finance and Insurance
Management of Companies and Enterprises
Information
Mining
Public Administration
Utilities
Total

$ 78,910,795
34,616,878
33,665,822
27,979,574
19,237,843
17,167,949
13,801,063
13,305,703
12,299,428

6,179,241
5,666,368
5,428,982
5,235,469
2,799,328
1,774,408
1,354,269
1,102,762
809,328
443,424
148,636
83,864
$282,011,134

Source: AIDEA Small Business Relief grant database.

* The audit determined the use of the industry codes within AIDEA’s database was not always accurate and may not

tie to the applicant’s business license or organization documents.
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Agency Response from the Department of Commerce,
Community, and Economic Development

Department of Commerce, Community,
THE STATE :
and Economic Development

of
OFFICE OF THE COMMISSIONER

Anchorage Office

GOVERNOR MIKE DUNLEAVY

550 West Seventh Avenue, Suite 1535
Anchorage, Alaska 99501

RECEIVED P 907 2658135
August 5, 2022 AUG 05 2022
Keis Curts, CPA, CISA LEGISLATIVE AUDIT

Division of Legislative Audit
PO Box 113300
Juneau, AK 99811

RE: Confidential preliminary audit report on the Department of Commerce, Community and
Economic Development (DCCED), Alaska Coronavirus Aid, Relief, and Economic Security Act,
Small Business Relief Program, May 9, 2022

Dear Ms. Curtis,

Thank you for the opportunity to comment on the confidential preliminary audit report regarding
the Alaska Coronavirus Aid, Relief, and Economic Security (CARES) Act Small Business Relief
Program. The department concurs with the conclusions identified in the report and provides the
following responses to the recommendations indicated below:

Recommendation 1:
DCCED'’s commissioner should work toward recovering the unallowable grant payments
identified in this audit.

DCCED has been in contact with the Department of Law about the legality of recovering these
funds and has requested an opinion on how DCCED should proceed. The department will follow
any advice and suggestions provided by the Department of Law on this matter.
Recommendation 2:

AIDEA’s executive director and chief procurement officer should follow procurement procedures
and ensure documentation is maintained.

DCCED will defer to AIDEA for any responsive comments on this item.

Again, thank you for the opportunity to provide input on this matter. Should you have any
questions about the contents of this letter, please do not hesitate to contact me.

Sincerely,

Julie Sande
Commissioner
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Agency Response from the Alaska Industrial Development
and Export Authority

ZIDEN

Alaska Industrial Development
and Export Authority

RECEIVED
August 3, 2022 AUG 03 2022
LEGISLATIVE AUDIT

Ms. Kris Curtis, CPA, CISA
Legislative Auditor

Alaska Division of Legislative Audit
PO Box 113300

Juneau, Alaska 99811-3300

Subject: DCCED AK CARES Small Business Relief Program, AIDEA Confidential
Preliminary Audit Response

Dear Ms. Curtis:

Thank you for the opportunity to respond to your letter dated July 14, 2022 with enclosed report
dated May 9, 2022 regarding the Department of Commerce, Community, and Economic
Development (DCCED), Alaska Coronavirus Aid, Relief, and Economic Security (CARES) Act
Small Business Relief Program.

As requested, our response focuses on the Report Conclusions as well as the Findings and
Recommendations as they specifically relate to the Alaska Industrial Development and Export
Authority (AIDEA).

Report Conclusions:

The FY21 Preliminary Audit Report states “the audit concluded that the Small Business Relief
Program disbursed approximately $282 million of CARES Act funds through the issuance of 5,754
grants; however, the distribution rate of grant funds fell far short of expectations. The State
expected to distribute $150 million per month, yet only $18 million was distributed by the end of
the program's second month. Despite a federal extension to December 2021, authorization for the
program lapsed at the end of June 30, 2021, at which point $823,000 of funds were still available
and 669 grant applications were unprocessed.

The program's initial eligibility criteria was widely criticized as being too restrictive. Pressure to
reach a larger number of Alaskan businesses and fully utilize available funding led DCCED's
commissioner to expand eligibility multiple times. The most significant modifications expanded
eligibility to include commercial fishermen, allowed applicants to apply for both the Small
Business Relief Program and federal CARES Act loan programs, and opened the program to
businesses that served as secondary sources of income.

aidea.org

813 West Northern Lights Boulevard Anchorage, Alaska 99503 T 907.771.3000 Toll Free (Alaska Only) 888.300.8534 F 907.771.3044
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The audit found the grant application processing time was much slower than expected, partly due
to the program design and partly due to the rate applications were deemed incomplete or
inaccurate. Several program requirements were inconsistently considered and/ or enforced by
program operators. Some of the inconsistencies were the result of DCCED commissioner
directives designed to speed up the approval process, some were the result of appeal decisions that
were not applied to all applicants, while others were rooted in different interpretations by operators
or between staff of the same operator.”

Response:

As with the unprecedented nature of the economic crisis impacting Alaska due to the COVID-19
global health emergency, the creation and implementation of the AK CARES Small Business
Relief Program represented an unprecedented call to-action by the Office of the Governor and the
Legislature for our small businesses. In light of the concerns on availability of federal funding
programs to address the complex, seasonally impacted, funding needs of Alaska’s small
businesses, this new program required an unprecedented level of coordination and overall was
administered with a reasonable standard of care, as expeditiously as possible within the six-month
period through December 2020.

It is important to define the context in which this program was developed and implemented,
specifically in relation to the release of federal program guidelines, like the Paycheck Protection
Program (PPP), as well numerous updates to the funding source guidelines through the Cares Act.
Many of the decisions and processes that were implemented during the course of the program were
responsive to progressive clarifications being provided on the federal programs and funding source
as all parties dealt with the continued impacts of the health emergency — including AIDEA,
DCCED, the program operators and, most importantly, the grant applicants.

With this in mind, we provide the following comments to the timeline, the collective call to-action,
leading to establishment of the AK CARES Program:

e March 11, 2020: Governor Dunleavy declares a Public Health Disaster Emergency under

AS 26.23.020;

March 13, 2020: Federal Emergency Declaration issued by President Trump;

March 20, 2020: AIDEA staff initiates program development and regulations for the
Emergency Loan and Guaranty Program (EL&GP);

e March 27, 2020: Congress passes the federal act known as the Coronavirus Aid, Relief,
and Economic Security Act (CARES Act) which included allocations for state funding
($1.25 billion to Alaska), as well as SBA’s Paycheck Protection Program (PPP) and other
emergency programs;

March 29, 2020: Alaska Legislature recessed;

April 8, 2020: Governor Dunleavy issues a Disaster Order under AS 26.23.020(g)(2) for
AIDEA to use available resources as necessary to address the financial hardship to
Alaska’s small businesses;

e April 9, 2020: AIDEA Board approves Resolution G20-13 establishing the EL&GP and
adopts emergency regulations 3 AAC 104.010-3 AAC 104.900;

e April 15,2020: SBA issues Interim Final Rule for applications under the PPP through June
30, 2020 (i.e. First Round);
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e April 18, 2020: AIDEA RFP #20067 submitted to SOA Online Public Notice and

AIDEA’s Procurement websites;

April 16, 2020: SBA PPP funding is fully committed;

April 22, 2020: US Treasury issues initial guidance on CARES Act;

May 4,2020: US Treasury issues initial Frequently Asked Questions document on CARES
Act;

e  May 6, 2020: Notice of Intent to Award under RFP #20067 issued to Credit Union 1 as a
Program Operator;

e May 11, 2020: RPL #08-2020-0251 is submitted and approved by LB&A Committee for
allocation of $290 million of $1.25 billion state receipts (Coronavirus Relief Fund (CRF))
under the CARES Act to DCCED for Alaska small business relief (AK CARES program);

e May 20, 2020: AIDEA Board approves Resolution G20-18 in support of the AK CARES
program.

The AK CARES Small Business Relief Program (“AK CARES™) was envisioned as a loan and
guaranty program which would bridge the gap for Alaska’s small businesses in obtaining funding
under SBA’s PPP and emergency programs to help save small Alaskan businesses, many of which
were at imminent risk of insolvency. This quickly changed when the SBA PPP program fully
committed its initial funding on April 16, 2020. There were significant concerns by all stakeholders
that many of Alaska’s small businesses would not have access to the federal emergency programs
in addition to concerns that those programs did not go far enough in meeting the needs of Alaska’s
small businesses. The SBA’s PPP was focused on reimbursing personnel expenses which was
viewed to benefit larger companies able to retain a year-round workforce. Meanwhile, the small
businesses within Alaska’s communities were predominately seasonal operations, building up
inventories or mobilizing and now impacted by a complete decline of cruise-ship traffic or demand
for their services at the onset of the health crisis.

Program governance was maintained through a Memorandum of Agreement (MOA) executed
between DCCED and AIDEA, incorporating the program’s Operating Procedures which were also
attached to the contracts with the program operators. The RPL recognized that the program had
been revised based on recently released federal guidance (the “Guidance™) which itself was subject
to future changes (and was many times). The eligibility requirements were amended from time to
time by DCCED based upon on-going changes or clarifications in the Guidance from the federal
government and through consultations with important stakeholders. The amendments expanded
the availability of CRF funds to assist more of Alaska’s small businesses as more information
became known on the access and funding from the federal programs.

We acknowledge that the processing rate for applications was slower than originally anticipated
within the Revised Program-Legislative (RPL). As with Alaska's small businesses, no two grant
application packages were the same. It was a new program and new procedures for every applicant.
Additionally, these applicant businesses were impacted on several levels by the COVID-19 health
emergency at the time of application and through processing. In order to maintain a reasonable
standard of care and increase the distribution rate during this unprecedented impact to Alaska's
economy, processing staff were empowered and expected to utilize their professional judgement
in processing grant applications. This was implemented through the addition of the Juneau
Economic Development Council as a program operator, DCCED staff, and temporary personnel
hired by AIDEA to the Credit Union 1 staff already under agreement as program operator. The
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processing rate was significantly enhanced with the implementation of AIDEA’s on-line
application portal for the program. Overall, we do believe that the grant applications were
processed as expeditiously as possible given the impacts of the health emergency and the
complexity of the program guidelines.

In regard to the extended procurement timeline of three and a half months (pg. 3), AIDEA
acknowledges that securing program operators over the full-course of the program took time, as
AIDEA worked with legal counsel to build consensus among governmental stakeholders amidst
quickly shifting program requirements. The procurement was further protracted by challenges
including requested delays as further changes were being announced, receipt of multiple non-
confirming responses that contained conditions precedent in contravention of the RPL, as well as
complaints filed in Superior Court. The overall circumstances were unprecedented and create a
unique event in which our staff sought to advance the procurement as proactively as possible.

We appreciate the report’s conclusion that AIDEA generally followed its procurement regulations.
We recognize and concur with the report’s observations that the procurement process was not
optimal. Numerous amendments were required over the course of the extended procurement as
changes were implemented in the program guidelines. It was important to AIDEA that the potential
bidders had full information as it was available.

However, AIDEA disagrees with the report’s conclusion that the procurement process discouraged
potential bidders. Our observation is that the factors cited in the report were not the principal
reason(s) discouraging interest in the procurement. At the time, financial institution interest was
significantly diminished due to the following factors:

1. SBA’s PPP was continuing in phases,
Operational capacity was already significantly limited at the financial institutions
participating in the federal programs, and

3. The federal programs had established compensation expectations that were significantly
higher than those of AK CARES.

Report Recommendations:

AIDEA agrees with Recommendation 2:

“AIDEA s executive director and chief procurement officer should follow procurement procedures
and ensure documentation is maintained.”

AIDEA had a distinct need for external resources met through a combination of permanent internal
staff as well as temporary contracted staff utilized to carry out the mission. Like thousands of
businesses across the state, the AIDEA work environment was not immune to the COVID-19
pandemic. However rather than a decrease in activity, AIDEA experienced a substantial workload
increase directly associated with administering the DCCED-directed small business grant
program. To maintain operations, AIDEA necessitated a combination of virtual and on-site work
to meet safety precautions. Procurement staff were among those working off site in a telework
environment.
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While the AK CARES procurement represents a unique occurrence, we recognize the areas of
improvement outlined in your letter. Please know that, subsequent to the end of the AK CARES
program in December 2020, AIDEA has restructured its procurement staff which previously
served as a shared service between the Alaska Energy Authority and AIDEA. AIDEA procurement
staff'is now specifically focused on compliance with AIDEA procurement regulations with a Chief
Procurement Officer reporting directly to AIDEA’s Executive Director. This report and its
recommendation has been reviewed with AIDEA’s procurement staff and procedures have been
defined to maintain adequate documentation on procurements.

Closing Remarks:

AIDEA is pleased that the review confirmed AIDEA generally followed procurement regulations,
that there was no evidence of a conflict of interest regarding grant awards and that eligible
businesses were treated fairly and equitably.

In closing, AIDEA is proud to have played a vital role in administering the AK CARES program
with DCCED to distribute substantial and essential benefits to Alaska’s small businesses. We are
fortunate to be able to look back on the events of 2020 to see that the majority of Alaska’s small
businesses survived the unprecedented economic impact of the COVID-19 pandemic. Through the
authorization of the RPL by the LB&A Committee, the state collectively was able to disburse $282
million to 5,754 Alaska small businesses in need in an inordinately compressed period of time
amidst an ever-changing landscape.

Sincerely,

Alan Weitznér
Executive Director

S

cc: Chairman J. Dana Pruhs
AIDEA Board Members
Dona Keppers, Chief Financial Officer
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Legislative Auditor’s Additional Comments

ALASKA STATE LEGISLATURE

LEGISLATIVE BUDGET AND AUDIT COMMITTEE
Division of Legislative Audit

P.O. Box 113300
Juneau, AK 99811-3300
(907) 465-3830

FAX (907) 465-2347
legaudit@akleg.gov

August 11, 2022

Members of the Legislative Budget
and Audit Committee:

I have reviewed the responses to the audit report from the Department of Commerce,
Community, and Economic Development, and the Alaska Industrial Development and Export
Authority (AIDEA). Nothing contained in the responses causes me to revise or reconsider the
report conclusions and recommendations.

I offer the following comment regarding AIDEA’s disagreement on page four of the agency’s
response. AIDEA stated:

Our observation is that the factors cited in the report were not the principal
reasons(s) discouraging interest in the procurement. At the time, financial
institution interest was significantly diminished to the following factors:

1. SBA’s PPP [Small Business Administration’s Paycheck
Protection Program] was continuing in phases,

2. Operational capacity was already significantly limited at the
financial institutions participating in the federal programs, and

3. The federal programs had established compensation
expectations that were significantly higher than those of AK
CARES.

Although AIDEA’s initial procurement was limited to financial institutions, the universe of
potential bidders was expanded by the second of 10 amendments to include agencies that could
implement a grant program using a banking partner to disburse funds. AIDEA’s response
above was limited to financial institutions, which does not consider the larger pool of potential
bidders created by amendment 2.
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Members of the Legislative Budget
and Audit Committee: -2- August 11, 2022
We acknowledge that there were many factors at play that made procurement challenging,
however, the audit found that the high number of request for proposal amendments and the
extended procurement timeline were significant factors. In summary, we reaffirm the
conclusion.

Sincerely,

Kris Curtis, CPA, CISA

Legislative Auditor
ALASKA STATE LEGISLATURE DIVISION OF LEGISLATIVE AUDIT
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