
  
 
 

ND STATE INVESTMENT BOARD 
AUDIT COMMITTEE MEETING 

 
Friday, May 23, 2014 - 1:00 p.m.  

Peace Garden Room - State Capitol, Bismarck, ND  
 
 

AGENDA 
 

1. Call to Order and Approval of Agenda – Chair (committee action) 
 

2. Approval of February 28, 2014 Minutes – Chair (committee action) 
 

3.  Presentation of Audit Scope for 7/1/13 – 6/30/14 agency audit and GASB 67/68 
– Jason Ostroski, Clifton/Larson/Allen LLP  (information) 
 

4. GASB 67/68 Implementation Planning – Fay Kopp (information) 
 

5. Executive Limitations Audit and Survey Update – Dave Hunter (information) 
 

6. Audit Supervisor Recommendation – Dave Hunter and Fay Kopp                            
(committee action)  
 

7. 2013-14 Audit Activities Progress Report, 3rd Quarter  – Dottie Thorsen 
(committee action)  
 

8.  2014-15 Audit Services Work Plan and Time Budget – Chair Dorwart, Dave 
Hunter, and Fay Kopp (information)   
 

9.  2014-15 Audit Committee Meeting Schedule – Fay Kopp (committee action)   
 

10. Other  Business 
 Next SIB Audit Committee meeting – September 26, 2014  
  

11. Adjournment 
 
____________________________________________________________________ 
 
Any individual requiring an auxiliary aid or service should 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 
FEBRUARY 28, 2014, 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:   Bonnie Heit, Assistant to the Audit Committee 
     David Hunter, Executive  Director/CIO 
     Fay Kopp, Deputy Executive Director/CRO 
     Dottie Thorsen, Internal Auditor 
  
 
CALL TO ORDER: 
 
Ms. Dorwart called the State Investment Board (SIB) Audit Committee meeting to 
order at 1:00 p.m., on Friday, February 28, 2014, at the State Capitol, 600 E 
Blvd, Bismarck, ND. 
 
A quorum was present for the purpose of conducting business.    
 
AGENDA: 
 
The Audit Committee considered the February 28, 2014, agenda.  
 
IT WAS MOVED BY MR. SANDAL AND SECONDED BY MS. TERNES AND CARRIED ON A VOICE VOTE 
TO ACCEPT THE AGENDA FOR THE FEBRUARY 28, 2014, MEETING.  
 
AYES: MR. SANDAL, MS. TERNES, MR. MERTZ, MR. GESSNER, AND MS. DORWART 
NAYS: NONE 
MOTION CARRIED 
 
MINUTES: 
 
The Audit Committee considered the minutes from the November 22, 2013, meeting. 
 
IT WAS MOVED BY MR. GESSNER AND SECONDED BY MR. SANDAL AND CARRIED ON A VOICE 
VOTE TO ACCEPT THE NOVEMBER 22, 2013, MINUTES AS WRITTEN.  
 
AYES: MR. GESSNER, MR. SANDAL, MS. TERNES, MR. MERTZ, AND MS. DORWART  
NAYS: NONE 
MOTION CARRIED 
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AUDIT ACTIVITIES REPORT: 
 
Ms. Thorsen reviewed internal audit activities for the October 1, 2013 - December 
31, 2013 period.  
 
As of December 31, 2013, 10 audits were completed and two audits were in 
progress, and information for six districts was on file. As of February 28 2014, 
14 audits have been completed, two are in progress, two not in compliance reviews 
have been completed, and notifications to five more districts were sent out. 
 
Ms. Thorsen also indicated the TFFR File Maintenance Audit was completed. No 
exceptions were noted.   
 
Staff also reviewed budgeted hours for the period ending December 31, 2013.   
 
IT WAS MOVED BY MR. GESSNER AND SECONDED BY MR. MERTZ AND CARRIED ON A VOICE VOTE 
TO ACCEPT THE INTERNAL AUDIT ACTIVITIES REPORT FOR THE PERIOD OF OCTOBER 1, 2013 
- DECEMBER 31, 2013.  
 
AYES: MS. TERNES, MR. MERTZ, MR. SANDAL, MR. GESSNER, AND MS. DORWART 
NAYS: NONE 
MOTION CARRIED 
 
GASB IMPLEMENTATION:  
 
Ms. Kopp informed the Audit Committee she has been meeting with the Public 
Employees Retirement System (PERS) and the State Auditor’s Office representatives 
to review options and timeframes for implementing the new pension reporting 
standards, GASB Statements No. 67 and No. 68. The entities are working through 
the process in a joint effort, where appropriate, in order to reduce costs and 
provide consistency for state and local governments, school districts, and other 
Teachers’ Fund for Retirement (TFFR) and PERS participating employers. Ms. Kopp 
also reviewed a draft timeline to implement the new standards. 
 
AUDIT SUPERVISOR POSITION: 
 
Ms. Kopp updated the Audit Committee on recruitment efforts for the Audit 
Supervisor vacancy. Ms. Kopp has been working with Ms. Dorwart, Mr. Hunter, and 
Mr. Lynn Hart, State Human Resource Management Services (HRMS) on filling the 
vacancy. The vacancy was first posted on December 31, 2013, and in order to 
expand the applicant pool, the position has been re-posted twice with the current 
closing date scheduled for March 18, 2014. Ms. Dorwart will also look into having 
the local chapter of the Institute of Internal Auditors (IIA) distribute the 
vacancy posting to its members. Ms. Kopp will continue to keep the Audit 
Committee up to date on the status of the position.  
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STAFFING UPDATE: 
 
Mr. Hunter provided an update on office staff. Mr. Cody Schmidt assumed the role 
of Compliance Officer effective December 9, 2013, and Ms. Connie Flanagan was 
reinstated as Fiscal & Investment Operations Manager, effective January 22, 2014. 
Mr. Gary Vetter, Information Technology Supervisor, will retire March 31, 2014, 
and Mr. Rich Nagel, will be promoted into the position effective April 1, 2014. 
Positions left to be filled are the Audit Supervisor, Information Technology 
Coordinator, and Investment Analyst and staff is addressing those vacancies.   
 
OTHER: 
 
The next Audit Committee meeting is scheduled for May 23, 2014, at 1:00 p.m. at 
the State Capitol, Peace Garden Room. 
 
ADJOURNMENT: 
 
With no further business to come before the Audit Committee, Ms. Dorwart 
adjourned the meeting at 1:35 p.m.  
 
Respectfully Submitted: 
 
 
___________________________ _____ 
Ms. Rebecca Dorwart, Chair      
SIB Audit Committee                 
 
 
________________________________ 
Bonnie Heit 
Assistant to the Audit Committee 
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TO:  SIB Audit Committee         
 
FROM: Fay Kopp, Chief Retirement Officer 
 
DATE: May 16, 2014 
 
SUBJ: 2013-14 RIO Audit and GASB  
 
 
Mr. Jason Ostroski, Clifton Larson Allen LLP, will be at the meeting to present the scope 
of the RIO audit for the fiscal year ending June 30, 2014.  He will also provide 
information relating to the new GASB statements 67 and 68.   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Agenda Item 3. 
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May 23, 2014 
 

Presentation to: 
 
North Dakota Retirement and Investment Office – 
2014 Audit Kick-off 
 

www.cliftonlarsonallen.com 
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Engagement Scope 

• Audit of the RIO’s financial statements as 
of June 30, 2014. 

• Report on Internal Controls and 
Compliance (in accordance with 
Government Auditing Standards). 

• Written Communications with the Board 
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Work Plan 

• Audit to be conducted in accordance 
with governmental auditing standards 
generally accepted in the United States 
of America 

• Phased Approach – Planning, Internal 
Control, Substantive and Reporting 
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Critical Audit Areas 

• Investments 
• Contributions 
• Benefit payments 
• Actuarial data 
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Critical Audit Areas - Investments 

• Investments 
– Understanding of internal controls 

◊ Walkthroughs 
• Reconciliation procedures 
• Initial due diligence and on-going monitoring 
• Compliance monitoring 

◊ Review custodial bank’s SSAE 16 report 

– Substantive procedures 
◊ Confirmation of custodial and non-custodial investments 
◊ Price testing of equity and fixed income securities 
◊ Review of audited financial statements and roll-fowards of non-

custodial (alternative) investments 

5 
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Critical Audit Areas - Contributions 

• Understanding of internal controls 
– Review of internal audit procedures and reports 
– Walkthroughs of contribution and purchase of service 

processes 
– Test of controls over the contributions process 

• Substantive procedures 
– Reconciliation of contributions from G/L to CPAS 
– Confirmation of contributions with employers 
– Analytical procedures 

6 
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Critical Audit Areas – Benefit Payments 

• Understanding of internal controls 
– Review of internal audit procedures and reports 
– Walkthroughs of benefit payments processes; separate 

walkthroughs for disability, survivor, regular retirement 
and refund processes 

– Test of controls over the benefit payment processes 

• Substantive Procedures 
– Reconciliation of benefit payments from G/L to CPAS 
– Analytical procedures 
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Critical Audit Areas – Actuarial Data 

• AU section 500.08 - use of a management specialist 
– Evaluate the competence, capabilities and objectivity of 

the specialist 
◊ Confirm actuaries independence and accreditation 
◊ Prior experience with the actuaries 

– Obtain an understanding of the work of the specialist 
◊ Review the nature, scope and objectives of the work of the 

specialist 

– Evaluate the appropriateness of the work of the specialist 
◊ Census data testing 
◊ Review of the actuary report and compare key assumptions to 

pension and actuarial industry standards 

8 
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Timing of Work 
KEY MILESTONES DATE 

Planning April 2014 

Understanding and Testing of Internal 
Controls 

April 2014 

Substantive Procedures August/September 2014 

Final Audit Reports September/October2014 

9 
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Upcoming Issues 

• New GASB Statements 
– Statement No. 67: Financial Reporting for Pension Plans 
– Statement No. 68: Accounting and Financial Reporting for 

Pensions 
– Statement No. 71: Pension Transition for Contributions Made 

Subsequent to the Measurement Date 

• Fair Value Measurement and Application 
– GASB is reviewing various aspects of fair value reporting and 

disclosures 
– Preliminary views document was released on June 3, 2013 
– Exposure draft expected to be issued May 2014 
– Final standards planned to be issued December 2014 

 10 
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GASB Pension Standards 

Standard # Title Effective Date 
GASB 67 Financial Reporting 

for Pension Plans 
Fiscal Years 
beginning after 
June 15, 2013 

GASB 68 Accounting and 
Financial Reporting 
for Pensions 

Fiscal years 
beginning after 
June 15, 2014 

11 
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Highlights of GASB 67/68 

• Scope limited to pensions provided through trusts that meet 
certain criteria 

• Revises recognition, measurement, disclosure requirements 
for all employers 
– Liability 

• Measured net of pension plan’s fiduciary net position  
• Fully recognized in accrual-basis financial statements 

• Changes in the liability  
• Some recognized as expense in the period of the change  
• Others recognized as deferred outflows/inflows of resources with 

expense recognized over defined future periods 
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Scope & applicability 

• Defined benefit and defined contribution pensions 
provided through trusts that meet the following criteria: 
– Employer/nonemployer contributions irrevocable 
– Plan assets dedicated to providing pensions 
– Plan assets legally protected from creditors 

• Excludes all OPEB 
• Applies to employers and nonemployer contributing 

entities that have a legal obligation to make 
contributions directly to a pension plan 
– Special funding situations 
– Other circumstances 

13 
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Defined benefit plans 

•    Liability to employees for pensions 
– “Net pension liability” (NPL) 

◊ Total pension liability (TPL), net of pension plan’s fiduciary net 
position 

◊ “Net pension liability” (NPL) 
• Total pension liability (TPL), net of pension plan’s fiduciary net 

position 
– TPL = actuarial present value of projected benefit payments 

attributed to past periods 
– Fiduciary net position as measured by pension plan 

• “Collective NPL” = NPL for all benefits provided through cost-sharing 
pension plan 

◊ Single/agent employers recognize 100 percent of NPL 
◊ Cost-sharing employers recognize proportionate shares of collective 

NPL 

 
14 
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NPL: Measurement—timing 

• Potentially 3 different dates 
– FYE 
– Measurement date (of NPL) 

• As of date no earlier than end of prior fiscal year 
• Both components (TPL/plan net position) as of the same date 

– Actuarial valuation date (of TPL) 
• If not measurement date, as of date no more than 30 months (+1 

day) prior to FYE 
• Actuarial valuations at least every 2 years (more frequent 

valuations encouraged) 

• Coordination with pension plan  
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Changes in NPL 
 

• Calculated from measurement date to measurement 
date (“measurement period”) 
 
  NPL recognized in current reporting period 
 (NPL recognized in prior reporting period)      
  Change in NPL for current reporting period 
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Changes in NPL 

• Recognize most changes as expense in full in 
reporting period of change  
– Examples: service cost, interest on TPL, effects of benefit 

changes, projected earnings on pension plan investments 

• Exceptions: 
– Differences between expected and actual experience (TPL) 
– Changes of assumptions (TPL) 
– Difference between projected and actual earnings on 

pension plan investments  
– Employer contributions 
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NPL: Cost-sharing employers—additional 
considerations 
• Potentially three items 

1. Net effect of change in proportion 
2. Difference between: 

• Employer’s proportionate share of all employer contributions 
included in collective plan net position 

• Contributions recognized by the employer in the measurement 
period 

3. Employer’s contributions subsequent to measurement 
date 

18 
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NPL: Note disclosures and RSI 
• Descriptive information 

– Type of plan, identification of administrator 
– Benefit terms—types of benefits, key elements of benefit formula, classes 

of employees covered, legal authority 
– Contributions—basis, authority, rates ($ or % of pay), contributions in 

reporting period 
– Availability of plan report 

• Significant assumptions/other inputs in TPL 
– Inflation, salary changes, postemployment benefit changes, mortality 

assumptions, dates of experience studies 
– Discount rate—rate, assumptions re: cash flows, how LTeRoR determined, 

municipal bond rate (if applicable), periods to which each rate applied, 
assumed asset allocation/expected real rates of return, NPL at discount 
rate +/- 1% 
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NPL: Note disclosures and RSI 

• Components of NPL & net position as % of TPL (1 
year) 

• Measurement date, actuarial valuation date 
• Changes of assumptions/other inputs and changes of 

benefit terms 
• Changes subsequent to measurement date 

20 
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NPL: Note disclosures and RSI 

• Annual money-weighted rate of return (1 year in 
notes; 10 years in RSI) 

• RSI for single-employer and cost-sharing pension plans 
(10 years): 
• Schedule of changes in NPL by source 
• Components of NPL/related ratios 
• Schedule of actuarially determined contributions 
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GASB 71 Overview 

• GASB recognized that retirement plans will need to provide 
participating employers with information on deferred inflows 
and outflows of resources. 

• GASB Statement No. 68 provides employers, in the year of 
implementation, the ability to forgo reporting beginning 
balances for deferred inflows and deferred outflows of 
resources if beginning balances are unavailable. 

• GASB Statement No. 71 provides that employers participating 
in a retirement plan should include a beginning balance for 
deferred pension contributions, as this value can be 
calculated from the employer’s own records 

22 
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GASB 71 Overview (continued) 

• GASB 71 provides that in the vent that beginning balances for 
deferred items cannot be determined for the pension plan, 
employer’ should still present a deferred pension outflow for 
the period between the measurement date and the 
employer’s year-end 

• Therefore since the employer’s records contain the value of 
contributions paid between the system’s measurement date 
and the employer’s year-end, deferred pension outflows 
should be included in the employer’s financial statement in 
the year of implementation. 

• Effective date - Should be applied simultaneously with GASB 
68 

23 
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Overview of Updated GASB 67/68 
Guidance 



©
20

13
 C

lif
to

nL
ar

so
nA

lle
n 

LL
P 

AICPA Recommendations  

• Two White Papers – non-authoritative 
– Government Employer Participation in Cost-Sharing Multiple 

Employer Plans: Issues Related to Information for Employer 
Reporting 

– Single Employer and Cost Sharing Multiple Employer Plans:  
Issues Associated with Testing Census Data 

• Three Audit Interpretations- authoritative 
– AU-C Section 9500 – Audit Evidence 
– AU-C Section 9600 – Audits of Group Financial Statements 

(Including the Work of Component Auditors) 
– AU-C Section 9805 – Audits of Single Financial Statements and 

Specific Elements, Accounts, or Items of a Financial Statement 
 

 25 
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Cost-Sharing Multiple-Employer Plans – AICPA 
Recommendations 
• Include supplemental “schedule of employer allocations” in plan 

financial statements for which plan auditor is engaged to provide 
opinion. 

– Use allocation method based on covered payroll or required (actual) 
contributions depending on whether there are different classes of 
benefits and whether allocations expected to be representative of future 
contributions 

– Projected future contributions could be used if necessary  
– Standard does not preclude employers from calculating their own 

allocation percentage; however, this could potentially result in different 
employers who participate in same plan allocating collective pension 
amounts on a different basis.   Additionally, it could be difficult for 
employer auditor to get sufficient competent audit evidence on 
allocation.  For example, 

• If employer allocates based on covered payroll, the denominator 
for the calculation (i.e. total covered payroll) is not audited by 
plan auditors.  

• If employer allocates based on rates, you don’t know if that same 
relative percentage goes to the liability 
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Example Schedule of Employer Allocations 

EXAMPLE COST SHARING PENSION PLAN
Schedule of Employer Allocations

June 30, 2015
Employer/ 2015

Nonmployer Actual Employer
(special funding Employer Allocation 

situation) Contributions Percentage
State of Example $ 2,143,842 38.9 %
Employer 1 268,425 4.9
Employer 2 322,142 5.8
Employer 3 483,255 8.8
Employer 4 633,125 11.5
Employer 5 144,288 2.6
Employer 6 95,365 1.7
Employer 7 94,238 1.7
Employer 8 795,365 14.4
Employer 9 267,468 4.9
Employer 10 267,128 4.8

      Total $ 5,514,641 100.0

27 
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Cost-Sharing Multiple-Employer Plans –  AICPA 
Recommendations 

• Plan prepare “schedule of plan pension amounts by employer” for 
which plan auditor engaged to provide opinion 
– Supplemental schedule of plan pension amounts by employer 

includes net pension liability, deferred outflows of resources, 
deferred inflows of resources, and pension expense for each 
employer 
◊ An alternative could be to include a “schedule of collective 

pension amounts” for the plan as a whole 
◊ Plan auditor needs to consider the appropriateness of the 

materiality used in the audit of PERS financial statements. 
– Employer auditor issues opinion on total of each of the four 

“elements” in accordance with AU-C 805 
◊ Net pension liability, total deferred outflows of resources, total 

deferred inflows of resources, and total pension expense 
28 
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Example Schedule of Plan Pension Amounts by Employer 
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Example Schedule of Collective Pension Amounts 
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Cost-Sharing Multiple-Employer Plans –  Testing of 
Underlying Census Data of Active Employees 

• First, the plan auditor must examine controls in place 
at the plan over the completeness and accuracy of the 
census data. 
– Absence of effective management procedures and controls by plan to 

verify census data is considered a control deficiency and will impact 
level of auditor testing. 

• Next, the plan auditor will select employers to test 
active employee census data utilizing a risk-based 
approach 
– State Auditor has requested a proposal for these services. 
– Inactive and retired members census data will be tested at the plan. 

31 
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Cost-Sharing Multiple-Employer Plans –  Testing of 
Underlying Census Data of Active Employees 

• Preliminary estimates utilizing the white paper 
methodology result in an annual sample size of 15 to 
20 employers. 

• CLA must take ownership of the sampling and results 
of testing however we may be able to leverage 
internal audit resources to assist with testing. 

• Employer auditor may perform procedures under 
examination engagement in accordance with AT 
(Attest) section 101 
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Cost-Sharing Multiple-Employer Plans –  Employer 
Auditor Responsibilities 
• Determine sufficiency and appropriateness of audit evidence 
• Evaluate whether plan auditor’s report on schedules are 

adequate and appropriate for auditor purposes (i.e. evidence) 
– Review plan auditor’s report and any related modifications 
– Evaluate whether plan auditor has necessary competence and 

independence 

• Verify and recalculate amounts in schedules specific to 
employer 
– Employer amount used in allocation percentage (numerator) 
– Recalculate allocation percentage of employer 
– Recalculate allocation of pension amounts based on allocation 

percentage of employer 

• Test census data submitted to plan 
 33 
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Audit Interpretations – AU-C 9500 
 • Audit Evidence 
• Auditor of Participating Employer in a Governmental 

Cost-Sharing Multiple-Employer Pension Plan 
• Not enough evidence from plans audited financial 

statements to opine on the GASB 68 numbers for the 
employer 

• Employer auditor may use reports discussed in the 
cost-sharing white papers to reduce audit risk 
associated with GASB 68 numbers 
– Employer auditor must evaluate the plan auditors report 

and the plan auditor 
34 
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Audit Interpretation – AU-C Section 9600  
 • Audits of Group Financial Statements (Including the 

Work of Component Auditors) 
• Auditor of Participating Employer in a Governmental 

Pension Plan 
• Plan is not a component of employer and employer 

auditor cannot reference plan auditors opinion. 

35 



©
20

13
 C

lif
to

nL
ar

so
nA

lle
n 

LL
P  

Audit Interpretations – AU-C Section 9805  
 • Audits of Single Financial Statements and Specific 

Elements, Accounts, or Items of a Financial 
Statement 

• Directed to Auditors of Governmental Cost-Sharing 
Multiple Employer Plans 

• Schedules recommended in the cost sharing plan 
white paper can be audited and an audit opinion can 
be issued on those schedules under AUC-805. 

• Materiality must be calculated on each individual 
element for the auditor to opine. 
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Other GASB 67/68 Guidance Available 

• GASB 67 Implementation Guide – released June 2013 
• GASB 68 Implementation Guide – released January 

2014 
• New Chapter in the State and Local Government 

Audit Guide – yet to be released 
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FINAL THOUGHTS 

• Effective communication between plans, participating employers 
and other stakeholders is essential. 

• Addition of significant liability and expense to employers financial 
statement – not related to employer’s obligation to fund 

• Increased disclosure and accounting requirements 
• Increased volatility 
• Communication to stakeholders 
• Bond rating and Impact of rating agency methodology 
• Complexity of the standards – Confusion and misuse could occur.  

Need to stress accounting change for employers, not funding 
change 

• Much education and communication is needed 
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cliftonlarsonallen.com 

twitter.com/ 
CLA_CPAs 

facebook.com/ 
cliftonlarsonallen 

linkedin.com/company/ 
cliftonlarsonallen 

Thomas R. Rey, CPA 
Engagement Partner-in-Charge 
thomas.rey@cliftonlarsonallen.com 
410-453-5574 
 
Jason Ostroski, CPA 
Senior Audit Manager 
jason.ostroski@cliftonlarsonallen.com 
410-453-0900 
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TO:  SIB Audit Committee        
 
FROM: Fay Kopp, Deputy Executive Director/Chief Retirement Officer  
 
DATE: May 16, 2014 
 
SUBJ: GASB 67/68 Implementation Planning   
 
 
NEW PENSION STANDARDS 
 
As you know, the Governmental Accounting Standards Board (GASB) issued two new 
standards in June 2012 that will substantially change the accounting and financial 
reporting of public employee pension plans and the state and local governments that 
participate in such plans.   
 
GASB Statement No. 67, Financial Reporting for Pension Plans, revises existing 
guidance for the financial reports of most governmental pension plans (i.e. NDTFFR 
and NDPERS).  Statement No. 67 is effective for financial statements for periods 
beginning after June 15, 2013.   
 
GASB Statement No. 68, Accounting and Financial Reporting for Pensions, revises and 
establishes new financial reporting requirements for most governments that provide 
their employees with pension benefits (i.e. school districts, cities, counties, state).  
Statement No. 68 is effective for financial statements for fiscal years beginning after 
June 15, 2014.  
 
 
PROPOSED IMPLEMENTATION PLAN FOR NDTFFR 
 
Since the new GASB provisions will apply to both NDTFFR and NDPERS, we have 
been working closely together and with Ron Tolstad, State Auditor’s Office (SAO), on 
plans to implement the new GASB standards.  The goal of this joint effort is to reduce 
costs, reduce duplication of effort, and provide consistent reporting to participating 
employers. RIO employees on the GASB implementation team include Shelly 
Schumacher, Connie Flanagan, and Fay Kopp.  Discussions also include plan actuaries 
(two different Segal consultants for TFFR and PERS) and plan auditors (Clifton Larson 
Allen for TFFR and Brady Martz for PERS).  Similar discussions are happening with 
other pension plans, actuaries, and auditors around the country.  
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We have developed the following plan which includes three basic tasks:  
 

• Educate stakeholders and participating employers. 
• Develop the necessary information for RIO/TFFR financial statements, and the 

information which will be sent to participating employers for inclusion in employer 
financial statements.  

• Integrate this effort into the ongoing operations of the plan going forward. 
 
 
1)  Educate stakeholders and participating employers 
 
To date, we have relied on TFFR’s actuarial consultant, Segal, to provide broad 
education to the TFFR Board and Legislative Employee Benefits Programs Committee.  
Staff has then utilized much of this information in their general presentations to other 
stakeholder groups and employers.   
 
However, as we move into the more detailed aspects of the implementation effort, more 
specific  training is needed.  For this step, TFFR and PERS have been discussing with 
the State Auditor’s Office jointly sponsoring GASB 67/68 educational sessions. We first 
plan to bring together a small focus group of participating TFFR and PERS employers 
(6 employers from TFFR and 6 from PERS) and invite the business manager, 
administrator, and auditor of each employer.  We would provide education to this group, 
review the actuarial/financial information that we will be providing to them, and work with 
them to identify and address issues they may have with the implementation.  We have 
tentatively scheduled June 26, 2014 for this meeting, and expect to have 50-75 people 
attend.    
 
The next step is to facilitate a statewide educational session for all TFFR and PERS 
employers which would also be jointly sponsored by TFFR, PERS, and the State 
Auditor’s Office.  The purpose of this meeting would be similar to the first small group 
meeting, but we would also add the lessons learned in working with our pilot group, 
refine the implementation plan, and incorporate any other new guidance.  We are 
targeting November 18, 2014 for this meeting and expect to have 200-400 people 
attend.  We also plan to webcast or record this meeting for employers who are unable to 
attend.   
 
To conduct the educational sessions, we have identified Eric Berman, a consultant from 
Eide Bailly, who has been working with other state and local governments around the 
country to implement GASB 67/68. Eide Bailly is also an auditor that the State Auditor’s 
Office uses.  We have received a cost estimate and scope of services which the TFFR 
Board is reviewing.  We anticipate TFFR and PERS sharing these expenses. However, 
work relating specifically to one system or the other would be that system’s 
responsibility.    
 
 



Staff will continue to include GASB information in presentations to legislative 
committees and other interested parties (ND School Business Manager Association, ND 
School Board Association, ND Council of Educational Leaders, ND United, ND Retired 
Teachers Association, ND School Study Council, etc.).   
 
 
2) Develop the necessary information for RIO/TFFR financial statements, and the 

information which will be sent to participating employers for inclusion in 
employer financial statements.  

 
GASB now requires certain additional information that must be disclosed in the plan’s 
financial statements, as well as certain information and disclosures that must now be 
sent to employers and disclosed on employer financial statements.   This information 
should be calculated by the plan’s actuary according to the recommendations of the 
AICPA (American Institute of Certified Public Accountants).   Extensive disclosure items 
will also need to be prepared and reported in notes to financial statements.  We have 
received a cost estimate and production timeline from TFFR’s actuarial consultant, 
Segal Company, which the TFFR Board is reviewing.  Anticipated timeline for delivery of 
certain items by actuary is shown in the following table.   
  

ITEM TIMEFRAME RESPONSIBILITY 
 

DISCUSSIONS WITH AUDITORS 
 

MARCH 2014 
 
     PERS/TFFR/SEGAL/STATE 
AUDITOR/BRADY/MARTZ/CLIFTON LARSON 

 
2013 GASB 67 RESULTS FOR 2013-2014 
RECONCILIATION 

 
JULY 1, 2014 

 
                        SEGAL 

 
2014 VALUATION DATA/ASSETS DELIVERY 

 
JULY-AUGUST 2014 

 
PERS/TFFR 

 
2014 VALUATION RESULTS DELIVERY 

 
OCTOBER 15, 2014 

 
                        SEGAL 

 
2014 VALUATION RESULTS PRESENTATION 

 
OCTOBER 23, 2014 

 
                        SEGAL 

 
2014 GASB 67 INTEREST RATE 
CALCULATIONS 

 
OCTOBER 31, 2014 

 
                        SEGAL 

 
2014 GASB 67 RESULTS PREPARATION 

 
OCTOBER 31, 2014 

 
                              SEGAL 

 
2014 GASB 67 DISCLOSURE ITEMS 
PREPARATION 

 
OCTOBER 31, 2014 

 
SEGAL/STATE AUDITOR/BRADY 

MARTZ/CLIFTON LARSON 
 

2014 GASB 68 PERCENTAGE AND LIABILITY 
ALLOCATIONS 

 
NOVEMBER 10, 2014 

 
                        SEGAL 

 
2014 GASB 68 ALLOCATIONS 
COMMUNICATED TO EMPLOYERS 

 
NOVEMBER 2014 

 
PERS/TFFR 

 
EMPLOYER EDUCATION 

 
ONGOING 

 
PERS/TFFR/STATE AUDITOR 

     



3) Integrate this effort into the ongoing operations of TFFR going forward 
 
Once we get through the initial GASB 67/68 implementation in 2014 and 2015, we will 
need to add the various tasks to the annual valuation effort by the actuary, annual audit 
effort by external auditor, and annual efforts by RIO staff to send this information to 
each TFFR participating employer.  
 
 
Summary 
 
While GASB has provided guidance for these new pension accounting and financial 
reporting requirements, there are many practical implementation issues that are still 
being identified.  Cost sharing plans (like TFFR), and their employers (primarily school 
districts) face particular challenges, such as the need for employer auditors to depend 
on information developed by the retirement system and their actuarial consultant.  More 
discussion, clarification, and decisions need to be made.  
 
We do expect that actuarial calculations, schedules, and disclosures for GASB 67 and 
68 will increase TFFR actuarial costs significantly, particularly in the first few years of 
implementation. Additionally, audit fees will also increase due to the additional work 
required to implement new standards.   For example, the State Auditor’s Office is 
planning to amend current audit contracts to include auditing GASB related schedules, 
notes and disclosures as well as auditing employer census data, including visiting 
selected employers on-site.  
  
I have included in this memo some key points of the GASB implementation planning 
schedule. The TFFR Board and RIO staff have deemed GASB implementation to be a 
very high priority.  It is imperative that accurate information be calculated, distributed, 
and included on the financial statements of RIO (beginning in 2014), and TFFR 
participating employers (beginning in 2015), in order to comply with GASB 
requirements.  
 
 
 
 
 
   



 
 
 
 

MEMO 
 
 

TO: SIB Audit Committee         
 
FROM: David Hunter, Executive Director / Chief Investment Officer 
 
DATE: May 23, 2014 
 
SUBJ: Audit Supervisor 
 
 
Recommendation to the State Investment Board (“SIB”) Audit Committee: 
 
Given the significant growth in client assets under management by the SIB, the Executive 
Director recommends the Audit Committee approve an increase in the scope of services to be 
performed by the Supervisor of Audit Services for the Retirement and Investment Office 
(“RIO”).   In conjunction with this recommendation, the RIO intends to work with HRMS to 
upgrade the position to an Auditor IV (Grade N) instead of the prior Auditor III (Grade L).  
 
This recommendation has been reviewed and discussed with the Deputy Executive Director, 
Deputy Chief Investment Officer, and Supervisor of Fiscal Management from a budget planning 
and resource allocation perspective without exception.   
 
Upon approval from the SIB Audit Committee, the RIO will work with HRMS to post for this new 
job description and seek to fill the vacancy during the third calendar quarter of 2014.  The new 
Audit Supervisor IV position will be instrumental in developing expanded responsibilities for this 
important role so as to enhance accounting, compliance, reporting and transparency for SIB 
clients.  The expanded responsibilities will be performed in addition to the current TFFR pension 
related responsibilities. 
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Audit Supervisor IV 

Expanded Responsibilities Proposed by the Executive Director to Enhance Accountability, 
Oversight, Reporting and Transparency 

May 23, 2014 

 

The Audit Supervisor should complete the following procedures at the Client level on a quarterly (Q) 
and/or annual (A) basis and report to the SIB Audit Committee generally within 90 days post each 
quarter end. 

1. Reconfirm adherence to Client level asset rebalancing guidelines including a three-way 
reconciliation of investment manager, custodian and RIO asset valuation reporting (Q); 

2. Review Client level performance reporting displayed on the RIO website for accuracy, 
consistency, timeliness and transparency (Q); 

3. Complete Executive Limitations questionnaire via interview with the Executive Director, review 
with the SIB Audit Committee, and document in a signed checklist format (A); 

4. Interview Deputy Executive Director, Deputy CIO and Supervisor of Fiscal Management to 
confirm they are reasonably well informed of “executive and board issues and processes” (A); 

5. Confirm the Administrative and Governance Manuals are updated annually (A); 
6. Review Board Policies to determine if they differentiate between reporting guidelines for SIB 

Clients and legislative bodies versus special interest groups with no governing authority (A); 
7. Review Board Policies with Executive Director or SIB Audit Committee Chairman to determine if 

new policies should be developed for emerging topics (i.e. litigation monitoring) (A); 
8. Reconfirm reasonable due diligence was performed in completing biennium budget process (A); 
9. Review new investment manager due diligence for accountability, documentation standards, 

independence, reasonableness and transparency (A); 
10. Enhance accountability to confirm adherence to “Communication and Counsel to the Board” by 

reviewing SIB presentation materials and documenting via a signed quarterly checklist (Q); 
11. Review “Asset Protection” documentation procedures on an annual basis (A); 
12. Reconfirm annual affirmation of Conflict of Interest Policy, Code of Conduct and Unrelated 

Business Interests via review of signed employee acknowledgements by all RIO staff (A); 
13. Confirm SIB Clients obtain satisfactory service from the RIO Office by conducting an annual 

survey for each SIB Client and each SIB member (A);  
14. Review documentation for each Client to support the reasonableness of “Investment Services” 

returns net of fees and expenses, standard deviation and risk adjusted performance (A); and 
15. Assess the Executive Director’s strategic plan for Board Education and Governance which 

includes a minimum of 10 hours of formal Board Education for each SIB member annually (A). 
 
 
 



AUDITOR III 
CLASS 0243, GRADE L 

WORK TITLE:  Supervisor of Audit Services 

Job Duties 

1. Develop and execute a comprehensive, practical program of audit coverage consistent with 
Retirement and Investment Office (RIO) goals, administrative structure, and audit standards, 
under the direction of the SIB Audit Committee and RIO Executive Management.  

a. Coordinate Audit Committee meetings. 
b. Develop and update audit charter. 
c. Develop and monitor audit work plan and time budget.  
 

2. Plan, manage, and conduct audits and compliance reviews to determine compliance with 
applicable laws, rules, policies, plans, procedures, and controls.   

a. Conduct preliminary audit research and planning.  
b. Determine and apply audit tests. 
c. Examine documents to determine accuracy and compliance with administrative and 

legal requirements.  
d. Prepare supporting documents and schedules.  
e. Prepare audit reports, and present findings and recommendations to RIO Executive 

Management and Audit Committee. 
f. Document, evaluate effectiveness, and update audit procedures. 
g. Manage, establish schedule, and perform risk assessment of TFFR employer 

compliance audit program.  
 

3. Audits and compliance reviews performed by Audit Services include, but are not limited to:  
a. Board and Committee compliance with SIB governance policies.  
b. TFFR employer reporting of salaries and contributions.    
c. TFFR claims payments and processes. 
d. TFFR member account maintenance. 
e. Other agency or program audits or reviews as determined by Audit Services. 
f. Special audits at the direction of the Audit Committee or RIO Executive Management. 
 

4. Supervise Audit Services Staff 
a. Supervise and evaluate the work activities of audit services staff. 
b. Assist with recruiting, hiring, and training. 
c. Plan and assign work duties. 

 

Updated 12.23.13 



 
 
 

 
 
 
 

TO:  SIB Audit Committee         
 
FROM: Fay Kopp, Deputy Executive Director - Chief Retirement Officer 
 
DATE: May 16, 2014 
 
SUBJ: 2013-14 Audit Progress Report 
 
 
Attached is the Audit Activities Progress Report and Budgeted Hours Report for the 3rd 
quarter ending March 31, 2014 which Dottie Thorsen will review at the meeting.   
 
As the Audit Committee is aware, due to the reduced audit staffing level since July 
2013, the 2013-14 annual work plan goals will not be met. However, Dottie has made 
good progress on the work plan, and to date has completed 19 regular school district 
compliance audits, and 2 not in compliance reviews. She has completed other 
scheduled retirement program audits, in addition to performing various administrative 
audit duties temporarily re-assigned to her. I greatly appreciate her efforts.  
 
 
 
 
 
 
 
Enclosures 
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RETIREMENT AND INVESTMENT OFFICE 
INTERNAL AUDIT SERVICES UNIT 

 
AUDIT ACTIVITIES REPORT FOR THE THIRD QUARTER  

JANUARY 1, 2014 THROUGH MARCH 31, 2014 
 

 

 
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, 2013 through June 30, 2014 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. 
 
The 2013/14 Work Plan includes a goal of 52 school district audits and 7 not in compliance 
reviews.  However, due to the Audit Supervisor’s retirement as July 12, 2013, the goal is not 
expected to be met.  We do plan to complete 24 school district audits and 4 not in 
compliance reviews. As of March 31, 2014, 15 audits and 2 not in compliance reviews were 
completed. The attached report details the current status of these audits.  (Note:  As of May 
16, 2014, 19 audits have been completed, 2 audits and 2 not in compliance reviews are in 
progress.) 
 
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. 
 
 
 



  
 

 

 

 
 
Audit Activities 
Page 2 

 
• 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. 
 
One exception was noted (2 birth dates were not posted to CPAS correctly). 
 
SUMMARY 
 
The 2013/14 Work Plan adjustments were necessary because of the Audit Supervisor’s 
retirement, however, audit effort will continue on activities that are of greatest concern to 
the SIB Audit Committee, RIO management, and the external auditors.  
 



































 
MEMORANDUM 

 
 

TO:  State Investment Board (“SIB”) Audit Committee 
 
FROM: Fay Kopp, Deputy Executive Director/Chief Retirement Officer 
  Dave Hunter, Executive Director/Chief Investment Officer 
  
DATE: May 16, 2014 
 
SUBJECT: 2014-15 Audit Services Work Plan and Hours Budget 
 
Typically, the Audit Committee reviews and approves an annual Audit Services Work 
Plan and Hours Budget at its May meeting.  Given our stated desire to expand the audit 
procedures, however, we propose to delay the final approval of the full year annual work 
program until the new Supervisor of Audit Services position is filled later in 2014.  The 
number and types of audits completed will be greatly impacted by the new investment 
and governance related audit initiatives, audit program risk assessment and review, and 
GASB implementation and audit coordination efforts.  Much of this will be affected by 
the Audit Unit’s staffing level during the year, and how soon we are able to hire a new 
Supervisor of Audit Services. Flexibility will be needed as we re-evaluate and transition 
the audit program in the next year. Following is a brief discussion of the key priorities.   
 
1) New investment and governance related audit initiatives  
 
In considering the future audit needs of the growing SIB investment program, we 
believe expanded audit initiatives will be well received.  Assets under management by 
the SIB continue to increase, primarily due to the Legacy Fund, and we believe it is 
appropriate to increase audit coverage in the investment program to enhance 
compliance, governance and performance monitoring, while maintaining transparency 
for SIB clients.  Examples include reconfirming adherence to asset rebalancing 
guidelines and reconciliation of investment manager, custodian, and RIO asset 
valuation reporting; reconfirming reasonable due diligence was performed in hiring of 
new investment managers; reviewing third party documentation for each SIB client to 
support reasonableness of investment services returns net of fees and expenses, 
standard deviation, and risk adjusted performance.  Expanded review procedures 
should also be conducted related to budgeting, executive limitations, and other board 
and staff policies and procedures.  (See Agenda #6, Expanded Responsibilities for 
Supervisor of Audit Services.)   
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2) Audit program risk assessment and program evaluation  
 
RIO Management and SIB Audit Committee agree that it is time to reevaluate RIO’s 
audit program and conduct a comprehensive risk assessment.  Once a new Supervisor 
of Audit Services is hired, the individual will be responsible for these duties, and can 
develop enhanced audit policies and procedures for the TFFR pension program, SIB 
investment program, and SIB governance of the RIO agency. 
 
3) Implementation of GASB 67 and 68 standards for pension plans and 

participating employers    
 
Currently, the majority of the audit work plan is focused on TFFR employer compliance 
audits as that has been deemed to be a high risk area for the TFFR plan.  With the new 
GASB 67 and 68 standards becoming effective in 2014 and 2015, we expect there to be 
an impact on our current audit program of employer compliance reviews. While details 
have not yet been determined, we understand RIO’s external auditor (CLA) may be 
required to conduct onsite employer audits in order to audit the census data used in the 
actuarial valuation.  We will need to coordinate this so RIO audit staff and our external 
auditor are not duplicating efforts, as well as to minimize the audit burden on 
employers/school districts.  We will need to make sure we are covering all aspects of 
GASB 68 requirements efficiently and comprehensively.  More details will emerge over 
the next year as more guidance comes from GASB and AICPA, as well as additional 
discussions with the State Auditor’s Office, plan external auditors (CLA), staff auditors 
(RIO), and employer/school district auditors. 
   
Conclusion 
 
After discussion with the Audit Committee Chair, we are postponing presentation of the 
proposed 2014-15 annual work plan until the September 2014 meeting.  At that time we 
should have a much better idea of both the staffing level and work efforts required for 
the year.  In the meantime, our current auditor, Dottie Thorsen, will continue diligently 
working on school district compliance audits, not in compliance follow up reviews, file 
maintenance and benefit payments audits as we have in the past.  
 
 
 
 
    
 



 

 

SIB AUDIT COMMITTEE MEETING SCHEDULE  
JULY 2014 - JUNE 2015 

 

 

 JULY 2014  AUGUST 2014  SEPTEMBER 26,  2014  OCTOBER 2014 NOVEMBER 21, 2014 DECEMBER 2014 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
SIB Mtg. – 7/25/14 
• SIB appoints Audit 

Committee 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
SIB Mtg. – 8/22/14 

 
Audit Committee Meeting 
1pm - Peace Garden Room 
 
• Election of Chair and 

Vice Chair 
• Audit Committee 

Charter review 
• Audit Committee 

update memo to SIB 
• Qtrly. Audit  Activities 

Report 
 
 
SIB Mtg. – 9/26/14 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
SIB Mtg. – 10/24/14 

 
Audit Committee Meeting   
1 pm -Peace Garden Room 

 
• Presentation of  

FY2014 financial audit 
report by external 
auditors 

• Session with external 
auditors 

• Qtrly. Audit Activities 
Report 

 
 
SIB Mtg. – 11/21/14 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
No meetings 
 

 JANUARY 2015  FEBRUARY 27, 2015  MARCH 2015  APRIL 2015 MAY 22, 2015 JUNE 2015 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
SIB Mtg. - 1/23/15 
 

 
Audit Committee Meeting 
1 pm  - WSI 
 
• Session with Audit 

Services Staff  
• Session with RIO 

 Management 
• Qtrly. Audit Activities 

Report 
 
 
 
 
 
 
SIB Mtg.  - 2/27/15 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
SIB Mtg. - 3/27/15 
  
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
SIB Mtg. - 4/24/15 

 
Audit Committee Meeting  
1 pm  - WSI 
 
• Entrance conference 

for FY 2015 audit  with 
external auditors 

• 2015-16 audit work  
plan 

• 2015-16 meeting 
schedule   

• Qtrly. Audit Activities 
Report 
 

 
 
SIB Mtg. - 5/22/15 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
SIB Mtg. - 6/26/15 
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