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both Legal Approval
and RP Signoff
Prior to release outside of
Fidelity Investments.

S Fideli

INVESTMENTS

September, 2008
Dear NDPERS Employee:

Our records show that your North Dakota Public Employees Retirement System Plan account is
fully invested in only one investment option. Whether you are just getting started or you're nearing
retirement, you may want to consider the benefits of diversifying your investments. Diversification
means spreading your money among different investment options and having an asset allocation
strategy—a mix of investment options that makes sense for your personal situation. Keep in mind
though that neither diversification nor asset allocation ensures a profit or guarantees against loss.

Of course, any funds you choose should fit into your long-term investment strategy. Here are
some resources to help you learn more about investing in your NDPERS 401(a) and 457(b) Plan.

Consider the Fidelity Freedom Funds.® Freedom funds offer a simple way to diversify your
retirement account. The funds are designed for participants who want a simple yet diversified
approach to investing. Simply choose the Freedom fund that corresponds to your current age.
These funds are subject to the volatility of the financial markets in the United States and abroad,
and may be subject to the additional risks associated with investing in high yield, small cap, and
foreign securities. Please refer to the enclosed brochure for more information about the Freedom
funds.

Try Portfolio Review from Fidelity. With Portfolio Review, Fidelity’s streamlined investment
planning tool, you get guidance to help you make decisions about all your investments, including
your retirement plan portfolio. In as little as 10-15 minutes, Portfolio Review can help you answer
guestions such as:

« What is an appropriate asset allocation for me?
« How does my portfolio compare to this target asset allocation?
« What changes might | consider to help me achieve my target?

Try Portfolio Review from Fidelity today:

1. Log on to your Fidelity NetBenefits® account at www fidelity.com/atwork
2. Click on “Tools & Learning”

3. Select “Investing for the Future”

Still have questions? Call Fidelity toll free at 1-800-343-0860, Monday—Friday 8 a.m. to midnight
ET. Fidelity Retirement Services Specialists are available to help you take this important step and
diversify your NDPERS 401(a) and 457(b) Plan.

Before investing in any mutual fund, please carefully consider the investment objectives,
risks, charges and expenses. For this and other information, call Fidelity at 1-800-343-0860
or visit www.fidelity.com for a free prospectus. Read it carefully before you invest.

Keep in mind, investing involves risk. The value of your investment will fluctuate over time and
you may gain or lose money.

Fidelity Investments Institutional Operations Company, Inc.
82 Devonsire Street, Boston, MA 02109

© 2008 FMR LLC. All rights reserved.
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North Dakota Sparb Collins
Public Employees Retirement System Executive Director

400 East Broadway, Suite 505 e Box 1657 (701) 328-3900
Bismarck, North Dakota 58502-1657 1-800-803-7377

FAX: (701) 328-3920 ¢ EMAIL: NDPERS-info@nd.gov e www.nd.gov/ndpers

Memorandum

TO: PERS Board

FROM: Sparb

DATE: September 11, 2008
SUBJECT: Board Elections Petition

Recently staff was asked by a member interested in running for a Board position if they
could collect the required signatures before the announcement of the election in February.
For example could they collect the signatures in October? Staff referred the issue to the
election committee who reviewed the election rules of the Board. The committee sought the
advice of legal counsel who concluded “I do not see anything in the rules that would prohibit
this practice”. Based upon this review, we are advising the member that they can collect

signatures for an upcoming election before the formal announcement of the opening.



AN

NORTH DAKOTA PUBLIC EMPLOYEES RETIREMENT SYSTEM
Internal Audit Division
Office Memorandum

TO: NDPERS Board
FROM: Jamie Kinsella
DATE: August 20, 2008

SUBJECT: Internal Audit Policy 101

During the August Audit Committee meeting the committee reviewed revisions suggested by the
Internal Auditor to Internal Audit Policy 101, Audit Committee Charter. Internal Audit proposed
revising the policy to include compensation for all members of the audit committee for
attendance at committee meetings, not just audit committee members who are board members.

We request that the NDPERS Board review this policy and provide their approval of this
change. | have included for your reference the original policy, as well as the revised policy.

Those who attended the meeting are available to answer any questions you may have.

Board Action Requested: Approve the attached revised Policy #101.



INTERNAL AUDIT POLICY

Policy No. 101

PUBLIC EMPLOYEES RETIREMENT SYSTEM Effective Date: 8/26/93

INTERNAL AUDIT POLICY
Revised: August 20,2008

Subject: Audit Committee Charter Page 1 of 5

PURPOSE

The audit committee is appointed by the board of directors of the agency to assist the board of directors
in fulfilling its fiduciary oversight responsibilities for the (1) financial reporting process, (2) the system of
risk management, (3) the system of internal controls, (4) the performance of the agency's internal audit
process, (5) the external audit of the financial statements, (6) the engagements with other external audit
firms, (7) the organization's processes for monitoring compliance with laws, regulations and the ethics
policy, code of conduct and fraud policy, (8) the special investigations and whistleblower mechanism, and
(9) the audit committee management and reporting responsibilities.

STRUCTURE

The audit committee will consist of two to five members with the majority of the members selected from
the Board of Directors, and one may be selected from outside the organization. The Board or its
nominating committee will appoint committee members and the committee chair. The Board should
attempt to appoint committee members who are knowledgeable and experienced in financial matters,
including the review of financial statements.

MEETINGS

The audit committee will meet as often as it determines is appropriate, but not less frequently than
quarterly. All committee members are expected to attend each meeting, in person or via tele- or video-
conference. The committee periodically will hold individual meetings with management, the internal
auditor and the external auditor. The audit committee may invite any officer or employee of the agency,
the external auditor, the agency's outside counsel, or others to attend meetings and provide pertinent
information. Meeting agendas will be prepared by the Chief Audit Executive and provided in advance to
members, along with appropriate briefing materials. Minutes will be kept by a member of the audit

board members will be compensated at the same rate.

A_ _ _

AUTHORITY

The audit committee has authority to conduct or authorize examinations into any matters within its scope
of responsibility for the following functions:

1) Financial Reporting,

2) System of Risk Management,

3) System of Internal Control,

4) Internal Audit,

5) External Audit of the Financial Statements,

6) Engagements with Other External Audit Firms,

7) Monitoring Compliance with Laws and Regulations and the Ethics Policy, Code of Conduct and
Fraud Policy,

8) Special Investigations and Whistleblower Process, and

9) Audit Committee Management and Reporting Responsibilities
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INTERNAL AUDIT POLICY

Policy No. 101
PUBLIC EMPLOYEES RETIREMENT SYSTEM Effective Date: 8/26/93
INTERNAL AUDIT POLICY

RESPONSIBILITIES

The audit committee will carry out the following responsibilities:

1) Financial Reporting:

a.

Obtain information and/or training to enhance the committee members' expertise in financial
reporting standards and processes so that the committee may adequately oversee financial
reporting.

Review significant accounting and reporting issues, including complex or unusual transactions
and highly judgmental areas, and recent professional and regulatory pronouncements, and
understand their impact on the financial statements.

Review with management, the external auditors, and the internal auditors the results of the
audit, including any difficulties encountered.

Review all significant adjustments proposed by the external financial statement auditor and by
the internal auditor.

Review all significant suggestions for improved financial reporting made by the external financial
statement auditor and by the internal auditor.

Review with the General Counsel the status of legal matters that may have an effect on the
financial statements.

Review the annual financial statements, and consider whether they are complete, consistent
with information known to committee members, and reflect appropriate accounting principles.
Review with management the external auditors all matters required to be communicated to the
committee under generally accepted auditing Standards.

Understand how management develops interim financial information, and the nature and extent
of internal and external auditor involvement.

Review the statement of management responsibility for and the assessment of the effectiveness
of the internal control structure and procedures of the organization for financial reporting.
Review the attestation on this management assertion by the financial statement auditor as part
of the financial statement audit engagement.

2) System of Risk Management

a.

Obtain information about, training in and an understanding of risk management in order to
acquire the knowledge necessary to adequately oversee the risk management process.
Periodically review that the organization has a comprehensive policy on risk management.
Consider the effectiveness of the organization's risk management system, including risks of
information technology systems.

Consider the risks of business relationships with significant vendors and consultants.

Reviews management's reports on management's self-assessment of risks and the mitigations
of these risks.

Understand the scope of internal auditor's and external auditor's review of risk management
over financial reporting.

Understand the scope of internal auditor's review of risk management over all other processes,
and obtain reports on significant findings and recommendations, together with management's
responses.

Understand the scope of any other external auditor's or consultant's review of risk management.

Revised: August 20,2008 -
Subject: Audit Committee Charter Page 2 of 5
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Policy # 101 — Audit Committee Charter

3)

4)

Hire outside experts and consultants in risk management as necessary subject to full board
approval.

System of Internal Control

a.

Qo

Obtain information about, training in and an understanding of internal control in order to acquire
the knowledge necessary to adequately oversee the internal control process.

Ensure that the organization has a comprehensive policy on internal control and compliance.
Review periodically the policy on ethics, code of conduct and fraud policy.

Consider the effectiveness of the organization's internal control system, including information
technology security and control.

Consider any internal controls required because of business relationships with significant
vendors and consultants.

Understand the scope of internal auditor's and external auditor's review of internal control over
financial reporting, and obtain reports on significant findings and recommendations, together
with management's responses.

Understand the scope of internal auditor's review of internal control over all other processes,
and obtain reports on significant findings and recommendations, together with management's
responses.

Review the role of the internal auditor's involvement in the corporate governance process,
including corporate governance documentation and training.

Periodically review that contracts with external service providers contain appropriate record-
keeping and audit language.

Internal Audit

a.

R R

Obtain the information and training needed to enhance the committee members' understanding
of the role of internal audits so that the committee may adequately oversee the internal audit
function.

Oversee the selection process for the Chief Audit Executive.

Assure and maintain, through the organizational structure of the organization and by other
means, the independence of the internal audit process.

Review any difficulties encountered in the course of audit work, including any restrictions on the
scope of activities or access to required information

Review with management and the Chief Audit Executive the charter, objectives, plans,
activities, staffing, budget, qualifications, and organizational structure of the internal audit
function.

Receive and review all internal audit reports and management letters.

Review the responsiveness and timeliness of management's follow-up activities pertaining to
any reported findings and recommendations.

Receive periodic notices of advisory and consulting activities by internal auditors.

Review and concur in the appointment, replacement, or dismissal of the Chief Audit Executive.
Review the performance of the Chief Audit Executive periodically.

Review the effectiveness of the internal audit function, including compliance with The Institute of
Internal Auditors' Standards for the Professional Practice of Internal Auditing.

On a regular basis, meet separately with the Chief Audit Executive to discuss any matters that
the committee or internal audit believes should be discussed privately (subject to open meeting
laws).

Designate the Chief Audit Executive as the lead coordinator for handling all matters related to
audits, examinations, investigations or inquiries of the State Auditor and other appropriate State
or Federal agencies.

Page 3



Policy # 101 — Audit Committee Charter

5)

6)

External Audit of the Financial Statements

a.

Obtain the information and training needed to enhance the committee members' understanding
of the purpose of the financial statements audit and the role of external financial statement
auditor so that the committee may adequately oversee the financial statement audit function.
Review the external auditor's proposed audit scope and approach, including coordination of
audit effort with internal audit.

Review the performance of the external financial statement audit firm, and review the State
Auditor's recommendation for the final approval on the request for proposal for, and the
appointment, retention or discharge of the audit firm. Obtain input from the Chief Audit
Executive, management and other parties as appropriate.

Review the independence of the external financial statement audit firm by obtaining statements
from the auditors on relationships between the audit firm and the organization, including any
non-audit services, and discussing these relationships with the audit firm. Obtain from
management a listing of all services provided by the external audit firm. Obtain information from
the Chief Audit Executive and other sources as necessary.

Review the audited financial statements, associated management letter, attestation on the
effectiveness of the internal control structure and procedures for financial reporting, other
required auditor communications, and all other auditor reports and communications relating to
the financial statements.

Review all other reports and communications made by the external financial statement auditor.
Review the responsiveness and timeliness of management's follow-up activities pertaining to
any reported findings and recommendations.

On a regular basis, meet separately with the external financial statement audit firm to discuss
any matters that the committee or auditors believe should be discussed privately (subject to
open meeting laws).

Provide guidelines and mechanisms so that no member of the audit committee or organization
staff shall improperly influence the auditors or the firm engaged to perform audit services.
Periodically review a report of all costs of and payments to the external financial statement
auditor. The listing should separately disclose the costs of the financial statement audit, other
attest projects, agreed-upon-procedures and any non-audit services provided.

Engagements with Other External Audit Firms

a.

=

= @~oao

Obtain the information and training needed to enhance the committee members' understanding
of the role of the other external audit firm(s) so that the committee may adequately oversee their
function(s).

Confirm coordination of efficient and effective audit activities between the internal and external
auditors.

Review the performance of the other external audit firm(s),

Review the scope all services to be performed by the other external auditor.

Review the reports of the audits and/or agreed-upon-procedures.

Provide a forum for follow up of findings from the audit reports or agreed-upon-procedures.
Meet separately with the other external audit firm(s) on a regular basis to discuss any matters
that the committee or staff of the audit firm(s) believes should be discussed

Review a report of all costs of and payments to other external audit firm(s). The listing should
separately disclose the costs of any audit, other attest projects, agreed-upon-procedures and
any non-audit services provided.

Page 4



Policy # 101 — Audit Committee Charter

7

8)

9)

Monitoring Compliance

a.

Review the effectiveness of the system for monitoring compliance with laws and regulations and
the results of management's investigation and follow-up (including disciplinary action) of any
instances of noncompliance.

Review the findings of any examinations by regulatory agencies, and any auditor observations,
including investigations of misconduct and fraud.

Review the process for communicating to all affected parties the ethics policy, code of conduct
and fraud policy to organization personnel, and for monitoring compliance therewith.

Obtain regular updates from management and organization legal counsel regarding compliance
matters.

Monitor changes and proposed changes in laws, regulations and rules affecting the
organization.

Special Investigations and Whistleblower Process

a.
b.

Institute and oversee special investigations as needed.
Provide an appropriate confidential mechanism for whistleblowers to provide information on
potentially fraudulent financial reporting or breaches of internal control to the audit committee.

Audit Committee Management and Reporting Responsibilities

Regularly report to the Board of Directors about all committee activities, issues, and related
recommendations.

Perform other activities related to this charter as requested by the Board of Directors, and report
to the Board

Provide an open avenue of communication between internal audit, the external financial
statement auditors, other external auditors, management and the Board of Directors.

Review any other reports that the organization issues that relates to audit committee
responsibilities.

Confirm annually that all responsibilities outlined in this charter have been carried out. Report
annually to the Board, members, retirees and beneficiaries, describing the committee's
composition, responsibilities and how they were discharged, and any other information required
by rule, including approval of non-audit services.

Review and assess the adequacy of the committee charter periodically, requesting Board
approval for proposed changes, and ensure appropriate disclosure as may be required by law
or regulation.

Submitted by: Jamie Kinsella

Approved by: NDPERS Board June 29, 2006
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INTERNAL AUDIT POLICY

Policy No. 101

PUBLIC EMPLOYEES RETIREMENT SYSTEM Effective Date: 8/26/93
INTERNAL AUDIT POLICY

Revised: 5/17/05

Subject: Audit Committee Charter Page 1 of 5

PURPOSE

The audit committee is appointed by the board of directors of the agency to assist the board of directors
in fulfilling its fiduciary oversight responsibilities for the (1) financial reporting process, (2) the system of
risk management, (3) the system of internal controls, (4) the performance of the agency's internal audit
process, (5) the external audit of the financial statements, (6) the engagements with other external audit
firms, (7) the organization's processes for monitoring compliance with laws, regulations and the ethics
policy, code of conduct and fraud policy, (8) the special investigations and whistleblower mechanism, and
(9) the audit committee management and reporting responsibilities.

STRUCTURE

The audit committee will consist of at least two and no more than three members of the Board of
Directors. The Board or its nominating committee will appoint committee members and the committee
chair. The Board should attempt to appoint committee members who are knowledgeable and experienced
in financial matters, including the review of financial statements.

MEETINGS

The audit committee will meet as often as it determines is appropriate, but not less frequently than
quarterly. All committee members are expected to attend each meeting, in person or via tele- or video-
conference. The committee periodically will hold individual meetings with management, the internal
auditor and the external auditor. The audit committee may invite any officer or employee of the agency,
the external auditor, the agency's outside counsel, or others to attend meetings and provide pertinent
information. Meeting agendas will be prepared by the Chief Audit Executive and provided in advance to
members, along with appropriate briefing materials. Minutes will be kept by a member of the audit
committee or a person designated by the audit committee.

AUTHORITY

The audit committee has authority to conduct or authorize examinations into any matters within its scope
of responsibility for the following functions:

1) Financial Reporting,

2) System of Risk Management,

3) System of Internal Control,

4) Internal Audit,

5) External Audit of the Financial Statements,

6) Engagements with Other External Audit Firms,

7) Monitoring Compliance with Laws and Regulations and the Ethics Policy, Code of Conduct and
Fraud Policy,

8) Special Investigations and Whistleblower Process, and

9) Audit Committee Management and Reporting Responsibilities
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Policy # 101 — Audit Committee Charter

RESPONSIBILITIES

The audit committee will carry out the following responsibilities:

1)

2)

3)

Financial Reporting:

a.

Obtain information and/or training to enhance the committee members' expertise in financial
reporting standards and processes so that the committee may adequately oversee financial
reporting.

Review significant accounting and reporting issues, including complex or unusual transactions
and highly judgmental areas, and recent professional and regulatory pronouncements, and
understand their impact on the financial statements.

Review with management, the external auditors, and the internal auditors the results of the
audit, including any difficulties encountered.

Review all significant adjustments proposed by the external financial statement auditor and by
the internal auditor.

Review all significant suggestions for improved financial reporting made by the external financial
statement auditor and by the internal auditor.

Review with the General Counsel the status of legal matters that may have an effect on the
financial statements.

Review the annual financial statements, and consider whether they are complete, consistent
with information known to committee members, and reflect appropriate accounting principles.
Review with management the external auditors all matters required to be communicated to the
committee under generally accepted auditing Standards.

Understand how management develops interim financial information, and the nature and extent
of internal and external auditor involvement.

Review the statement of management responsibility for and the assessment of the effectiveness
of the internal control structure and procedures of the organization for financial reporting.
Review the attestation on this management assertion by the financial statement auditor as part
of the financial statement audit engagement.

System of Risk Management

a.

Obtain information about, training in and an understanding of risk management in order to
acquire the knowledge necessary to adequately oversee the risk management process.
Periodically review that the organization has a comprehensive policy on risk management.
Consider the effectiveness of the organization's risk management system, including risks of
information technology systems.

Consider the risks of business relationships with significant vendors and consultants.

Reviews management's reports on management's self-assessment of risks and the mitigations
of these risks.

Understand the scope of internal auditor's and external auditor's review of risk management
over financial reporting.

Understand the scope of internal auditor's review of risk management over all other processes,
and obtain reports on significant findings and recommendations, together with management's
responses.

Understand the scope of any other external auditor's or consultant's review of risk management.
Hire outside experts and consultants in risk management as necessary subject to full board
approval.

System of Internal Control

a.

b.

Obtain information about, training in and an understanding of internal control in order to acquire
the knowledge necessary to adequately oversee the internal control process.
Ensure that the organization has a comprehensive policy on internal control and compliance.
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Policy # 101 — Audit Committee Charter

20

Review periodically the policy on ethics, code of conduct and fraud policy.

Consider the effectiveness of the organization's internal control system, including information
technology security and control.

Consider any internal controls required because of business relationships with significant
vendors and consultants.

Understand the scope of internal auditor's and external auditor's review of internal control over
financial reporting, and obtain reports on significant findings and recommendations, together
with management's responses.

Understand the scope of internal auditor's review of internal control over all other processes,
and obtain reports on significant findings and recommendations, together with management's
responses.

Review the role of the internal auditor's involvement in the corporate governance process,
including corporate governance documentation and training.

Periodically review that contracts with external service providers contain appropriate record-
keeping and audit language.

4) Internal Audit

a.

«Q

Obtain the information and training needed to enhance the committee members' understanding
of the role of internal audits so that the committee may adequately oversee the internal audit
function.

Oversee the selection process for the Chief Audit Executive.

Assure and maintain, through the organizational structure of the organization and by other
means, the independence of the internal audit process.

Review any difficulties encountered in the course of audit work, including any restrictions on the
scope of activities or access to required information

Review with management and the Chief Audit Executive the charter, objectives, plans,
activities, staffing, budget, qualifications, and organizational structure of the internal audit
function.

Receive and review all internal audit reports and management letters.

Review the responsiveness and timeliness of management's follow-up activities pertaining to
any reported findings and recommendations.

Receive periodic notices of advisory and consulting activities by internal auditors.

Review and concur in the appointment, replacement, or dismissal of the Chief Audit Executive.
Review the performance of the Chief Audit Executive periodically.

Review the effectiveness of the internal audit function, including compliance with The Institute of
Internal Auditors' Standards for the Professional Practice of Internal Auditing.

On a regular basis, meet separately with the Chief Audit Executive to discuss any matters that
the committee or internal audit believes should be discussed privately (subject to open meeting
laws).

Designate the Chief Audit Executive as the lead coordinator for handling all matters related to
audits, examinations, investigations or inquiries of the State Auditor and other appropriate State
or Federal agencies.

5) External Audit of the Financial Statements

a.

Obtain the information and training needed to enhance the committee members' understanding
of the purpose of the financial statements audit and the role of external financial statement
auditor so that the committee may adequately oversee the financial statement audit function.
Review the external auditor's proposed audit scope and approach, including coordination of
audit effort with internal audit.

Review the performance of the external financial statement audit firm, and review the State
Auditor's recommendation for the final approval on the request for proposal for, and the
appointment, retention or discharge of the audit firm. Obtain input from the Chief Audit
Executive, management and other parties as appropriate.

Page 3



Policy # 101 — Audit Committee Charter

6)

7

Review the independence of the external financial statement audit firm by obtaining statements
from the auditors on relationships between the audit firm and the organization, including any
non-audit services, and discussing these relationships with the audit firm. Obtain from
management a listing of all services provided by the external audit firm. Obtain information from
the Chief Audit Executive and other sources as necessary.

Review the audited financial statements, associated management letter, attestation on the
effectiveness of the internal control structure and procedures for financial reporting, other
required auditor communications, and all other auditor reports and communications relating to
the financial statements.

Review all other reports and communications made by the external financial statement auditor.
Review the responsiveness and timeliness of management's follow-up activities pertaining to
any reported findings and recommendations.

On a regular basis, meet separately with the external financial statement audit firm to discuss
any matters that the committee or auditors believe should be discussed privately (subject to
open meeting laws).

Provide guidelines and mechanisms so that no member of the audit committee or organization
staff shall improperly influence the auditors or the firm engaged to perform audit services.
Periodically review a report of all costs of and payments to the external financial statement
auditor. The listing should separately disclose the costs of the financial statement audit, other
attest projects, agreed-upon-procedures and any non-audit services provided.

Engagements with Other External Audit Firms

a.

@~oao

Obtain the information and training needed to enhance the committee members' understanding
of the role of the other external audit firm(s) so that the committee may adequately oversee their
function(s).

Confirm coordination of efficient and effective audit activities between the internal and external
auditors.

Review the performance of the other external audit firm(s),

Review the scope all services to be performed by the other external auditor.

Review the reports of the audits and/or agreed-upon-procedures.

Provide a forum for follow up of findings from the audit reports or agreed-upon-procedures.
Meet separately with the other external audit firm(s) on a regular basis to discuss any matters
that the committee or staff of the audit firm(s) believes should be discussed

Review a report of all costs of and payments to other external audit firm(s). The listing should
separately disclose the costs of any audit, other attest projects, agreed-upon-procedures and
any non-audit services provided.

Monitoring Compliance

a.

Review the effectiveness of the system for monitoring compliance with laws and regulations and
the results of management's investigation and follow-up (including disciplinary action) of any
instances of noncompliance.

Review the findings of any examinations by regulatory agencies, and any auditor observations,
including investigations of misconduct and fraud.

Review the process for communicating to all affected parties the ethics policy, code of conduct
and fraud policy to organization personnel, and for monitoring compliance therewith.

Obtain regular updates from management and organization legal counsel regarding compliance
matters.

Monitor changes and proposed changes in laws, regulations and rules affecting the
organization.
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Policy # 101 — Audit Committee Charter

8) Special Investigations and Whistleblower Process

a.
b.

Institute and oversee special investigations as needed.
Provide an appropriate confidential mechanism for whistleblowers to provide information on
potentially fraudulent financial reporting or breaches of internal control to the audit committee.

9) Audit Committee Management and Reporting Responsibilities

a.

b.

Regularly report to the Board of Directors about all committee activities, issues, and related
recommendations.

Perform other activities related to this charter as requested by the Board of Directors, and report
to the Board

Provide an open avenue of communication between internal audit, the external financial
statement auditors, other external auditors, management and the Board of Directors.

Review any other reports that the organization issues that relates to audit committee
responsibilities.

Confirm annually that all responsibilities outlined in this charter have been carried out. Report
annually to the Board, members, retirees and beneficiaries, describing the committee's
composition, responsibilities and how they were discharged, and any other information required
by rule, including approval of non-audit services.

Review and assess the adequacy of the committee charter periodically, requesting Board
approval for proposed changes, and ensure appropriate disclosure as may be required by law
or regulation.

Submitted by: Jamie Kinsella

Approved by: NDPERS Audit Committee

Date: May 17, 2005
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TO:

FROM:

DATE:

SUBJECT:

Audit Committee
Jon Strinden
Ron Leingang

Jamie Kinsella, Internal Auditor
September 12, 2008
May 21, 2008 Audit Committee Meeting

In Attendance:
Jon Strinden, via conference call
Ron Leingang
Rebecca Dorwart
Jamie Kinsella
Sparb Collins
Leon Heick
Kathy Allen
Bryan Reinhardt
Carole Kessel, ND Insurance Department
Rebecca Ternes, ND Insurance Department

The meeting was called to order at 10:00 a.m.

February 20, 2008 Audit Committee Minutes

The audit committee minutes were examined and approved by the Audit Committee.

Internal Audit Quarterly Report

A.

Internal Audit Quarterly Report — The Internal Audit quarterly report listed all of
the projects that are in active status as of April 30 2008. Ms. Kinsella reviewed
with the audit committee a project staff is working on regarding final average
salary. This has an impact on benefits and the retirement fund. Also, with the
PERSLInk project, salaries will need to be corrected before the data conversion
is done.

Quarterly Audit Recommendation Status Report — As stated in the Audit Policy
#103, the Internal Audit Division is to report quarterly to management and the
audit committee the status of the audit recommendations of the external auditors,
as well as any found by the internal auditor.

During the past year efforts have been made to ensure that management
continues to work on these recommendations. As part of this process, staff
reviews these recommendations and their progress at the quarterly Loss Control



Committee meetings. Ms. Kinsella reported that in the past quarter there were
four recommendations completed, progress made on three, and no change for 8
of the recommendations. The audit committee expressed their appreciation to
staff for making progress with the recommendations.

1"I. Administrative

A.

Request for Quality Assurance Review — Included with the audit committee
materials was the memo from the February 2008 meeting regarding the Quality
Assurance Review. During the discussion the audit committee requested that
staff inquire with the external auditor whether having a quality assurance review
would have an impact on their reliance on the Internal Audit’s work.

The response received from Mr. Pat Brown, Brandy Martz & Associates was: “If
a Quality Assurance Review was performed, we would still need to perform the
above procedures (selecting a sample of Internal Audit’'s sample and testing to
determine level of reliance) to determine our reliance on the specific tests that
were performed by the internal audit that were relevant to our audit.”

Staff recommended audit committee action to:

1. Make final decision whether to have a Quality Assurance Review.

2. If we have a review, determine the method of Quality Assurance Review:
a. Full external review
b. Internal self-assessment with external validation.

The audit committee approved having a Quality Assurance Review done through
an internal self-assessment with external validation. Ms. Kinsella indicated she
will report back at the August meeting when this will be conducted.

Audit Committee Meeting Date & Time — The August audit committee meeting is
scheduled for August 20, 2008 at 10:30 am.

Internal Audit Charter Review Matrix— Staff provided the audit committee with the
results of the Audit Committee Charter Review matrix in November 2007 and the
subsequent actions in February. There were two issues still outstanding as of
the February meeting.

Iltem #10 discussed risk assessment policy. The second bullet stated that the
audit committee will: “Periodically review that the organization has a
comprehensive policy on risk management”.

Ms. Kinsella met with Mr. Collins and Ms. Knudsen and indicated staff will
be providing the audit committee with a quarterly report on the minutes of
the loss control meetings and annually Ms. Knudsen will come to the
audit committee to do a report on the activities of the loss control
committee.

Iltem #13 discussed the audit committee’s understanding of the purpose of the
financial statements audit...” The ninth bullet stated the Audit Committee

2



“Provide guidelines and mechanisms so that no member of the Audit Committee
or organization staff shall improperly influence the auditors or the firm engaged to
perform audit services.

There is a statement in the contract between the State Auditor's office
and Brady Martz that addresses conflict of interest. In addition, Ms.
Kinsella reviewed the Internal Audit policies and found one that discusses
independence. The Internal Audit Division has not been in compliance
with this policy. A review of the standards provided direction on how best
to handle the independence issue. There is a planning memo as part of
the audit workpapers that addresses several items as part of the planning
process. It is the appropriate place to place this issue as another step for
staff to review as part of the planning process for each audit. Ms. Kinsella
conveyed a worksheet was included so the audit committee could see
where staff will address independence for each audit done.

With the change to the planning workpaper to include the independence
review, staff revised the Internal Audit Policy #104 which was included
with the audit committee materials. Ms. Kinsella felt that the policy is best
to be a general statement, whereby the planning memo is the conduit to
ensure the independence issue is reviewed.

Staff recommended the following:

1) Approve the recommended changes to the Internal Audit Policy #104.
2) Approve bringing the revised Policy #104 before the Board of Directors
for their approval at the next board meeting.

By general consensus the audit committee approved staff's recommendation.

D. Audit Committee Charter Revision — Included with the audit committee minutes
was a draft of the Audit Committee Charter. Ms. Kinsella conveyed staff entered
a change that is proposed for the audit committee’s consideration and approval.
Discussion followed. Staff will change the wording to “in accordance with
NDPERS policy for compensation in effect at that time” and bring to the August
meeting for approval.

E. Annual Performance Evaluation — The annual performance evaluation has been
completed. The evaluation form was signed and returned on May 13, 2008.

E. Confidential Meeting between Internal Audit and Audit Committee - The meeting
between the audit committee and the internal audit division is scheduled to take
place in February of each year. The meeting was conducted at the end of the

meeting.
V. Miscellaneous
A. Pharmacy Benefits Manager (PBM) Project — Ms. Rebecca Ternes and Ms.

Carole Kessel, ND Insurance Department, presented the process the ND
Insurance Department uses to review pharmacy benefits rebates. BCBS had
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alerted PERS of the following:

“In the PBM law passed in 2005 (HB 1332), there is a provision that
specifically gives the Insurance Department the authority to audit the
insurance company to ensure that “the payment received by the
pharmacy benefits manager which the covered entity (insurance
company) received from the pharmacy benefits manager has been
applied toward reducing the covered entity’s rates or has been distributed
to covered individuals.” (NDCC 26.1-27.1-06 (1)) In addition, there is a
requirement that each insurer must report annually all of these payments
(rebate, etc.) to the insurance department.

In addition, a letter from BCBS was included in the audit committee materials.
Mr. Collins, Mr. Reinhartdt, Ms. Allen and Mr. Heick participated in a conference
call on May 5, 2008 relating to the PBM audit. The letter from BCBS summarizes
the outcome of that meeting. Ms. Kinsella conveyed many of the issues have
been resolved which means staff can move forward. Staff recommended the
development of a request for proposal (RFP) and also proposed requesting if
GBS could provide assistance in this effort. Discussion followed. Mr. Collins felt
if an RFP was done staff could determine the cost of the audit versus the PBM
rebates received and from there determine how to proceed. By general
consensus, the audit committee recommended staff issue a request for request
for proposal (RFP) from a third party vendor to conduct an audit on the pharmacy
benefits manager.

B. PERSLIink Quarterly Report — Included with the audit committee minutes was the
PERSLink quarterly status report. Mr. Collins informed the audit committee that
ITD is looking for positive project messages and requested PERS staff to present
the status of the PERSLIink project. ITD felt that PERS has done a great job in
managing and controlling our project with success and it continues to do so in
the implementation phase. Staff will be presenting its report to the IT Committee
on June 5.

C. Report on Consultant Fees - According to the Audit Committee Charter, the audit
committee should “Periodically review a report of all costs of and payments to the
external financial statement auditor. The listing should separately disclose the
costs of the financial statement audit, other attest projects, agreed-upon-
procedures and any non-audit services provided.” Included with the audit
committee materials was a copy of the report showing the consulting, investment
and administrative fees paid during the quarter ended March 31, 2008.

D. Publications — Included with the audit committee materials were publications
and/or articles from the Institute of Internal Auditors.

The meeting adjourned at 11:20 a.m.



North Dakota Sparb Collins
Public Employees Retirement System Executive Director

400 East Broadway, Suite 505 e Box 1657 (701) 328-3900
Bismarck, North Dakota 58502-1657 1-800-803-7377

FAX: (701) 328-3920 ¢ EMAIL: NDPERS-info@nd.gov e www.nd.gov/ndpers

Memorandum

TO: PERS Board
FROM: Sparb

DATE: September 11, 2008
SUBJECT: BCBS Renewal

At this meeting will continue our discussion of the BCBS renewal. You will note the agenda
and material is broken down into 4 sections.

Section 1 is a letter that was sent to BCBS with additional questions about the renewal
since the last meeting.

Section 2 of the agenda (please note there is not Board material since BCBS will bring it
directly to the meeting) is the presentation from BCBS on the plan performance and why
plan costs have increased as dramatically as they have over the last several years. The
second part of this conversation relates to their answers to questions posed in section 1.

Section 3 is a memo relating to the plan design/funding options that we developed and the
cost as projected by BCBS. Also identified are some funding options. Since we will be
forwarded these options on the Governor and Legislature we need to prioritize them for their
consideration.

Section 4 is the Board material from the last meeting for your reference.



North Dakota Sparb Collins
Public Employees Retirement System Executive Director
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Memorandum

TO: PERS Board

FROM: Sparb

DATE: September 11, 2008

SUBJECT: Plan Design and Funding Options

Background
In addition to reaching an agreement with BCBS on the renewal, we need to do two other

tasks. First, we need to determine our funding policy, that is how do we allocate our reserve
funds that we have as a result of gains from previous bienniums. Second, we need to
review and prioritize the alternative plan designs. Please note that the numbers used in this
memo at this point are estimates and will change as we move forward with the renewal and
any adjustments that may come about from that process and as we refine our reserve

estimate.

Funding Priorities

Our present reserve estimate (not counting future interest income) is that NDPERS has
approximately $5.6 million on deposit at BCBS (please note that about $3 million of this is
still at risk for the next 12 months) and another $4.4 million at RIO for a total of
approximately $10.0 million. The PERSLink project is going to use approximately $3 million
of this and the diabetes project will take about $400,000 this biennium and another
$800,000 the next for $1.2 million. This will leave about $5.5 million. In deciding our

recommendation on how to use these funds, the following are the considerations:



1.

The funds could be used to reduce the cost of all contracts for the next for next
biennium which could produce a rate reduction of about $9 per contract per month
($5.5 million/25000 contracts/24 months).

. The funds could be used to reduce the active and pre Medicare rates only since the

retiree rates are not experiencing the same inflation pressure (active and
preMedicare rates are going up 28% and Medicare retiree rates are going down
17%). This could reduce active rates by about $12 per contract per month

The funds could be used for two purposes. First to pay the incremental cost of the
PERS proposed legislation relating to preMedicare rates. The following is the

summary of that bill:

Bl” Dl’aft - LC 9011301— This bill proposes to change the PreMedicare

calculation method to reduce the cost for these retirees and members (PERS, TFFR, TIAA-Creff,
HP, Job Service and former legislators)

Proposals Section

1. State law presently sets the premedicare rate as: Section 1

a. For single plans it is 150% of the state single rate

b. For family plans of 2 it is 2 times the single rate (set in a)

c. For family plans of 3 or more it is 2.5% times the single rate (set in a)
The proposed change in this section would change the 150% to 125%
thereby reducing the premedicare rates. This will increase the active rates
and have an effect on the OPEB liability that will be determined in the
actuarial review.

2. Provides an expiration for the bill as July 1, 2011. Section 2

The cost of funding this bill is about 2.5 million for the 2009-2011 biennium (however
to provide more of a contingency on this we may want to increase it from 125 to 130
or 135 in October when we consider the final on the bill). If this bill would pass the

preMedicare rates would go up about 8%, if it does not they would go up about 28%.

The following table shows how changing the percent would change the cost:
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The second part of this option would be to use the remaining funds to reduce the

active rates only. This could produce a reduction of about $6.50 per contract per

month.

Recommendation

Staff and the PERS Benefits Committee would recommend option #3.

Plan Design Priorities

At the June PERS Board meeting we reviewed the suggestions of the PERS Benefits
Committee relating to plan design options to be requested from BCBS as part of the
renewal. The purpose of collecting this information is to show the Governor and Legislature
the effect on premiums of changes in the plan design. The following is a summary of the

plan design alternatives/option:

Option A Increase individual coinsurance by $250 and family by $500
Alternative 1 Increase individual deductibles by $50 on EPO and $100 on
PPO and Basic plans. Increase family deductible by $150 on
EPO and $300 on PPO and Basic Plans

Alternative 1.A Both Alternative 1 and Option A

Alternative 2 Increase individual deductibles by $300 on EPO and $350 on
PPO and Basic plans. Increase family deductible by $900 on
EPO and $1050 on PPO and Basic Plans

Alternative 2.a Both Alternative 2 and Option A
Alternative 3 HDHP with $1250 individual deductible and $2,500 family
deductible

Also the last page of this memo shows the plan design changes compared to this biennium

and last.



We also reviewed at that meeting a proposed wellness plan design change which the board

also agreed to ask BCBS to price in the renewal. That plan was a combination of changes

and additions and included the following:

Savings
EPO
UND

Health Dialog
Benefit Stand.

WB

Costs

My health ctr

Benefits
CDC Imm.
$200 ben.
Influenza
Well child
LRD
Cir.

Chiro

Plan Design

Gold, Silver, Bronze

The PERS Benefits Committee met and reviewed the various plan designs and cost

information and would offer the following suggestions for the priorities:

BCBS bid

Deductions
Reserve
Sub total

Wellness Package
EPO
Benefit Standard
Wellness Benefit
Incentives
Subtotal

Sub Total

Priority

Reduce Existing Existing Option A Alt 1 Alt 1-A  Reduced Alt 2 Alt 2- A HDHP
Wellness Wellness Plan Wellness Wellness Wellness Plan Wellness Wellness
$ 846.64 $846.64 $846.64 $839.00 $837.88 $830.64 846.64 $810.56 $803.70 $749.10
($6.50) ($6.50) ($6.50) ($6.50) ($6.50) ($6.50) (6.50) ($6.50) ($6.50) ($6.50)
$840.14  $840.14 $840.14 $832.50 $831.38 $824.14 $840.14 $804.06 $797.20 $742.60
27.67%  27.67% 27.67%  26.50% 26.33% 25.23% 27.67% 22.18% 21.14% 12.84%
$ (16.93) $0.00 $ (16.93) $ (16.93) $ (16.93) (16.93) $ (16.93) $ (16.93)
$  (3.40) $0.00 $ (340) $ (3.40) $ (3.40) (3.40) $ (3.40) $ (3.40)
$8.78 $8.78 $8.78 $8.78 $8.78 0.00 $8.78 $8.78
$6.00 $6.00 $6.00 $6.00 $6.00 0.00 $6.00 $6.00
$ (5.55) $14.78 $ (56.55) $ (5.55) $ (5.55) (20.33) $ (5.55) $ (5.55)
$834.59 $854.92 $840.14 $826.95 $825.83 $818.59 $819.81 $798.51 $791.65 $742.60
26.82% 29.91% 27.67% 2566% 25.49% 24.39% 2458% 21.34% 20.30% 12.84%
2 1 3 4 5 6 7 8 9 10

The existing plan is the same plan in place now. The existing with wellness is the existing

plan with the EPO and maintaining the existing benefits but adding the wellness provisions.

The reduced plan is the existing plan less the EPO and benefit reduction. The remaining

are the alternatives/option identified above with the wellness package.



Recommendation
The benefits committee and staff would recommend that the above be the priorities for the

plan designs and be the PERS position as this information is forwarded to the Governor and

Legislature.

Board Action Requested:

To approve the funding priorities and plan design priorities.



North Dakota State Health Plan 2009-2011 Planning

PLAN FEATURES

05-07 Plan

07-09 Plan

Alt #3 - HDHP

Basic

PPO

EPO

Basic

PPO

EPO

Single

Family

Deductible for Non-Physician Services*
- Per Person
- Per Family
* Services billed by a physician or psychiatrist.

All
$250
$750

services

All
$250
$750

services

All
$100
$300

services

All
$400
$1200
services

All
$400
$1200
services

All
$200
$600

services

$1250

$2500

Copayment for Physician Office Visits
Copayment for Emergency Room Visits

$25
$50

$20
$50

$15
$50

$30
$50

$25
$50

$20
$50

Co-Insurance on covered services EXCEPT Physician Office Visits

75125

80/20

85/15

75125

80/20

85/15

Prescription Formulary Generic Drug
- Copayment
- Co-Insurance

$5

$5

$5

$5

$5

$5

Prescription Formulary Brand-Name Drug
- Copayment
- Co-Insurance

Prescription Non-Formulary Drug
- Copayment
- Co-Insurance

Co-Insurance Maximum

- Individual
- Family

Out of Pocket Maximums (Deductible & Coinsurance)*
-Single
-Family

* - Copayments and Prescription Drugs are Additional

Prescription Drug Coinsurance Maximum (Formulary Only)

Option A

Co-Insurance Maximum
- Individual
- Family

Out of Pocket Maximums (Deductible & Coinsurance)*

-Single

-Family

* - Copayments and Prescription Drugs are Additional




Attachment #1
INTEROFFICE MEMORANDUM

SuBJECT: NDPERS 2009-2011 RENEWAL PROPOSAL
DATE: AUGUST 1, 2008

To: LARRY BROOKS
KEVIN SCHOENBORN

CC: LINDA MERCK Towm PAULSON
TAMI RODER ROB SCHEIRING

Frowm: BRAD BARTLE

Renewal rating for the 2009-2011 NDPERS biennium assuming current benefit
structure is attached. The overall rate increase required for the new biennium is 25.8%.
This is comprised of a 29.5% increase for active state employees, an approximate
17.5% rate decrease for Medicare retirees, and other rate adjustments for minor census
categories.

A complete proposal with rating of alternate plan designs and benefit changes,
information concerning additional design features including proposed wellness designs,
and additional requested reporting will be prepared and forwarded to you in the coming
week.

Narrative Information

1. What is the rating period? If more than 12 months of data is used, how much
weighting is placed on the prior experience period versus the current period?

The experience period used in this rating is 5-1-07 through 4-30-08 with payments
made through 6-30-08.

2. What is the IBNR adjustment? How many days on average does it take BCBSND to
pay claims? Is the IBNR adjustment based on the BCBS book of business, or
NDPERS case specific data?

Claims in total are estimated to be 98.72% complete as paid through 6-30-08. IBNR
adjustments are based on prior NDPERS claims experience.

3. What is the pooling level/point? What was the basis for determining this point?
Not applicable.

4. What is the pooling charge?
Not applicable.

5. Where, if any, is capitation built into the rating model? Is it based on actual or
forecast capitation?

Not applicable.

6. Was any demographic adjustment made? How was it determined? What was the
basis of the adjustment?
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Not applicable.

7. What are the trend assumptions for Rx and Medical separately? Prospectively, what
are your assumptions regarding contractual charges with providers? How much of
the trend adjustment is due to contractual changes? Prospectively, what are your
assumptions regarding changes in frequency of procedures? How much of the trend
adjustment is due to technology changes? How has BCBS adjusted trend for drugs
coming off brand and going generic? What is the current NDPERS generic
utilization rate? What is your forecast NDPERS generic utilization rate (during the
rating period)?

For non-Medicare claims experience an 11.0% trend is used for 2008, followed by
10.0% trend for 2009 through 2011. For Medicare retiree claims experience a 3.0%
trend is used for 2008 through 2011.

The above trend assumptions are developed in total rather than separately for
prescription drug and medical claims experience. Contractual arrangements with
providers are confidential. BCBSND does not evaluate various components of trend
(cost, utilization, technology, generic utilization, etc) explicitly. Reporting of recent
brand and generic prescription drug utilization is available upon request.

8. What are your retention assumptions? Please break out between the following:
Administration, Profit/Risk, Wellness/DM.

Administration: 4.0% of premium ~ $28.00 per contract per month
Service Charge: 1.0% of premium ~ $7.00 per contract per month
Conversion Privilege: 0.2% of premium ~ $1.40 per contract per month

9. Are any other adjustments made to the rating model?

A contingency margin (1.0% of premium ~ $7.00 per contract per month) is included
in premiums. This amount will not be treated as retention during settlement, and will
be included as premium revenue in the calculation of gains/losses for the biennium.

10.Will BCBS agree to re-review the proposed premium in February of 2009 and if the
new projection is lower offer that rate for the 2009-2011 biennium? If the February
re-projection is higher, agree to use the original estimate for 2009-2011? Please
review and note the progress on those issues identified in the renewal letter for this
biennium.

BCBSND agrees to re-rate the biennium in February of 2009 and offer any premium
reduction to NDPERS. Premiums will not increase as a result of the re-rate.
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