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Agency Financial Report (AFR)

Message from the Federal Co-Chair
November 15, 2016

Enclosed is the Denali Commission Fiscal Year (FY) 2016 Agency Financial Report (AFR). The
AFR represents the first of a three-part Performance and Accountability Report (PAR) for the
agency. The Denali Commission (Commission) has presented performance and accountability
data and analysis in three parts for the past several years in an effort to increase the
accessibility and clarity of this information to stakeholders — the Executive Branch, Congress,
constituents, and the general public.

The AFR acquaints readers with the Commission’s mission, goals and accomplishments. It also
reviews the organizational structure, operations, budget authority and the programmatic
applications and results of federal appropriations for FY 2016.

Since the inception of the Denali Commission in 1998, the agency has concentrated on its
mission to work with partners to develop basic public infrastructure, opportunity, and quality of
life in Alaska communities. To progress toward this mission, the Commission has formulated
three major goals:

e To modernize and develop stronger and sustainable infrastructure in rural Alaska
e To promote the resiliency of rural Alaska communities, and
e To fortify accountability policies and procedures.

The Denali Commission Act of 1998, as amended (Act), is different than most other
Congressional authorities for other Federal programs. The Act envisions an independent
agency that can serve as a “think tank” to identify priority needs in rural Alaska and then use
agency funds (leveraged with other sources) to implement solutions. Granted, cabinet level
agencies invest significantly in rural Alaska, but these agencies manage programs (designed for
50 states and 6 territories) which at times may not align well with rural Alaska needs. An
example, is the Commission’s health facilities program that identifies the minimum square
footage for a rural village clinic, which the agency then funds based upon this spatial need.
Whereas, other agencies may have a funding cap that would allow communities, where it is
cheaper to construct, to build a larger clinic (i.e. southeast Alaska construction costs are 30%
less than northwest Alaska costs due to higher logistical costs).

The pillars of Commission’s investment strategy over the past 17 years can be summarized as
follows:

Investments must be tailored to the needs of rural Alaska - versus other factors such as grant
writing skills, capacity of applicants to carry out projects, etc.,

Owner/operators for prospective capital project investments must demonstrate that both the
grant applicant and the proposed project are sustainable,

Complement, but not duplicate the work of other Federal and State agencies, and

Maintain, sustain and protect existing community infrastructure (a more recent investment
strategy).
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Message from the Federal Co-Chair

The agency implemented a major restructuring starting in FY 2015 and ending in FY 2016 due
to two primary drivers — i) the significant reduction in agency annual appropriations, and ii) the
assignment from the White House to serve as the lead coordinating agency for village relocation
and protect in place solutions for rural Alaska communities facing the threats due to flooding,
erosion and permafrost degradation. Staffing changes include replacing three full-time “legacy”
program staff with a high level Sr. Program Advisor and the development of an Environmentally
Threatened Community (ETC) program team including three detailees from other agencies and
a term employee. Itis our intent to augment the new staff with contractors and focused
cooperative agreements with program partners.

Recent evolution of the agency’s investments is a result of Commissioners’ recognition of the
aging of billions of dollars of rural Alaska infrastructure. The goal of the Commission is to
improve the business practices of owner/operators to better maintain the existing infrastructure
to last its service/design life. We believe that investments towards refurbishment, repair,
deferred maintenance, and other administrative capacity development activities will in the long-
term reduce the demand on Federal and State agencies for new capital projects. In FY 2016
we have begun investments towards maintaining, sustaining and protecting core infrastructure.
Of note, recent ETC program investments are consistent with the agency’s efforts of protecting
core infrastructure.

Three years ago Congress passed the Moving Ahead for Progress in the 21st Century (MAP-
21) legislation (P.L. 112-141). MAP-21 provides the Commission authority to accept conditional
gifts from other federal or non-federal organizations. This ability to accept and administer other
agencies’ program funds offers an opportunity both to other agencies and to the Commission.
The first MAP-21 initiative is a partnership with the Administration for Children and Families
(ACF), which manages a Grants Center of Excellence (COE). ACF and the Commission are
working together to ease the pathway of entry to the COE for smaller agencies.

As the Federal Co-Chair of the Denali Commission, it is my pleasure to present this AFR to the
public, our partners, and policymakers. | attest to the reliability and completeness of financial
and performance data in this report, and can confirm that our annual audit has identified no
material internal weaknesses. (You are welcome to review the entire audit, which is contained in
this document.)

al

Joel Neimeyer
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Management Discussion and Analysis

Overview of the Denali Commission

In 1998, national attention was focused on the immense infrastructure and economic challenges
faced by rural Alaskan communities by the passing of the Denali Commission Act (the full text of
which is available on the Denali Commission’s website at https://www.denali.gov/about-us#act.
The Act became law on October 21, 1998 (Title 1l of Public Law 105-277, 42 USC 3121)
establishing the Denali Commission an independent federal agency that acts as a regional
commission focusing on the basic infrastructure needs of rural Alaska. Working as a federal-
state-tribal-local partnership, the Commission provides critical utilities, infrastructure and
promotes economic growth in the rural areas of the state. The agency also coordinates and
streamlines federal program efforts in rural Alaska, and better leverages federal investments. By
creating the Commission, Congress intended for those involved in addressing the unique
infrastructure and economic challenges faced by America’s most remote communities to work
together in new ways to make a lasting difference.
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Management Discussion and Analysis
Vision, Mission and Organizational Structure

Vision
Alaska will have a healthy, well-trained labor force working in a diversified and sustainable
economy that is supported by a fully developed and well-maintained infrastructure.

Mission

The Denali Commission works with partners to develop basic public infrastructure, opportunity
and quality of life in Alaska communities.

Goal Areas

The Commission works toward the accomplishment of the mission by focusing on these goal
areas:

* Modernize and develop stronger and sustainable infrastructure in rural Alaska
* Promote the sustainability of rural Alaska communities
* Fortify accountability policies and procedures

Staffing

The Commission is staffed by a small number (less than 25) of employees. The Commission
relies upon a special network of federal, state, tribal, local, and other organizations to
successfully carry out its mission.

Staffing changes during FY 2016 reflect the agency restructuring of moving from a grant-making
organization to an organization that serves as a “think tank” with implementation abilities. The
latter model is more appropriate in times of reduced funding and with an agency goal of
influencing the investment strategies of other funders towards critical rural Alaska needs (i.e.
maintaining, sustaining and protecting existing infrastructure). Several full time employees were
hired in FY 2016 including a Senior Program Advisor, a Grants Management Officer, an
Administrative Officer, an Administrative Assistant and a Sr. Program Manager. In addition, a
Sr. Program Manager has joined the agency as a detailee from the Alaska Native Tribal Health
Consortium. These new hires replaced five staff members who left the organization at the end
of FY 2015 and in FY 2016. As of September 2016, the Commission had 16 full-time equivalent
positions.
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Management Discussion and Analysis

Organizational Chart
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Management Discussion and Analysis

Denali Commissioners

The Denali Commission Act designates seven leading Alaskan policy makers by position to
form a team as the Denali Commissioners:

+ Federal Co-Chair, appointed by the U.S. Secretary of Commerce
« The Governor of Alaska, who serves as the State Co-Chair*

+ President of the University of Alaska

+ President of the Alaska Municipal League

- President of the Alaska Federation of Natives

« Executive President of the Alaska AFL-CIO

- President of the Associated General Contractors of Alaska

Commissioners meet at least twice a year to develop and monitor annual work plans that guide
the agency’s activities. Commissioners draw upon community-based comprehensive plans as
well as comments from individuals, organizations and partners to guide funding
recommendations. This approach helps provide basic services in the most cost-effective
manner by moving the problem solving resources closer to the people best able to implement
solutions.

* The Governor has delegated this authority to the Lieutenant Governor.



Agency Financial Report (AFR)

Management Discussion and Analysis

Work Plan

The Denali Commission Act outlines specific duties of the Commission primarily focused upon
the development and implementation of an annual work plan. The Commission must develop an
annual work plan that solicits project proposals from local governments and other entities and
organizations, and provides for a comprehensive work plan for rural and infrastructure
development and protection.

This proposed work plan is submitted to the Federal Co-Chair for review, and then published in
the Federal Register with notice and a 30-day opportunity for public comment.

The Federal Co-Chair takes into consideration the information, views and comments received
from interested parties through the public review and comment process, and consults with
appropriate federal officials in Alaska including, but not limited to, the Bureau of Indian Affairs,
the Department of Housing and Urban Development, the Economic Development
Administration, and the United States Department of Agriculture Rural Development.

The Federal Co-Chair then provides the plan to the Secretary of Commerce who issues the
Commission a notice of approval, disapproval or partial approval of the plan.

The Fiscal Year 2016 Work Plan

Following the normal course of events described above, Commissioners initially submitted the
FY 2016 proposed work plan to the Federal Co-Chair in March 2016. That proposed work plan
was published for 30 days in the Federal Register on April 26, 2016 and public comments were
solicited. Comments were received but no material changes resulted, and the Plan was
submitted to the Secretary of Commerce.

In FY 2016 the agency implemented a three-phase annual work plan approach. First, the
Commissioners in a work session (February 4, 2016) identified general funding levels for
specific programs. Second, the agency held a public hearing (March 1, 2016) and accepted
written comments up to March 16, 2016. A transcript of the verbal comments and all the written
comments were then provided to Commissioners on March 25, 2016. Commissioners
reconvened in a public meeting on March 31, 2016 to consider public comments and then voted
on the FY 2016 work plan. The FY 2016 work plan was then published in the Federal Register
on April 26, 2016 and two comments were received that did not materially impact the proposed
agency investments. The FY 2016 work plan was submitted to the Secretary of Commerce on
June 3, and 2016 and was approved by the Secretary on August 5, 2016.

The FY 2016 Work Plan outlined the Commission’s intentions to allocate $8.6M to the Energy
Program, $7.2M to the Transportation Program, $6.6 million to the Environmentally Threatened
Community Program, and $2.1 million for administrative costs.

The full FY 2016 Work Plan can be found in the Other Accompanying Information section of this
document.

10
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Management Discussion and Analysis

Summary of Performance

In FY 2016 no project specific earmarks were provided in any appropriations to the
Commission. The Energy and Water Appropriations (commonly referred to as Commission
“Base” funding) are no-year funds eligible for use in all programs.

While the Base funds may be applied to any Commission program area, all other appropriations
and transfers are restricted. Where restrictions apply, the funds may be used only for specific
program purposes.

A comprehensive discussion of all FY 2016 program activities and performance will be provided
in the Annual Performance Report (APR), to be submitted in accordance with OMB Circular A-
11, in February 2017. A summary of performance is presented here.

Functional Uses of FY 2016 Budgetary Resources

The FY 2016 Commission budgetary authority primarily funded and administered the following
program and functional areas:

Energy Program
* Bulk Fuel Storage — new and refurbished

* Community Power Generation and Rural Power
System Upgrades

* Energy Cost Reduction Projects

* Energy Maintenance and Improvement Projects
and Activities

Transportation Program
* Barge Landings and Mooring Points

Environmentally Threatened Communities

* Projects and Activities for the communities of
Newtok, Kivalina, Shishmaref, and Shaktoolik

* Other Projects and Activities for communities
identified in GAO Report 09-551

* Statewide Activities and Support

Administration
* Salaries and contracts

* |nitiatives toward sustainable rural communities
and accountability goal areas

SELAWIK WIND TURBINES
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Management Discussion and Analysis
Summary of Performance

FY 2016 Performance by Goal Area

Denali Commission grants are customarily issued when Congress makes appropriations and
when the agency annual Work Plan is approved by the Secretary of Commerce. Upon
Secretary of Commerce approval and signature, grant documents were issued during the final
guarter of the fiscal year. Due to these timing challenges, most of the newly established projects
were only just begun by the end of the fiscal year, and construction projects, for example, may
only have progressed to the materials ordering phase. These circumstances make linking the
FY 2016 budget to performance results in the same fiscal year difficult. Therefore, as in last
year’'s Annual Financial Report (AFR), the Commission will present performance activities and
achievements conducted in FY 2016 here and more fully in the Agency Performance Report,
which will be submitted in February 2017.

The Denali Commission has deep roots in infrastructure development and has primarily been a
grant-making agency, having contributed substantially to numerous energy, health,
transportation and other construction projects in the state since 1998.

The Goal Areas of the Commission and the work conducted by the agency in FY 2016 reveal a
conscious reflection on the Commission’s past, present and future by agency leadership and the
Denali Commissioners. During the 16 years of the Commission’s existence, federal budget
authority has been as low as $10 million, has expanded to as much as $140 million a year, and
in FY2016 was $22.5 million. The changing budget has mandated a meditation on the past
focus of the agency and what a lower funding base means.

Goal Area One: Modernize and develop stronger and sustainable infrastructure in rural Alaska
Goal Area Two: Promote the sustainability of rural Alaska communities
Goal Area Three: Fortify accountability policies and procedures

The Goal Areas are reflective of the past and the historic work of the Commission as a grant-
making agency largely contributing to capital projects. In addition, though, the Goal Areas point
the agency toward a future that mandates contemplation of community sustainability through
initiatives that have systemic impacts for rural Alaska. As the agency’s resources change, the
relative emphasis on each of these Goal Areas will shift over time.

In FY 2016, was a transitional year for the agency. Historically, we have placed most of our
investments in Goal Area One (i.e. capital infrastructure projects). Approximately, one-third of
our investments were for the integration of mooring points (a transportation investment) into the
bulk fuel program (an energy investment) — this is the first year we have intentionally tied these
two “Goal Area One” programs together (as discussed further below). Approximately, one third
of our investments were for our new environmentally threatened community (ETC) program and
maintenance and improvement activities for existing energy infrastructure (both Goal Area Two
investments). Lastly, a third of our investments could be considered as consistent with our
historic investments into Goal Area One for typical community energy projects.

12
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Management Discussion and Analysis
Summary of Performance

Goal Area One: Modernize and develop stronger and sustainable infrastructure in
rural Alaska

In this document we are highlighting the refinement/expansion of the agency’s long-standing
bulk fuel program which was the first legacy program at the Commission. In 2010/11 the
agency embarked on constructing barge mooring points as part of the agency’s new waterfront
development program. In time, we identified the interconnection between the agency’s bulk fuel
program and mooring point efforts.

Accordingly, in 2014 the Government Accountability Office (GAO) issued Comptroller General
Opinion #B-323365 entitled: “Denali Commission — Amounts Available for Bulk Fuel Storage
Tanks”. We raised to GAO the question of the extent of bulk fuel repair and replacement
improvements allowed by statute. Namely, we were interested in redefining the bulk fuel
program to include the supply chain of fuel delivery as part of the fuel storage infrastructure.
This supply chain includes the fuel barge, a mooring point at the side of the river or coastline, a
marine pipeline header and the bulk fuel tank farm. Mooring points are an important part of the
bulk fuel system because the mooring points allow fuel barges to safely tie-off while fuel is being
pumped into the bulk fuel storage tanks. Without a mooring point the tug vessel powering the
fuel barge intentionally grounds the fuel barge on a river or shoreline embankment and keeps
pressing the barge against the embankment while the barge off-loads fuel to the bulk fuel
storage tanks. This practice is not as safe as tying-off the barge to a mooring point and
increases the risk of a fuel spill. This practice also increases river erosion and shoaling
problems.

Based upon GAO's conclusions, in FY2016 the agency sought Congressional authority to
expand the use of Trans-Alaska Pipeline Liability (TAPL) interest funds (see - section 329(b) of
Public Law No. 105-277, Division A, § 101(g)) to provide improvements to barge mooring points
and barge landing sites to facilitate pumping fuel from fuel transport barges into bulk fuel
storage tanks. Congress provided this expanded authority beyond the existing authority to
repair and replace bulk fuel storage tanks in Alaska.

As a result of Congressional action the Commissioners in the FY2016 Work Plan committed a
significant portion of the TAPL program to development of barge mooring points into our long-
standing bulk fuel programming. In 2016 the Commission also elected to continue our historic
investments for new rural power system upgrades (i.e. power generation and transmission
systems) and new bulk fuel farms.

In FY 2016 the Commission continued our investments into community power systems and bulk
fuel farms. We also worked with program partners to shift our investments towards
refurbishment and repairs (less costly) of existing systems as opposed to building new power
and fuel storage systems. This reflects the agency’s goal of continuing to impact communities
despite fewer available funds.

13
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Management Discussion and Analysis
Summary of Performance

Goal Area Two: Promote the sustainability of rural Alaska communities

The Commission has learned from our rich history of capital infusion into singular infrastructure
projects across Alaska. As the agency transitions away from these large investments, the
Commission looks to the future and what our original mission means for Alaska. From a past of
assessing a project’s sustainability potential to looking at an entire community’s sustainability is
what this Goal Area embodies. This Goal Area is less tangible than the bricks-and-mortar of
Goal Area One. The work in this Goal Area entails a closer look at Alaska’s rural communities
and making tough choices about which investments will have the highest return on investment.

Residents in rural Alaska villages have told the Commission what they need to be more
sustainable and self-reliant. They need a prosperous economy, safe and affordable housing,
health care, effective governance and infrastructure management—all with an overarching need
to have safe and affordable energy solutions.

In FY2016 at the direction of the Commissioners and with the encouragement from other
cabinet level agencies, the agency embarked upon developing the new ETC program. The
central theme of this new program is to identify the highest need communities (i.e. the
communities facing the highest risk from flooding, permafrost degradation and erosion) and
assign resources to develop scopes and budgets for necessary and appropriate responsive
activities and projects. The Commissioners identified the 31 communities in the GAO Report
09-551 as the primary need for the agency’s ETC investments.

Of these 31 communities, four are facing relocation due to environmental threats including
Newtok, Kivalina, Shishmaref and Shaktoolik. Newtok will in four years or less no longer be a
viable community with the likely condemnation of the school and airport due to river bank
erosion (at an estimated 70 to 80/feet/year). The latter three communities face significant
destruction from a 100-Year winter storm occurring at high tide, which has not yet occurred.
Historically, the communities were protected from winter storms by shore-bound ice, but the ice
develops later each year which leaves the three communities exposed to potentially
catastrophic flooding.

The remaining 27 communities face environmental threats less grave, but still potentially
damaging to the overall resiliency of the community.

Overall, the agency has begun developing investment strategies, relationships with the

communities and other stakeholders and embarking upon identifying appropriate solutions for
each community in question.

14
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Management Discussion and Analysis

Summary of Performance

The agency is moving towards investments which are about maintaining, sustaining and
protecting core infrastructure as well as in some instances protecting the community in question.
As this is relatively new to the agency, we anticipate growing pains and lessons to be learned
and new solutions attempted and we look forward to reporting on these elements in future
years.

Goal Area Three: Fortify accountability policies and procedures

In FY 2016, the Denali Commission continued to make good progress on fortifying
accountability systems of our own agency and those of our partner entities by demonstrating an
active commitment to the newly enacted Uniform Guidance. Our progress included the
implementation of our “Recipient Guidelines and Requirements” to all grantees of the
Commission along with our Recipient Self Assessment Risk Analysis for potential

grantees. The Commission will continue to participate in these accountability efforts via our
participation as an active member of the Single Audit Roundtable which is arranged semi-
annually by the American Institute of Certified Public Accountants.

Finally, of note under this Goal Area is the accomplishment of the Commission unmodified audit

opinion for FY 2016. This continues to produce a measurable result of the
Commission’s commitment to accountability.

15
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Management Discussion and Analysis

Financial Performance Overview

As of September 30, 2016 the financial condition of the Denali Commission was sound with
respect to having sufficient funds to meet program needs and adequate control of these funds in
place to ensure obligations did not exceed budget authority. Agency audits were conducted in
accordance with auditing standards generally accepted in the United States of America, OMB
Bulletin 07-04 (Audit Requirements for Federal Financial Statements) and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.

16
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Management Discussion and Analysis

Financial Performance Overview

Sources of Funds

The Denali Commission is funded through the Energy and Water Appropriation, which is direct
budget authority; funds remain available until expended.

Public Law 112-141, the Moving Ahead for Progress in the 21st Century Act (MAP-21), granted
authority to accept funding from both federal and non-federal sources to carry out the purposes
of the Denali Commission Act.

Finally, the Commission is the recipient of a portion of the interest earned on the trust fund for
the Trans-Alaska Pipeline Liability (TAPL) fund. In FY 2016, $6.22 million was transferred to the
Commission to assist in efforts to make bulk fuel tanks in Alaska code-compliant.

Budget Authority FY 2016

Appropriations Received $11,000,000
Nonexpenditure Transfers $6,223,410
Offsetting Collections $10,792,428
Total Budget Authority $ 28,015,838

In FY 2016, Denali Commission’s total budgetary resources were $38.13 million, which includes
$6.00 million in unobligated balances brought forward and $4.11 million in recoveries of prior
year obligations.

Uses of Funds by Function

The Denali Commission incurred obligations of $37.17 million in FY 2016 for program and
administration operations. Unobligated funds in the amount of $0.95 million were carried
forward, for obligation in FY 2017.

17
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Management Discussion and Analysis

Financial Statement Highlights

The Denali Commission’s financial statements summarize the financial activity and financial
position of the agency. The financial statements, footnotes and the balance of the required
supplementary information appear in the Financial Section of this document.

Limitations of the Financial Statements

The principal financial statements have been prepared to report the financial position and
results of operations of the entity, pursuant to the requirements of 31 USC 3515 (b). While the
statements have been prepared from the books and records of the entity in accordance with
Generally Accepted Accounting Principles (GAAP) for Federal entities and the formats
prescribed by OMB, the statements are in addition to the financial reports used to monitor and
control budgetary resources, which are prepared from the same books and records.

The statements should be read with the realization that they are for a component of the US
Government, a sovereign entity.

Balance Sheet

Assets

The Commission’s assets were $78.08 million as of September 30, 2016. This is an increase of

$5.94 million from the end of FY 2015. The Commission’s largest asset, Fund Balance With
Treasury, increased due to a rise in receivable amounts to the Denali Commission. The assets
reported on the Commission’s balance sheet are summarized in the accompanying table.

Assets Summary FY 2016 FY 2015

Fund Balance With Treasury $78,078,714 $72,138,879

Other Intragovernmental Assets -

Accounts Receivable, Public 611 929
Other Accounts Receivable, Public 239 775
Total Assets $78,079,564 $72,140,583
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Management Discussion and Analysis

Financial Statement Highlights

Liabilities

The Denali Commission’s liabilities were $4.75 million as of September 30, 2016, an increase of
$2.25 million from the end of FY 2015. The increase in liabilities is attributed to a rise in
pending reimbursements in relation to 2015. The liabilities reported on the Commission’s
balance sheet are summarized in the accompanying table.

Liabilities Summary FY 2016 FY 2015

Accounts Payable, Intragovernmental $257,152 $14,794
Other Intragovernmental Liabilities 265,656 831,366
Accounts Payable, Public 40,880 90,905
Other Liabilities, Public 4,187,188 1,564,061
Total Liabilities $4,750,876 $2,501,126

Net Position

The difference between total assets and total liabilities, net position, was $73.33 million as of
September 30, 2016. This is an increase of $3.69 million from the FY 2015 year-end balance.
The net position reported on the Denali Commission’s balance sheet is summarized in the

accompanying table.

Net Position Summary FY 2016 FY 2015

Unexpended Appropriations $3,634,392 $11,514,554
Cumulative Results of Operations 69,694,296 58,124,903
Total Net Position $73,328,688 $69,639,457

19
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Management Discussion and Analysis

Financial Statement Highlights

Statement of Net Cost

The Statement of Net Cost reports the cost of conducting the Denali Commission programs
during the reporting period. The accompanying table displays the net cost for FY 2016 and FY
2015. These costs consist of approximately $7.52 million of intragovernmental costs and $16.91
million in public costs.

Net Cost FY 2016 FY 2015

Program Costs $24,424,829 $28,572,602

Less: Earned Revenue - -

Total Net Costs of Operations $24,424,829 $28,572,602

Statement of Changes in Net Position

The net position for the year ended September 30, 2016 was $73.33 million, an increase of
$3.69 million from FY 2015. This increase is primarily due to a change in spending patterns in
FY 2016.

Statement of Budgetary Resources

The Statement of Budgetary Resources reflects the budget authority that the Denali
Commission possesses and compares the status of that budget authority. The Commission had
$38.13 million in total budgetary resources for FY 2016 — comprised of direct appropriations,
nonexpenditure transfers from other federal agencies, and an unobligated balance available
from FY 2015. During the fiscal year, $37.17 million was obligated for program and
administrative functions; $0.95 million in funds were carried forward, and will be available for
obligation in FY 2017. Net outlays in FY 2016 amounted to $11.17 million.

20
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Analysis of Systems, Controls and Legal Compliance
Financial Performance Overview

Federal Managers’ Financial Integrity Act (FMFIA)

The Federal Managers’ Financial Integrity Act (FMFIA or the Integrity Act) provides the statutory
basis for management’s responsibility for, and assessment of, accounting and administrative
internal controls. Such controls include program, operational, and administrative areas, as well
as accounting and financial management. The FMFIA requires executive agencies to establish
internal and administrative controls in accordance with standards prescribed by the Comptroller
General that provide reasonable assurance that obligations and costs are in compliance with
applicable laws; funds, property, and other assets are safeguarded against waste, loss,
unauthorized use, or misappropriation; and revenues and expenditures are properly recorded
and accounted for to maintain accountability over the assets. The FMFIA also requires the
agency head to annually assess and report on the effectiveness of internal controls that protect
the integrity of federal programs and whether financial management systems conform to related
requirements.

FMFIA Statement of Assurance

The Denali Commission management is responsible for establishing and maintaining effective
internal control and financial management systems that meet the objectives of the Federal
Managers’ Financial Integrity Act (FMFIA). | am able to provide an unqualified statement of
assurance of the agency’s compliance with the FMFIA. The Commission’s internal controls
provide for effective and efficient programmatic operations, reliable financial reporting, and
compliance with applicable laws and regulations. Assessments have been conducted in regard
to the internal controls over financial reporting. The Commission attests the reasonable
assurance that the internal controls over financial reporting comply with the requirements of the
FMFIA.

Further, evaluations tested the effectiveness of the internal control over operations and
compliance with applicable laws and regulations in accordance with OMB Circular A-123,
Management's Responsibility for Internal Control. Based on the results of these evaluations, the
Denali Commission can provide reasonable assurance that

its internal controls over the effectiveness and efficiency of operations and compliance with
applicable laws and regulations as of September 30, 2016, was operating effectively and no
material weaknesses were found in the design or operation of the internal controls.

Finally, the US Treasury, Bureau of Fiscal Service (BFS) (Denali Commission’s Financial
Management Line of Business partner) engages a contractor to independently review its
financial management systems in accordance with OMB Circular A-127, Financial Management
Systems. Based on the results of this review, BFS and therefore the Denali Commission can
provide reasonable assurance that its financial management systems are in compliance with the
applicable provisions of the FMFIA as of September 30, 2016.
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Federal Financial Management Improvement Act (FFMIA)

The Federal Financial Management Improvement Act (FFMIA) is designed to advance Federal
financial management by ensuring that Federal financial management systems provide
accurate, reliable, and timely financial management information to the government’s managers.
Compliance with the FFMIA provides the basis for the continuing use of reliable financial
management information by program managers, and by the President, Congress and the public.

FFMIA Compliance Determination

The Commission utilizes the services of US Treasury BFS and its financial management
system. Annual audits of their system indicate that the system complies with federal financial
management systems requirements, standards promulgated by the Federal Accounting
Standards Advisory Board (FASAB), and U.S. Standard General Ledger (USSGL) at the
transaction level. The annual financial audit confirms this finding.

Goals and the supporting financial systems strategies

As a small agency, the Commission has arrived at the conclusion that human and financial
resources internal to the agency are not sufficient to meet the increasing federal standards for
financial systems and the costs involved. Therefore, in 2009, the Commission outsourced our
financial management system and transactional level activities to the U.S. Treasury BFS. This
strategy has proven effective and efficient and allows this small agency to assure the President,
Congress and the public that federal budget authority entrusted to the Commission is executed
responsibly and with full accountability.

Joel Neimeyer
Federal Co-Chair
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Financial Section

Chief Financial Officer’s Letter
November 15, 2016

The Denali Commission is pleased to have once again achieved an unmodified opinion on the
agency'’s consolidated financial statements from our financial auditors for FY 2016. This audit
result meets the highest rating possible for a federal agency. It serves to demonstrate that the
Commission considers its transparent and complete financial reporting to be of the utmost
importance. As always, the Commission prides itself on good stewardship of taxpayer dollars
while meeting our mission as defined in our enabling statute. Our sound internal controls and
continued compliance with all federal regulations and laws exhibit our commitment to excellent
financial standards well into our second decade of operations.

The Commission continues its efforts in supporting the President’'s Management Agenda of
increasing the use of shared services by federal agencies across the Government. The
Administration’s new central governance board on shared services, under the General Services
Administration, is expected to execute an aggressive plan throughout this fiscal year that will
contribute to this goal. The Commission, with its ongoing partnership with the Department of
Health and Human Services, hopes to further develop grant management solutions for federal
agencies of all sizes. The end result of reduced costs and more efficient program delivery
within the government’s massive grants program is a goal that has been sought after for many
years.

The Commission looks toward a successful FY 2017 as we continue to serve all Alaskans (and
Americans) with the same drive and enthusiasm that we had at this agency during its inaugural
year.

Best regards,

(G & Cir

Corrine Eilo
Chief Financial Officer
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Attachment

cc:  Cormine Ello, Chief Finaacial Officer, Denall Commission
David Seaith, Deputy Inspector General, US, Department of Commerce
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Financial Management Trends

As a micro agency, the Commission continues to expand use of the services of the
Administrative Resource Center (ARC) under the US Treasury, Fiscal Service. These services,
which include Travel, Finance, Human Resources and Procurement, allow for our independent
agency to continue to meet all federal mandates despite our reduced staff level. ARC has
served, and continues to serve, as a cost effective solution to operational budget challenges
during times of decreased appropriations. In a professional manner, ARC ensures that our
agency still maintains high quality and exceptional performance in all of our management
systems. We look forward to many more years of partnership with this federal Center of
Excellence.

Summary of Material Weaknesses, Non-Conformances and Corrective
Action Plans

For FY 2016, the Commission received an unmodified opinion in its annual financial audit. The
results of this audit also found no material weaknesses and no significant deficiencies. The
auditor stated that the financial statements are presented fairly, in all material respects, in
conformity with U.S. generally accepted accounting principles; that the Commission had
effective internal control over financial reporting (including safeguarding assets) and compliance
with laws and regulations, along with no reportable noncompliance with laws and regulations
with the items that were tested.

In FY 2015, the Commission’s received an unqualified opinion in its annual financial audit. The
results of this audit also found no material weaknesses. The auditor stated that the financial
statements are presented fairly, in all material respects, in conformity with U.S. generally
accepted accounting principles; that the Commission had effective internal control over financial
reporting (including safeguarding assets) and compliance with laws and regulations, along with
no reportable noncompliance with laws and regulations with the items that were tested.
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Improper Payments Report

On July 22, 2010, the President signed into law the Improper Payments Elimination and
Recovery Act (IPERA). IPERA amended the Improper Payments Information Act of 2002 (IPIA)
and generally repealed the Recovery Auditing Act. OMB has supplied implementing direction on
IPERA which requires:

* Review all programs and activities and identify those that are susceptible to significant
improper payments.

Because of its small size, Denali Commission has assessed all of its grant programs and
acknowledges that all are susceptible to improper payments as defined by the IPERA.
However, none of the Commission’s program meet the threshold of ‘significant improper
payment’ defined in Section 57 of OMB Circular A-11, which would be both 1.5 percent of
program outlays and $10,000,000 of all program or activity payments during the fiscal year.
And none of the agency’s grant programs are funded at $100,000,000.

* Obtain a statistically valid estimate of the annual amount of improper payments in programs
and activities for those programs that are identified as susceptible to significant improper
payment.

Denali Commission has assessed all of its grant programs, and finds that none of the
programs or activities reach the definition of ‘significant improper payments’.

* Implement a plan to reduce improper payments

This requirement does not apply to the Commission, as no programs or activities were
identified with the conditions above.

* Report estimates of the annual amount of improper payments in programs and activities and
progress in reducing them

The Commission is not required to report on this component.

Joel Neimeyer
Federal Co-Chair
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