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PROCEEDINGS

CHAIR DERR calls the Audit and Risk Committee of April 19, 2018, to order. She states that
all trustees are present. She asks for any announcements. There being no announcements, she
asks for a motion to approve the agenda.

TRUSTEE MICHAEL makes a motion to approve the agenda.

TRUSTEE Boerner seconds.
There being no objection, the motion is approved.

CHAIR DERR asks for any ethics disclosures. There being none, she moves to the approval of
the minutes of April 19, 2018.

TRUSTEE MICHAEL makes a motion to approve the minutes of April 19, 2018.

TRUSTEE SMITH seconds.
There being no objection, the motion is approved.
CHAIR DERR moves to the introduction of the new audit plan, and recognizes Mr. Stemp.

MR. STEMP states that the organization is audited by BDO, and, for a number of years, have
been served by Eric Campbell, the BDO partner of the account. He reports that, as of June 30™,
Mr. Campbell has retired from his practice. He continues that, from an auditing standpoint, this
is being brought to the attention of the Audit Committee. He states that it is his privilege to
introduce the new partner in charge of the account. He also notes, on the record, his appreciation
for Mr. Campbell’s service both to this organization, as well as to a number of our partners’
organizations over many years. He was a big supporter of the Trust and the efforts of the Trust
and wishes him the best in his retirement. He states that the new partner on the account is

Mr. Bikky Shrestha, who has been with BDO, and the predecessor Mikunda, Cottrell and
Company, for 14 years. His current success in becoming a new partner at the firm, as well as his
efforts on the Trust account over a number of years has been watched. He turns the meeting over
to Mr. Shrestra.

MR. SHRESTHA states that he recently became a partner at BDO, and this is his second month
here with the Trust. He has been living in Alaska and thought that he was going to be here for
three years. This is where he plans to stay for a long time. He continues that he has been
involved with the audit for the last five, six years and is very involved with all the issues that
have gone through the Trust. He states that he was asked to present to the board on a few items
that will affect the financial statements, part of it this year and part of it in the future. He
continues that he would like to go through the audit planning document.

MR. STEMP states that the Audit & Risk Committee is a new committee for the Trust, and one
of the major functions of the committee is to be engaged in the planning and the initial dialogue
around the audit. He continues that the real goal is for committee interaction at this stage and to
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have engagement with the auditor in advance of them providing the report. He adds that the key
IS to give input and provide comments and directions.

MR. SHRESTHA states that first on the audit planning document is a description of the plan for
the audit, the responsibility in how the audit is done and what areas are focused on. The
responsibility of the committee is in overseeing the financial statement process. The
responsibility as auditor is to form and express an opinion on the financial statements that are
prepared by management with the committee’s oversight. He explains that since the Trust is part
of the State Government, the auditors also are in accordance with auditing standards. He states
that they focus on high-risk material statements based on prior audit results and any preliminary
analytical review done with the financial statements with the trial balances from management.
He continues that this year there is an accounting guidance that takes a real material effect on the
financial statements. He adds, they always focus on progress, internal control and financial
reporting. He notes that, even though they do the overall audit of the Trust, the schedules of
investment managed by Alaska Permanent Fund Corporation is audited by someone else. Those
reports are received from KPMG and provide an update on those schedules, and are then
incorporated in the financial statements. He continues that there are also significant accounting
and reporting matters, accounting and financial reporting, post-employment benefits that are
affected for this fiscal year. He states that is all he has for the audit planning.

MR. STEMP asks if the trustees have any questions at this time.

TRUSTEE SELBY comments that the request is a standard request for an audit firm when in the
office working with staff. He states that sometimes the auditor will pick up that there is some
underlying issue. He requests that those be brought to the attention of the board chairman in the
process of the audit. He adds that if there is an issue, then the board will be able to deal with it in
an appropriate manner.

TRUSTEE SMITH states that he is familiar with the audit, but only in the context of an
operating company, holding company, subsidiaries for-profit. He asks if the new audit charter
for the committee has been seen. He also asks for a suggestion on how many times this
committee should meet during the year.

MR. SHRESTHA suggests having one meeting before the audit to have the presentation of what
is going on and the planning phase. He continues that after that it is the presentation of the
financial stuff when everything else is done.

TRUSTEE SMITH asks if there are any general observations about the audit committee
functions for an organization that is structured like the Trust.

MR. SHRESTHA replies that for an organization this size and the amount of public scrutiny, it is
a really important function, and the committee should always be questioning the management
about internal controls to make sure financial reporting is done properly, and compliance is
followed for laws and regulations. Those should be the main focus. He states that last year was
the first year that all of the Trust information went through the State of Alaska Iris System and
there are still some challenges as to getting required information to present financials to the
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board timely and accurately. He adds that it is not a bad idea to have this committee meet at
least once every six months to see the status of that process. He then

moves to the GASB update and states that the two standards he will talk about are GASB 75,
accounting and financial reporting for post-employment benefits other than pensions for fiscal
year 2018; and GASB 87 for the leases. He continues that the leases will be applicable for 2020
fiscal year-end, June 30, 2020. He adds that the Trust participates in the Alaska Public
Employment Retirement System, PERS, which is a cross-sharing multiple employer plan. He
explains the unreported pension liability was not reported for 2015 and has been on the books
since then. As of June 30, 2017, this liability was approximately $8 million. He explains GASB
68 in detail, and then the effects from GASB 75 in conjunction with GASB 74, 45, 57, and notes
that GASB 75 is the one that applies to the Trust. He continues explaining that the liability is for
the defined benefit, OPEB, and is measured at the present value of projected benefits due to
active and inactive employees. He explains the liability calculation and how it affects this.

CHAIR DERR asks if that will be a big change in this year’s audit.

MR. SHRESTHA replies that it is just the healthcare portion of the liability, and he does not
know what that exact amount will be. He continues explaining this and the calculation.

MR. ABBOTT asks how that is calculated for a subdivision like the Trust. He explains that it is
part of the overall Alaska Retirement System with the assets that are managed by the ARM
board. He asks how the Trust’s liability will be determined.

MR. SHRESTHA replies that the situation for the Trust is a bit different than most of the other
entities within the State of Alaska. He explains that the only information provided on the
allocation is the amount for the State of Alaska. The Department of Administration goes through
and does an allocation on how much the liability for the Trust is. He explains that whatever the
percentage of the total state pension contribution is the calculation of the liability. He continues
his presentation on the liability, the allocations, and how all is calculated explaining in detail. He
states that the liability is $9 million, and then there will be positive expenses. For the first year
implementation, the actual full amount of liability comes in and is a change in the net position
for the year. He states that expected in the financial statements, looking at it this year, is there
will be new notes in the financial statement regarding the OPEB liability about the sources of
change and then the discount range sensitivity. He explains fully.

CHAIR DERR asks a question in regard to the post-employment benefit. She states that a
program manager retired four years ago and is receiving retirement money. She asks if that has
to be reported as a liability. She adds that the CEO from last year went to work for the
university, and if he retires under the university, will the portion of his total working life that he
worked for the Trust be reported as a Trust liability.

MR. SHRESTHA replies that it is a cost-sharing plan for the whole state, and he does not know
exactly how that allocation works.

A brief discussion ensues.
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MR. SHRESTHA moves on to leases which is a new issue that is going to be affecting all the
entities. It will also be affecting for-profit organizations and nonprofit organizations. He states
that the accounting change for leases has been a big issue with accountants, the standard-setting
people. He continues that international accounting has always been different than how it was
accounted for in the U.S. He adds that this whole change in leases is coming from trying to
convert the international standards with the U.S. standards to make it more uniform. He explains
that this was ten years in the making, and is finally going to come into play. He talks about the
change in the operating leases and how that will go on the balance sheet. He states that this will
affect the Trust as a lessor with the mineral leases, land leases, and does not show a receivable
for the accounts that are due for ten years, and that is going to be shown in the balance sheet. He
continues that the liability is measured as a present value of the payments expected to be made
during the lease terms. He goes on with the presentation, explaining as he goes through the
leases and how everything will work.

CHAIR DERR asks if this will be a lot of work for the Land office to go through. She states that
it seems that with all the leases there are, this will be a monumental amount of work.

MR. SHRESTHA replies, yes, it will.

MR. STEMP replies that is part of the reason why this issue is being brought forward. There
will be a significant change to the balance sheet because the combined discounted net present
value of all the individual leases that are longer than 12 months will need to be presented. He
continues that they will be adjusting for the future actuarially expected costs of the prorated
share of the employee healthcare benefits after retirement. He adds that there will be significant
swings both for bringing the assets on and then also for bringing the health-care liability on. He
states that the business will presumably remain the same, but there will be more administration,
more bookkeeping and a lot more effort to prepare things.

CHAIR DERR asks if Mr. Stemp will be working to make it easier for everyone.

MR. STEMP replies that everyone is going to work on this as soon as they can.

CHAIR DERR asks if there are any questions for Mr. Shrestha.

TRUSTEE SELBY states that his view is that common sense puts you in two different
directions; hold on to your wallet and wait for the bad news.

CHAIR DERR thanks Mr. Shrestha for the presentation and states appreciation for it. She asks
Mr. Stemp if he has anything else.

MR. STEMP states that is all he has for the Audit & Risk Committee at this time.
MR. SHRESTHA thanks all for their time and for listening.

CHAIR DERR asks for anything else to come before the Audit Committee. There being none,
she asks for a motion to adjourn.
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TRUSTEE COOKE makes a motion to adjourn.

TRUSTEE BOERNER seconds.
There being no objection, the motion is approved.

(Audit & Risk Committee adjourned at 3:03 p.m.)
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