Ohio Public Employees Retirement System

OPERS

January 6, 2012

Ms. Anne Erkman

Interim Executive Director

Ohio Retirement Study Council
88 East Broad Street, Room 1175
Columbus, OH 43215

Dear Anne:
Pursuant to R.C. 145.095, enclosed please find the 2011 annual Audit Committee Report of the OPERS
Retirement Board. This report summarizes internal audit activities and identifies actions taken by the

Audit Committee during the preceding year.

This report was reviewed with the OPERS Audit Committee at its meeting on December 13, 2011 and
presented for full approval by the OPERS Board on December 14, 2011.

Please feel free to contact me if you have any questions.
Sincerely,

Karen Carraher
Executive Director

277 East Town Street ® Columbus, Ohio 43215-4642 e 1-800-222-7377 ® www.opers.org



OPERS

Ohio Public Employees Retirement System

Audit Committee Annual Report

To: Ohio Retirement Study Council (ORSC)

Subject: OPERS Audit Committee Report- 2011

Date: December 1, 2011

The following report documents the activities of the OPERS Audit Committee and Internal Audit
Department for 2011. This summary outlines:

e Major Audit Reviews Completed (please see attached schedule)

e Audit Committee Meetings and Actions Taken

e 2012 Annual Audit Plan (priority review areas)

e Special Reviews Completed

Summary of OPERS Audit Committee Meetings and Actions

The OPERS Audit Committee met on the following dates with any specific considerations
addressed:

March 16, 2011- The audit committee met for the first time in 2011.The composition of the
appointed audit committee remained unchanged. The committee reviewed recent Internal Audit
Division staffing changes and the proposed direction going forward in 2011.

The committee received the quarterly status report of significant audit issues and
recommendations.



April 20, 2011- The Audit committee continued discussion on the 2011 Internal Audit direction
in light of staff changes.

The committee received a report by Deloitte and Touche on Internal Audit Assessment of
External Asset Managers.

May 18, 2011 - The Clifton Gunderson auditors presented the results of the 2010
OPERS financial examination. In addition, management letter comments on internal controls
were presented and discussed with the audit committee.

The committee also received the executive summary of reviews completed during the previous
six months with significant audit issue comments presented.

The committee was also advised that the Quality Assessment Review (peer review) would be
completed by the Institute of Internal Audit (IIA) representatives during the 4™ quarter, 2011.

September 27, 2011- The audit committee reviewed and approved the proposed 2012 Audit Plan
and risk assessment. The committee also reviewed and discussed the proposed 2012 internal
audit operating budget and staffing. This departmental budget will be approved as part of the
OPERS overall annual budget process in December, 2011.

The committee also received an update on the status of the Auditor of State Request For Proposal
for OPERS External Auditor for years 2011-2015.

In addition, the audit committee received the quarterly status report of significant audit issues
and recommendations.

November 14, 2011- The Audit committee received an update on the status of the OPERS
external auditor selection process. The Auditor of State elected to extend Clifton Gunderson as
the OPERS external auditor for one year. The RFP will be re bid for a four year period in 2012.

December 13, 2011- The Audit Committee was advised that Clifton Gunderson will present an
overview of the planned 2011 OPERS financial statements review in January, 2012. Internal
Audit management provided updates on results of the 2011 audit plan.

The audit committee reviewed and approved the 2011 draft of the OPERS Audit Committee
Annual Report to ORSC. The committee also received an executive summary report of major
audit activities for the prior six months.

In addition, committee was advised on the annual disclosure of all fees paid to external auditor,
and received the quarterly status report of significant audit issues and recommendations.

2012 Annual Audit Plan

The 2012 audit plan and risk assessment was reviewed and approved by the OPERS Audit
Committee at the September 27, 2011 meeting. The priority review areas are summarized on the
attached audit plan document.



Special Reviews
The following reviews were completed during 2011 with appropriate comments indicated.

The Institute of Internal Auditors (IIA) recently conducted a Quality Assessment Review (QAR)
of the Internal Audit Division. This peer review, completed every five years, assesses overall
conformance with IIA audit standards. The OPERS Internal Audit group received the “Generally
Conforms” rating. This represents a highest overall rating possible, with no significant
deficiencies identified.

An additional review of Defined Contribution Plan expenses allocations was completed.

Additional internal reviews within the Investment program were initiated, in light of the number
of key executive changes during the last 18 months as well the new asset allocation targets.

In addition, Internal Audit staff continued participation in reviewing all Business Process
Redesign recommendations. This enterprise strategic initiative is escalating activities heading
into 2012. A number of the processes will be based upon member self service applications.
Internal audit has been reviewing key on line applications ensuring proper considerations to risk
and security controls occur. All appropriate matters will be reviewed with the Audit Committee,
including key risk recommendation monitoring throughout implementation.

Please let me know if you would like any additional information.

Respectfully submitted:

Gregory M. Januszewski
OPERS Director- Internal Audit
(614)- 222-0080
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