CHARTER OF THE
AUDIT COMMITTEE OF THE
NORTH DAKOTA STATE INVESTMENT BOARD

PURPOSE

The Audit Committee (the Committee) is a standing committee of the North Dakota State
Investment Board (SIB) created to fulfill its fiduciary oversight responsibilities of the North
Dakota Retirement and Investment Office (RIO) and to serve as a communications link among the
SIB, the RIO’s management and Internal Audit staff, independent auditors, and others.

The Committee will assist with the integrity of the RIO’s financial reporting process and system
of internal controls, the RIO’s compliance with legal and regulatory requirements, the performance
of the RIO’s Internal Audit function and independent auditors, and the RIO’s management of risks
in the Committee’s areas of responsibility. Internal Audit will assist RIO in accomplishing its
objectives by bringing a systematic, disciplined approach to evaluate and improve the effectiveness
of risk management, control, and governance processes.

AUTHORITY

The Committee is authorized to provide oversight to the Internal Audit function and the
independent audit for the RIO. These activities provide assurance that RIO's financial condition
and results of operations are accomplished in accordance with the RIO's policies and procedures
and legal and regulatory requirements. The Committee may investigate any activity of the R1O
and may retain persons as necessary from within or outside the RIO having special competence to
assist the Committee in the accomplishment of its responsibilities.

The RIO’s Supervisor of Internal Audit will be the staff member reporting administratively to the
Executive Director/Chief Investment Officer and functionally to the Committee.

The Executive Director will supervise the administrative activities of the Internal Audit function
and independent audit activities such as securing contracts, paying fees, maintaining official
reports, and other appropriate activities.

COMPOSITION

The Committee will consist of five members, selected by and approved by the SIB. Three members
of the Committee will represent the three groups on the SIB: Teachers' Fund for Retirement
(TFFR) Board, Public Employees Retirement System (PERS) Board, and elected and appointed
officials, and two members selected from outside of the SIB and the RIO. The SIB should select
committee members who are both independent and financially literate.

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 elect a Chair, and a Vice Chair. A liaison will be appointed by the Chair. The
Chair will preside at all meetings of the 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 independent audit and at least four times a year to the SIB and TFFR board on the activities of
the Committee and other pertinent information.

The Committee may form, and delegate authority to, subcommittees when it deems appropriate.

MEETINGS

The Committee will meet generally four times a year, with authority to convene additional
meetings, as circumstances require or to adequately fulfill all the obligations and duties as
outlined in this charter.

Meeting agendas will be prepared by the Supervisor of Internal Audit and approved by the
Committee Chair, unless otherwise directed by the Committee and will be provided to the
Committee members along with briefing materials before the scheduled committee meeting.

Committee members are expected to attend each meeting, in person or via tele- or video-
conference. The Supervisor of Internal Audit, a representative of RIO’s management team and
others necessary to provide information and to conduct business will attend meetings. The
Committee may invite staff of the RIO, auditors or others to attend meetings, as necessary.
Meetings will be conducted in accordance with NDCC 44-04-17.1. The Committee may hold
executive sessions as allowed under state law.

The Committee will act only on the affirmative vote of three of the committee members at a
meeting. To conduct business, a quorum will be three members of the Committee. Should a
quorum not be present before a scheduled meeting or during a meeting, the Chair will announce
the absence of a quorum and the members will disburse. Meeting minutes will be prepared by the
RIO, or as otherwise directed by the Committee. Approved meeting minutes of the Committee will
be submitted to the SIB.

RESPONSIBILITIES
The RIO’s management is responsible for financial and other reporting, internal controls, and
compliance with laws, regulations, and ethics. The Committee has the responsibility to provide
oversight in the areas of:

e the reliability and integrity of financial and operating information;

e compliance with policies, plans, procedures, pertinent laws and regulations;

e compliance with the Code of Conduct applicable to the SIB, TFFR Board, and RIO

employees;

e safeguarding of assets;

e economical and efficient use of resources; and

o effectiveness of achieving desired results from operations.

To this end, the Committee will:



Independent Audit

e Review the independent auditors' proposed audit scope and approach, including coordination
of audit effort with RIO’s Internal Audit staff and any developments in accounting principles
and auditing standards that may affect either the financial statements or the audit.

e Inquire as to any proposed changes in accounting or financial reporting procedures and of any
unusual events that could impact the financial statements.

e Review the results of the financial statements report with the independent auditors and the
RIO’s management, prior to the release of the financial statements report to the SIB and other
officials. This review will include the following, as applicable:

o Any major problems encountered by the independent auditors and the resolution
thereof;

o The effect on the audit of any developments;

o Any unresolved differences between the independent auditors and the RIO’s
management;

o Any other significant comments or recommendations of the independent auditors or the
RIO’s management;

o The adequacy of the RIO's internal accounting controls and accounting policies,
procedures, and practices; and

o Understand the scope of independent auditors' review of internal control over financial
reporting, and obtain reports on significant findings and recommendations, together
with the RIO’s management responses.

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

e Consider whether the financial statements are complete, consistent with information known to
committee members, and reflect appropriate accounting principles. This will include the
following, as applicable:

o The accuracy and completeness of the information in other sections of the annual report
and related regulatory filings;

o The 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; and

o All matters required to be communicated to the Committee under generally accepted
auditing standards with the RIO’s management and the independent auditors.

e Review non-audit services, if any, performed for the RIO by the independent auditors.

Audit Services

e Consider the effectiveness of the Internal Audit function, within The Institute of Internal
Auditors' International Professional Practices Framework for Internal Auditing consisting of
the Definition of Internal Auditing, Code of Ethics and the Standards.

3



Review with the Executive Director and the Supervisor of Internal Audit the audit charter,
activities, staffing, and organizational structure of Internal Audit.

Review and approve the annual risk-based audit work plan and all major changes to the plan.

Bring to attention of the Board any internal audit issues the Committee determines significant
and appropriate for Board consideration.

Participate with the Executive Director in the appointment and annual evaluation of the
Supervisor of Internal Audit. Work with the Executive Director on any changes in staffing,
including the addition, termination, or replacement of auditors, and the approval of salary
increases and/or promotions other than those authorized by the legislature.

Risk Management

Obtain information and/or training to enhance the Committee’s understanding of organization
and its related risk management processes.

Review the adequacy of the organization’s policy on risk management.

Review the effectiveness of the organization's system for assessing, monitoring, and
controlling significant risks or exposures.

Review management's reports on risks and related risk mitigations.

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

Compliance

Review staff compliance with federal and state laws and North Dakota administrative code as
applicable to R10O, the SIB and TFFR Board programs, and the process for communicating the
code of conduct to the RIO’s staff, and for monitoring compliance through the receipt of the
audit results.

Review the process for communicating and monitoring compliance with the code of ethics,
code of conduct, and fraud policies.

Review the findings of any examinations by regulatory agencies, any auditor observations
related to compliance, and the responsiveness and timeliness of management’s actions to
address the findings/recommendations.

Obtain updates from the RIO’s management and legal counsel regarding compliance matters,
as deemed necessary.

Reporting Responsibilities

Report to the SIB about the Committee’s activities, issues, and related recommendations.
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Provide a written report annually to the SIB, describing the Committee's composition,
responsibilities and how they were discharged, and any other information required.

Other Responsibilities

Make recommendations to the North Dakota State Auditor’s Office, when appropriate, as it
relates to selection, evaluation, and termination of independent auditors.

Obtain the information and training needed to enhance the committee members' understanding
of the role of Internal Audit and the independent auditor, the risk management process, internal
controls, and a certain level of familiarity in financial reporting standards and processes so the
Committee may adequately oversee.

Serve as an open avenue of communication among the SIB, the RIO’s management and
Internal Audit, the independent auditors, and others.

Serve as an appropriate confidential body for individuals to provide information on potentially
fraudulent financial reporting or breaches of internal control.

Inquire of management and Internal Audit regarding the procedures in place for the prevention
of illegal payments, conflicts of interest, or other questionable practices.

Perform other activities related to this charter as requested by the SIB.
Institute and oversee special investigations as needed.
Review any other reports the RIO issues that relates to the Committee’s responsibilities.

Review and assess the adequacy of the Committee charter annually, requesting the SIB
approval for proposed changes.

Confirm annually the review of all responsibilities outlined in this charter.

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, May 27, 2016, January 25, 2019, November 22, 2019.



