DEPARTMENT OF REVENUE (DOR)

Three findings were issued to DOR in the State of Alaska, Single Audit for the Fiscal Year
Ended June 30, 2024. Prior year Finding Nos. 2024-023 and 2024-025 are resolved. Prior year
Finding No. 2024-024 is not resolved and is reiterated in this report as Finding No. 2025-018.

Three new findings have been issued during the FY 25 statewide single audit and are included
as Finding Nos. 2025-019 through 2025-021.
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DOR management asserts that DOR staff reviewed FHS’s SOC 1 Type 2 report during FY 25;
however, there was no documentation of the review. In addition, Tax Division staff did not
review the SOC 1 Type 2 reports for the subservice organizations.

Cause:

According to DOR management, the Tax Division lacked written procedures for reviewing
SOC reports, including identifying who performs the review, when it occurs, how report
findings should be followed up, and how the review should be documented.

Criteria:

Alaska Administrative Manual 05.010 states that the State of Alaska must use the Government
Accountability Olffice Standards for Internal Control in Federal Government, referred to as
the “Green Book” to design, implement, and operate internal controls to achieve its objectives
related to operations, reporting, and compliance.

Green Book Section 4 - Additional Considerations, 0V4.01-Service Organizations states that
management is responsible for the performance of processes assigned to their service
organization. Therefore, management needs to understand the controls each service
organization designs, implements, and operates for the assigned process, and how the service
organization’s internal control system impacts the entity’s internal control system.

Green Book Principle 16 - Perform Monitoring Activities, 16.08-Internal Control System
Monitoring states that management retains responsibility for monitoring the effectiveness of
internal control over the assigned processes performed by service organizations. Management
uses ongoing monitoring, separate evaluations, or a combination of the two to obtain
reasonable assurance of the operating effectiveness of the service organization’s internal
controls over the assigned process. Monitoring activities related to service organizations may
include the use of work performed by external parties, such as service auditors, and reviewed
by management.

Effect:
Lack of adequate internal controls over monitoring SOC 1 Type 2 reports limits DOR’s ability
to manage third-party risks and increases the risk of financial misstatements.

Recommendation:

DOR’s Tax Division director should implement written procedures for the review of service
organization and subservice organization’s SOC 1 Type 2 reports that support TRMS.

Views of Responsible Officials:

Management agrees with this finding.

Finding No. 2025-021

Type: Other State Issues
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Impact: Noncompliance

Condition:
DOR’s commissioner entered into an agreement to invest Constitutional Budget Reserve Fund
(CBRF) monies without sufficient evidence that his fiduciary responsibilities had been met.

Context:

Alaska Statute 44.25.020 gives DOR’s commissioner the authority to invest and manage all
state funds. Pursuant to this authority, DOR’s commissioner sought CBRF investment
opportunities that would yield a higher return and longer investment period than typical CBRF
investments. Alaska statute provides that funds can be transferred from the CBRF’s main
investment account, into a subaccount that may yield higher returns. However, to be eligible
for transfer to the CBRF subaccount, the monies must not be needed for at least five years.

In a May 2025 memo, the Senate Finance Committee notified DOR’s commissioner that it was
highly likely that the legislature would need to draw from the CBRF to balance the FY 27
budget and possibly the FY 26 supplemental budget. In the memo, the Committee requested
DOR’s projected CBRF investment allocations. The commissioner provided the projected
allocations in June of 2025 but failed to notify the Senate Finance Committee of his intention
to move up to $225 million from the CBRF’s main account to the subaccount and invest
accordingly.

In July 2025, the commissioner entered into a limited partnership agreement, committing $75
million in CBRF funds that required an investment period of no less than five years; despite
the Senate Finance Committee’s warning that CBRF monies would need to be accessed within
the next one to two fiscal years. According to DOR’s chief investment officer (CIO), the
investment contract was signed despite the CIO’s recommendation that all CBRF monies
remain in more liquid investments given the State’s need to access the funds within the next
five years.

DOR had established investment policies and procedures for both routine and
non-routine investments to help ensure fiduciary responsibilities were met. When making the
non-routine CBRF investment, the commissioner did not adhere to several of DOR’s
investment procedures; including:
e Seeking guidance from the appropriate investment officer/subject matter experts to
select and evaluate potential investments and possible alternative investments.
e Documenting the determination that the investment opportunity was not better suited
for other funding sources
e Documenting why seeking guidance from external auditors on potential
concerns/disclosures was not necessary
e Disclosing the specific non-routine investments being considered to the investment
advisory committee during its May quarterly State investment review meeting
e Notifying the Office of Management and Budget and the Division of Legislative Audit
prior to the investment
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e Informing the Senate and House Finance Committee chairs of the decision to move
forward with the investment

e Updating the subaccount investment allocation in the Investment Policies and
Procedures manual.

The Commissioner’s failure to follow DOR’s established investment procedures calls into
question compliance with CBRF fiduciary responsibilities.

Cause:

DOR'’s commissioner stated that the non-routine long-term CBRF investment was in the best
interest of the State. It is unclear why the commissioner did not follow DOR
non-routine investment procedures. A lack of formal oversight of the DOR commissioner’s
investment functions contributed to the noted deficiencies.

Criteria:

Per AS 37.10.430(c), money in the (CBRF) subaccount shall be invested to yield higher returns
than might be feasible to obtain with other money in the budget reserve fund. In establishing
or modifying the investment policy for the subaccount in the budget reserve fund, the
commissioner of revenue shall assume that those funds will not be needed for at least five
years.

Per AS 37.10.071(c), in exercising investment, custodial, or depository powers or duties under
this section, the fiduciary of a state fund shall apply the prudent investor rule and exercise the
fiduciary duty in the sole financial best interest of the fund entrusted to the fiduciary. Among
beneficiaries of a fund, the fiduciaries shall treat beneficiaries with impartiality.

DOR investment policy and procedures manual appendix G Duties of Care and Loyalty and
Treasury’s Five-Step Process, section on non-routine investments states that from time to time,
DOR is presented with investment opportunities that fall outside the scope of its existing
opportunity set. In those instances, DOR will employ the following process at the Treasury
Division:

e Document the investment opportunity to include: date, person presenting opportunity,
nature and detail of the investment, funds that will be invested.

e Determine if the investment opportunity is similar to existing investments and seek
guidance from appropriate investment officer and/or others with knowledge of offered
investment opportunity or similar existing investments.

e Determine whether the opportunity merits further scrutiny based on information
presented, or on hand.

e Determine whether the opportunity is better suited for other funding sources.

e Seek a legal opinion to verify the opportunity is eligible for consideration by the
Department of Revenue.

e Seek guidance from external auditors regarding potential concerns and disclosures.

e Identify and engage an impartial external expert to evaluate the opportunity.

e Seek guidance from the Investment Advisory Council.
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e I[f the investment opportunity is judged by DOR to have merit for State of Alaska
investments, DOR will notify Office of Management and Budget and Division of
Legislative Audit of its intent to invest prior to making an investment.

e For investment opportunities that will be made, determine size of investment, date of
funding, requirements at custodial bank, basis for valuation, notify compliance, update
investment guidelines, determine investment pool and asset class, if applicable, and
ensure accounting in the state accounting system is accurate, if required.

e Inform the Chairs of the Senate and House Finance Committees of any decision to
move forward with an investment.

e Document process steps above. For investments made, update Blue Book or other
documentation, such as financial statement disclosures.

Effect:

Lack of evidence that the commissioner met CBRF fiduciary responsibilities brings into
question compliance with the commissioner’s statutory obligations and the prudent investor
rule. Further, long-term investments restrict the availability of CBRF monies needed within
the next few years to balance the State’s budget.

Recommendation:
DOR’s commissioner should fully comply with investment statutes and DOR procedures
specifically designed to meet fiscal responsibilities under the prudent investor rule.

Views of Responsible Officials:

The Department does not dispute the findings outlined in the WilmerHale independent review
report, including that the former Commissioner’s “deviations from the non-routine investment
protocol, overall lack of diligence during the investment process, and other issues raise
significant concerns about whether he met his statutory fiduciary duties.” However, DOR has
also found that the policies and procedures are not as clear and precise as your letter seems to
indicate. For example, the non-routine investment protocol is silent regarding the timing for
notifying the Senate and House Finance Committees of an investment decision (in contrast to
the timing requirement for notification of the Office of Management and Budget and the
Division of Legislative Audit), and does not specify in detail how the commissioner should
seek guidance from internal and external experts and document that advice. We only
acknowledge these ambiguities with the goal of clarifying and addressing them as part of the
corrective actions.
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