
                                                                                                                                                                                                                                                                                                                                                                                                                               
 
 
 
 

 

MEMORANDUM 
 
 
 
 
TO:  STATE INVESTMENT BOARD AUDIT COMMITTEE MEMBERS 
 
FROM: LES MASON, SUPERVISOR OF INTERNAL AUDIT 
 
DATE: FEBRUARY 15, 2013 
 
SUBJECT: FEBRUARY 22, 2013 SIB AUDIT COMMITTEE MEETING 
 
 
At this meeting, Dottie and I will go over our annual report on the fiscal year year-to-date 
audit activities. Also included is the report on Executive Limitations. 
 
We’ll work on the SIB Audit Committee Charter, with a few revisions to consider. 
 
There will be individual meetings with the Interim Executive Director, and the Internal 
Audit staff. 
 
Mike Sandal has agreed to give us an update on the Executive Director search. 
 
I’m looking forward to seeing you at the Workforce Safety and Insurance building in the 
conference room on the main floor as you enter the building from the south.  
                                                                          
 
 
                                                                                                                                                                              



ND STATE INVESTMENT BOARD  
AUDIT COMMITTEE MEETING 

 
FRIDAY, FEBRUARY 22, 2013, 1:00 p.m. 

WORKFORCE SAFETY AND INSURANCE 
1600 E CENTURY AVENUE, BISMARCK, ND 

 
 AGENDA                         

            
 
 
 
1. CALL TO ORDER & APPROVAL OF AGENDA 

 
 
2.  APPROVAL OF NOVEMBER 16, 2012, MINUTES (enclosed) 
 
 
3.  REPORT ON FISCAL 2013 SECOND QUARTER INTERNAL AUDIT ACTIVITIES -  
 Mr. Mason, Ms. Thorsen (enclosed) (Committee Approval) 

 
A. School District Audits (enclosed - questions only) 
B. Executive Limitations Audit (enclosed)  

 
 
4. AUDIT COMMITTEE CHARTER - work on revision (enclosed) 
 
 
5. COMMITTEE MEETING WITH INTERIM EXECUTIVE DIRECTOR 
 
 
6.  COMMITTEE MEETING WITH INTERNAL AUDIT SUPERVISOR 

 
 

7. UPDATE ON EXECUTIVE DIRECTOR SEARCH - Mr. Sandal 
 
 
8.  OTHER  

Next SIB Audit Committee Meeting - Friday, May 17, 2013, 1:00 p.m., 
                                                           Peace Garden Room - State Capitol. 

 
 
9. ADJOURNMENT 
 
 
 
 

Any individual requiring an auxiliary aid or service, please contact the Retirement and Investment Office at 
(701) 328-9885 at least three (3) days prior to the scheduled meeting. 
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STATE INVESTMENT BOARD 
AUDIT COMMITTEE MEETING 

MINUTES OF THE 
NOVEMBER 16, 2012 MEETING 

 
COMMITTEE MEMBERS PRESENT: Rebecca Dorwart, Chair 

Lonny Mertz, Vice Chair 
Mike Gessner, TFFR Board/Liaison to the SIB 

 Mike Sandal, PERS Board 
 Cindy Ternes, Workforce Safety & Insurance 
 
STAFF PRESENT:   Connie Flanagan, Fiscal & Investment Officer 
     Bonnie Heit, Office Manager 
     Fay Kopp, Interim Executive Director 
     Les Mason, Internal Audit Superviser 
     Darren Schulz, Interim Chief Investment Officer 
     Dottie Thorsen, Internal Audit 
 
OTHERS PRESENT:   Thomas Rey, CliftonLarsonAllen 
 
 
CALL TO ORDER: 
 
Ms. Dorwart called the State Investment Board (SIB) Audit Committee meeting to 
order at 1:00 p.m., on Friday, November 16, 2012, at Workforce Safety & 
Insurance, 1600 E Century, Bismarck, ND. 
 
A quorum was present for the purpose of conducting business.    
 
AGENDA: 
 
The Audit Committee considered the November 16, 2012 agenda.  
 
MR. SANDAL MOVED AND MS. TERNES SECONDED TO ACCEPT THE AGENDA FOR THE NOVEMBER 
16, 2012, MEETING.  
 
AYES: MS. DORWART, MR. SANDAL, MS. TERNES, MR. MERTZ, AND MR. GESSNER 
NAYS: NONE 
MOTION CARRIED 
 
 
MINUTES: 
 
The Audit Committee considered the minutes from the October 16, 2012, meeting. 
 
MR. GESSNER MOVED AND MR. SANDAL SECONDED TO ACCEPT THE OCTOBER 16, 2012, MINUTES 
AS WRITTEN.  
 
AYES: MR. GESSNER, MS. DORWART, MR. SANDAL, MS. TERNES, AND MR. MERTZ 
NAYS: NONE 
MOTION CARRIED 
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FINANCIAL AUDIT REPORT JUNE 30, 2012: 
 
Mr. Thomas Rey reviewed CliftonLarsonAllen’s audit of the financial statements of 
the Retirement and Investment Office (RIO) for the Fiscal Year Ending June 30, 
2012. Mr. Rey reported CliftonLarsonAllen issued an unqualified opinion of the 
financial statements. 
 
Ms. Flanagan informed the Audit Committee RIO has been awarded the Certificate of 
Achievement for Excellence in Financial Reporting by the Governmental Financial 
Officer’s Association (GFOA) for the past 14 consecutive years. 
 
The Audit Committee thanked staff for their excellent work on the audit report. 
 
MS. TERNES MOVED AND MR. MERTZ SECONDED TO ACCEPT CLIFTONLARSONALLEN’S AUDIT 
REPORT OF THE FINANCIAL STATEMENTS OF RIO FOR THE FISCAL YEAR ENDING JUNE 30, 
2012. 
 
AYES: MS. TERNES, MR. MERTZ, MS. DORWART, MR. SANDAL, AND MR. GESSNER 
NAYS: NONE 
MOTION CARRIED 
 
 
INTERNAL AUDIT ACTIVITIES: 
 
Mr. Mason reviewed the Internal Audit Division’s work activity for the first  
quarter of FY2013.  
 
School District Audit Reports – The objective is to complete 43 or more school 
district audits during FY2013. Currently, seven audits were completed, six audits 
are in progress, information on three more school districts has been received, 
and information is being requested for 12 additional districts.  
 
TFFR File Maintenance – Ms. Thorsen reported she reviewed the first quarter of 
FY2013 transactions. There were no exceptions noted. 
 
MR. GESSNER MOVED AND MS. TERNES SECONDED TO ACCEPT THE INTERNAL AUDIT DIVISION’S 
WORK ACTIVITY REPORT FOR THE FIRST QUARTER OF FY2013.  
 
AYES: MS. DORWART, MR. GESSNER, MR. MERTZ, MR. SANDAL, AND MS. TERNES 
NAYS: NONE 
MOTION CARRIED 
 
 
CHARTER: 
 
The Audit Committee reviewed their Charter. Mr. Mason is to electronically 
distribute the Charter to the Audit Committee with his suggested changes. Audit 
Committee members are to submit their changes to Ms. Dorwart. The Charter will be 
reviewed at the February 22, 2013, meeting.  
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FY 2013 WORK PLAN: 
 
The Audit Committee reviewed a revised Internal Audit work plan for the period of 
July 1, 2012 – June 30, 2013 which reflected the discussion and changes from the 
November 16, 2012, meeting. 
 
MS. TERNES MOVED AND MR. SANDAL SECONDED TO ACCEPT THE REVISED INTERNAL AUDIT 
WORK PLAN FOR THE PERIOD OF JULY 1, 2012 – JUNE 30, 2013. 
 
AYES: MS. DORWART, MR. SANDAL, MS. TERNES, MR. MERTZ, AND MR. GESSNER 
NAYS: NONE 
MOTION CARRIED 
 
 
OTHER: 
 
The next Audit Committee meeting is scheduled for February 22, 2013, at 1:00 p.m. 
at Workforce Safety & Insurance. 
 
 
ADJOURNMENT: 
 
With no further business to come before the Audit Committee, Ms. Dorwart 
adjourned the meeting at 2:15 p.m.  
 
Respectfully Submitted: 
 
 
___________________________ _____ 
Ms. Rebecca Dorwart, Chair      
SIB Audit Committee                 
 
 
________________________________ 
Bonnie Heit 
Assistant to the Audit Committee 
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RETIREMENT AND INVESTMENT OFFICE 
INTERNAL AUDIT SERVICES UNIT 

AUDIT ACTIVITIES REPORT  
FISCAL YEAR JULY 1, 2012 TO JUNE 30, 2013 

FOR THE PERIOD NOVEMBER 14, 2012 THROUGH FEBRUARY 13, 2013 
 

 
 

The audit objective of the Internal Audit Services Unit (Audit Unit) is twofold: first, to 
provide comprehensive, practical audit coverage of the Retirement and Investment Office 
(RIO) programs; second, to assist RIO management and the State Investment Board 
(SIB) by conducting special reviews or audits. 
 
Our audit coverage is based on the Fiscal Year July 1, 2012 through June 30, 2013 Work 
Plan. The Work Plan is consistent with the Audit Unit charter and goals, and the goals of 
RIO. To the extent possible, our audits are being carried out in accordance with the 
International Standards for the Professional Practice of Internal Auditing. Audit effort is 
being directed to the needs of RIO and the concerns of management and the SIB Audit 
Committee. 
 
REGULAR AUDIT COVERAGE 
 
Retirement Program 
 
• School District Reporting 
 
We are examining school district reporting to the Teachers’ Fund for Retirement (TFFR) 
to determine that retirement salaries reported for members of TFFR are in compliance 
with the definition of salary as it appears in NDCC 15-39.1-04(9). Other reporting 
procedures reviewed during the audit process are calculation of service hours and 
eligibility for TFFR membership. A written report is issued after each audit examination is 
completed. 
 
Our objective is to complete 43 or more school district audits during fiscal 2013. To 
date, 12 audits were completed. Currently, 10 audits are in progress, and information 
on 6 more school districts has been received. The attached list details the current 
status of these audits. In addition, information is being requested for 15 additional 
districts.  
 
This is an area that requires special emphasis due to the level of risk identified through 
previous audit results. Our long-range plans include auditing each district over a five year 
period. 
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• TFFR File Maintenance 
 
We periodically test changes made to TFFR member account data by RIO employees.  
 
Journals are generated daily and monthly indicating any file maintenance changes made. 
Our previous external auditors recommended that the Audit Unit review these reports on 
a regular basis. 
 
Retirement and Investment Office 
 
• Office Administration – Executive Limitations 

 
We tested executive performance to determine compliance with the SIB’s Executive 
Limitations policy for the seven months ended December 31, 2012. The report, dated 
February 1, 2013 is included. 

 
The results of this audit will be included in the annual review the SIB makes to determine 
whether all Ends and Executive Limitations are being met. 
 
SUMMARY 
 
Audit effort was directed to activities that are of greatest concern to the SIB Audit 
Committee, RIO management, and the external auditors.  
 
LOOKING AHEAD 
 
The focus of the internal audit function has been on external entities reporting to RIO, 
such as school district reporting to TFFR for its members. We will continue to conduct 
these audits while developing the other areas of audit coverage outlined in our Fiscal 
2013 Work Plan. 
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RIO INTERNAL AUDIT DIVISION
COMPARISON OF BUDGET TO ACTUAL SCHOOL DISTRICT AUDITS FOR 2012-2013

BUDGET ACTUAL

1st quarter (July - September) 6 5

2nd  quarter (October - December) 13 2
  through November 9, 2012

3rd quarter (January - March) 12 5
  through February 13, 2013

4th quarter (April - June) 12

43 12

2012-2013 audits



RIO INTERNAL AUDIT DIVISION

YTD HOURS FOR THE FISCAL YEAR JULY 1, 2012 TO JUNE 30, 2013

YTD 1st quart. 2nd quart. 3rd quart
2012-13 HOURS hours hours to date hours to date
BUDGET 7/1/2012 - 7/1/2012 - 10/1/2012 - 11/14/12 -
HOURS 02/13/13 9/30/2012 11/09/2012 2/13/13

1.  Audit
School District Audits 2,792 1,763 653 416 694
Follow-up on "not-in-compliance" prior year audits (30 hrs/audit, 2 audits) 60
TFFR File Maintenance (2 days per quarter) 64 40 21 19
Death, purchase of service, and refunds review 52 52 52
Executive Limitations 24 21 21
Policy & Procedure Manual 16
Special Projects 40

Total Audit Hours 73% 3,048 1,876 726 416 734

2.  Administrative (meetings & prep, CEU's, etc.) 7% 292 234 106 10 118

3. Annual/Sick Leave, Holidays 20% 820 449 208 54 188

Total Budget Hours (2 FTE's) 100% 4,160 2,560 1,040 480 1,040
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STATE INVESTMENT BOARD 
AUDIT COMMITTEE CHARTER 

 
 
PURPOSE 
 
The Audit Committee (the Committee) is a standing committee of the North Dakota State 
Investment Board (SIB). The Committee will perform as an effective oversight function of the 
Retirement and Investment Office (RIO) internal and external audit programs; including the 
financial reporting process, internal controls, policies, and practices. 
 
AUTHORITY 
 
The Committee is authorized to develop and direct the internal audit program for RIO as well as 
oversee the external audit. The internal audit program provides assurance to the Committee 
that RIO's financial condition and results of operations are accomplished in accordance with 
RIO's policies and plans. The Committee may investigate any activity of RIO and may retain 
persons as necessary from within or outside RIO having special competence to assist the 
Committee in the accomplishment of its responsibilities. 
 
RESPONSIBILITIES 
 
RIO executive management is responsible for financial and other reporting, internal control, and 
compliance with laws, regulations, and ethics. The Committee has the responsibility to assure 
the reliability and integrity of financial and operating information; compliance with policies, plans, 
procedures, pertinent laws and regulations, and ethical conduct; safeguarding of assets; 
economical and efficient use of resources; and effectiveness of achieving desired results from 
operations. To this end, the Committee will: 
 
Internal Audit 
 
1. Approve and periodically review the internal audit charter and submit to the SIB for approval. 

 
2. 1. Review and approve the annual work plan detailing the planned scope of internal audits 
and reviews of RIO activities and functions, and review the results of the internal audit program. 

 
3. 2. Discuss with the internal auditors' significant internal audit recommendations and review 
and analyze RIO's internal accounting control systems and related policies and control systems. 
 
4. 3. Review the coordination of the internal auditor’s role and work with the external 
auditor's work. 

 
  5.4. Participate with RIO's Executive Director in the appointment of the internal audit supervisor, 
and evaluation of the performance of the internal audit supervisor. Approve any changes in 
staffing; including the addition, termination, or replacement of internal auditors, and the approval 
of salary increases and/or promotions other than those authorized by the legislature.  
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6.5. Meet with the internal auditor(s) periodically (out of the presence of management and the 
external auditors as appropriate) with respect to any of the foregoing and review any restrictions 
on the audit work. 

 
7. 6. Review with the internal audit supervisor whether internal audit activities are being carried 
out in accordance with the Institute of Internal Auditors, Inc. "International Standards for the 
Professional Practice of Internal Auditing," as adopted by the Committee.  

 
External Audit 
 
1. Make recommendations to the State Auditor when appropriate as it relates to selection, 

evaluation, and termination. 
  

2. Review non-auditing services, if any, performed for RIO by the external auditors. 
 

3. Review annually the overall plan of the audit as proposed by the external auditors and 
management, including the scope of the examination to be performed, the assistance to be 
provided by the internal auditors and any developments in accounting principles and 
auditing standards that may affect either the financial statements or the audit. 
 

4.  Prior to the release of the annual report to the SIB and other officials, review the results of 
the audit with the external auditors and management, which. This review will include the 
following, as applicable: 
 
(a) Any major problems encountered by the external auditors and the resolution thereof; 

 
(b) The effect on the audit of any developments referred to in item 3 above; 

 
(c) Any unresolved differences between the external auditors and management;  

 
(d) Any other significant comments or recommendations of the external auditors or 

management; 
 

(e) And the adequacy of RIO's internal accounting controls and accounting policies, 
procedures, and practices. 

 
5. Meet with the external auditors periodically (out of the presence of management as 

appropriate) with respect to any of the foregoing, and review any restrictions on the audit 
work. 

 
6.  Engage in dialogue with the external auditors with respect to any disclosed relationships or 

services that may impact the objectivity and independence of the auditors. 
 
RIO Management 
 
1. Provide oversight of RIO's financial reporting process. Inquire as to any proposed changes 

in accounting or financial reporting procedures and of any unusual events that could impact 
the financial statements. 
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2. Inquire as to the procedure for the prevention of illegal payments, conflicts of interest, or 
other questionable practices. Inquire as to the existence of any illegal payments, conflicts of 
interest, or other questionable acts. Review the Code of Conduct, rules, and policies 
applicable to RIO. 
 

3.  Review compliance with federal and state law, North Dakota administrative code, and SIB 
and Teachers' Fund for Retirement (TFFR) Board policies. 

 
 
ADMINISTRATIVE 
 
The Committee will consist of five members, selected by the SIB. Three members of the 
Committee will represent the three groups on the SIB (TFFR Board, Public Employees 
Retirement System (PERS) Board, and elected and appointed officials). The other two members 
will be selected from outside of the SIB. 
 
The Committee will elect a Chair, a Vice Chair, and a liaison. The Chair will preside at all 
meetings of the SIB Audit Committee. In the absence of the Chair, the Vice Chair will perform 
the duties of the Chair. The liaison will report annually to the SIB on the results of the annual 
audit and quarterly to the SIB on the activities of the Committee and other pertinent information. 
 
RIO's Executive Director will supervise the administrative activities of the internal and external 
audit programs such as travel, securing contracts, paying fees, maintaining official reports, and 
other appropriate activities. 
 
The Supervisor of Internal Audit Services will be the staff member to report directly to the 
Committee. 
 
Membership on the Committee will be for one year or termination of term on the SIB. Vacancies 
will be filled by the SIB at the first scheduled meeting following the vacancy. There will be no 
limit to the number of terms served on the Committee. 
 
The Committee will generally meet quarterly, or more frequently as appropriate, and will give 
notice of Committee meetings to RIO's Executive Director and the Internal Audit Supervisor. 
The Executive Director and Internal Audit Supervisor will attend all Committee meetings except 
that the Committee may, at its discretion, elect to meet without the presence of the Executive 
Director and/or Internal Audit Supervisor. A quorum will be three (3) members of the Committee. 
 
Approved minutes of the Committee will be submitted to the SIB. The Committee will  
periodically review the internal audit charter and submit to the SIB for approval.  
 
DATE OF CREATION OF COMMITTEE AMENDMENTS: December 14, 1993 
DATE AUDIT COMMITTEE CHARTER ADOPTED AND APPROVED: June 24, 1994 
 
REVISED:  November 22, 1996, February 13, 1997, November 6, 2001, May 19, 2006, 
May 18, 2007, June 26, 2009. 
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