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Executive Summary 

Introduction 

Funston Advisory Services LLC (FAS) was selected to conduct simultaneous 2022 Fiduciary Performance 

Audits of the Police and Fire Pension Fund (OP&F) and State Teachers Retirement System (STRS) on behalf 

of the Ohio Retirement Study Council (ORSC).  These reviews have the same terms of reference and scope.  

We are using the same teams for both OP&F and STRS and using the same methodology.  For ease of 

comparison, with the concurrence of the ORSC, we have used the same set of expectations and standards 

for both systems.  For each of the six areas in scope, the Main Body of this report (comprised of over 230 

pages) details our expectations, the standards of comparison, and our specific findings, conclusions and 

recommendations for the Ohio Police and Fire Pension Fund. 

This executive summary addresses the fiduciary performance audit from three main perspectives: 

1. Fiduciary duties to current and future members and beneficiaries. 

2. Powers reserved exclusively for the OP&F Board. 

3. Fiduciary Performance Audit Scope. 

Over the course of our work, although not a forensic review, no indicators of fraud or misdoing came to 

our attention.   

***  

The first two decades of the 21st century have heightened awareness of some of the uncertainties that 

fiduciaries must take into account when making decisions affecting the long-term sustainability of public 

retirement systems.  

Overall, the purpose of a public retirement system is to sustainably create, deliver and protect value for 

current and future members and beneficiaries despite uncertainties.  The financial sustainability of public 

retirement systems is essential, and the Ohio Police and Fire Pension Fund (OP&F) is no exception.   

For public employees, who dedicate themselves to a career of public service, public employment offers 

financial security and compensation and the promise of lifetime benefits which sometimes include health 

care.  Typically, public employees place high value on the security of those benefits.  For public employers, 

public retirement systems offer a way to attract and retain a qualified workforce and benefits are an 

efficient way to compensate.  Questions about the long-term value and security of benefits increase 

difficulties in public employee recruitment and retention.i   

For the public, communities benefit when public employers are able to attract and retain skilled public 

employees.ii And, as many of those public workers tend to retire in-state, and since pension benefits are 

economically counter-cyclical, those benefit payments are an added economic benefit for the local 

economy. 
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The Ohio Retirement Study Council (ORSC) 

The general purpose of the Ohio Retirement Study Council is to provide legislative oversight as well as 

advise and inform the state legislature on all matters relating to the benefits, funding, investment, and 

administration of the five state retirement systems in Ohio.  As of January 1, 2022, the five state 

retirement systems have combined assets of approximately $266 billion with approximately 655,000 

active contributing members, 1,100,000 inactive members, and 486,000 beneficiaries and recipients. 

The ORSC has multiple mechanisms for oversight including review of financial, actuarial and investment 

reports among others.  The ORSC also commissions actuarial, investment and fiduciary reviews (see 

Exhibit A for more detail). 

The Ohio Legislature codified the fiduciary performance audit pursuant to R.C. 171.04(F)Σ άǘƘŜ hw{/ ǎƘŀƭƭ 

have a fiduciary performance audit conducted by an independent auditor at least once every ten years of 

each of the state retirement systems.έ  ²Ŝ ŎƻƴǎƛŘŜǊ ǘƘŜ hw{/ ŎƻŘŜ ǘƻ ōŜ ŀ ƭŜŀŘƛng practice as a 

mechanism for state oversight of public retirement systems due to its ongoing requirement, as opposed 

to episodic involvement in many states, as a continuing source of independent reassurance regarding 

actuarial, investment, and fiduciary performance for the five state systems. 

A fiduciary performance audit was conducted in 2006 and an actuarial audit in 2017  The 2022 fiduciary 

performance audit was commissioned by the ORSC through a competitive process that selected Funston 

Advisory Services LLC (FAS) to perform the audit.  The actuarial review and experience review as well as 

an Asset/Liability Study is currently underway.  Future fiduciary performance audits and actuarial reviews 

commissioned by the ORSC should be timelier.  

Summary Roles and Responsibilities 

Legislative Oversight 

Ohio 
Retirement 
Study Council 
(ORSC) 

ORSC selects independent reviewers: fiduciary, actuarial and investment and also reviews 
htϧCΩǎ ǊŜǇƻǊǘǎ ŀƴŘ ōǳŘƎŜǘǎΦ  hǾŜǊǎŜŜǎ htϧCΩǎ ǇŜǊŦƻǊƳŀƴŎŜ ƻƴ ōŜƘŀƭŦ ƻŦ ǘhe Ohio 
Legislature.  Has engaged RVK to provide semi-annual investment performance analysis of 
OP&F (and the other four systems). 

Direction, Oversight and Control 

OP&F Board 
(Board) 

.ƻŀǊŘ ƳŜƳōŜǊǎ ŀǊŜ ŦƛŘǳŎƛŀǊƛŜǎ ǘƻ ǘƘŜ ǎȅǎǘŜƳΩǎ ŎǳǊǊŜƴǘ ŀƴŘ ŦǳǘǳǊŜ participants and 
beneficiaries.  The Board acting as a whole is responsible for the overall direction, oversight 
and control of the system.  Its role is to prudently exercise the powers reserved exclusively 
for the Board by Ohio code. 

Independent Advice 

Actuary Cavanaugh MacDonald is the actuary for OP&F.  The main tasks of pension actuaries are 
ŜƴǎǳǊƛƴƎ ǘƘŀǘ ǘƘŜƛǊ ŎƭƛŜƴǘǎ ŀǊŜ ƛƴ ŎƻƳǇƭƛŀƴŎŜ ǿƛǘƘ ǘƘŜ ƭŀǿΣ ŎŀƭŎǳƭŀǘƛƴƎ ǘƘŜ ŜƳǇƭƻȅŜǊΩǎ ƭƛŀōƛƭƛǘȅ 
for the defined benefit pension plan and determining contributions to be made to the plan.  
They provide calculations of monthly pension amounts to be paid to its retirees.  Pension 
ŀŎǘǳŀǊƛŜǎ ǇŜǊŦƻǊƳ ŀƴƴǳŀƭ Ǿŀƭǳŀǘƛƻƴǎ ǘƻ ŘŜǘŜǊƳƛƴŜ ǘƘŜ ŜƳǇƭƻȅŜǊΩǎ ƭƛŀōƛƭƛǘȅ ŦƻǊ ǘƘŜ ǇŜƴǎƛƻƴ 
plan.  The valuation includes two main areas: funding and expense.iii 

Investment 
Consultants 

¢ƘŜ .ƻŀǊŘΩǎ ǊŜǘŀƛƴŜŘ ƛƴǾŜǎǘƳŜƴǘ ŎƻƴǎǳƭǘŀƴǘΣ ŎǳǊǊŜƴǘƭȅ ²ƛƭǎƘƛǊŜΣ ǊŜǾƛŜǿǎ ƛƴǾŜǎǘƳŜƴǘ 
performance results and provides investment advice at least quarterly.  Wilshire, 
Aksia/TorreyCove and Townsend provide a host of investment consulting services to the 
Board, and act as fiduciaries under state and federal law. 
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Summary Roles and Responsibilities 

Reasonable Assurance 

Executive 
Director & 
Staff 

Responsible for the execution of direction within policy.  Engaging with stakeholders.  
wŜǇƻǊǘƛƴƎ Ǿƛǘŀƭ ǎƛƎƴǎ ŦƻǊ Ǿƛǘŀƭ ŦǳƴŎǘƛƻƴǎΦ  tǊƻǾƛŘƛƴƎ ǊŜŀǎƻƴŀōƭŜ ŀǎǎǳǊŀƴŎŜǎ ǊŜΥ άƴƻǊƳŀƭέ ƻǊ 
expected performance.  Escalating exceptions together with direction/policy insights.  
Advising the Board on direction and policy. 

Independent Verification  

Internal Audit htϧCΩǎ ƛƴǘŜǊƴŀƭ ŀǳŘƛǘ ǘŜŀƳ ƛǎ ƛƴŘŜǇŜƴŘŜƴǘ ƻŦ ƳŀƴŀƎŜƳŜƴǘ ŀƴŘ ǇŜǊŦƻǊƳǎ ƻǇŜǊŀǘƛƻƴŀƭΣ 
financial and compliance audits of all OP&F departments.  Internal audit staff has 
unrestricted access to all OP&F activities and records and reǇƻǊǘǎ ŘƛǊŜŎǘƭȅ ǘƻ ǘƘŜ .ƻŀǊŘΩǎ 
Administration and Audit Committee. 

Ohio Auditor 
of State 

OP&F undergoes an annual external financial audit by RSM US LLP, under the oversight of the 
Ohio Auditor of State.  The audit covers the financial statements and related notes to the 
financial statements.  OP&F has consistently received a clean opinion that indicates the 
financial statements were presented fairly in accordance with generally accepted accounting 
principles. 

Independent Benchmarking 

CEM 
Investment 
Benchmarking 

/9a ŀƴƴǳŀƭƭȅ ǇǊŜǎŜƴǘǎ ŀ ǊŜǇƻǊǘ ǘƻ ǘƘŜ .ƻŀǊŘ ŎƻƳǇŀǊƛƴƎ htϧCΩǎ ƛƴǾŜǎǘƳŜƴǘ Ŏƻǎǘǎ ŀƴŘ 
performance to those of peers. 

 

The Purpose of a Fiduciary Performance Audit  

LƴŘŜǇŜƴŘŜƴǘƭȅ ŀǎǎŜǎǎ ǿƘŜǘƘŜǊ htϧCΩǎ ŎǳǊǊŜƴǘ ƎƻǾŜǊƴƛƴƎ ǎǘŀǘǳǘŜǎΣ ǇƻƭƛŎƛŜǎΣ processes, and practices 

enable fiduciaries to fulfill their duties to prudently direct, oversee and ensure effective control of the 

system.  Such as assessment provides reasonable, but not absolute, assurance.  

Ohio Revised Code Section 742.03 | Board of trustees to administer and control fund. 

(B) The administration, control, and management of the Ohio police and fire pension fund, created under 

section 742.02 of the Revised Code, is vested in a board of trustees of the Ohio police and fire pension 

fund. 

Ohio Revised Code Section 742.11 (A):  

(A) The members of the board of trustees of the Ohio police and fire pension fund shall be the trustees of 

the funds created by section 742.59 of the Revised Code.  The board shall have full power to invest the 

funds.  The board and other fiduciaries shall discharge their duties with respect to the funds solely in the 

interest of the participants and beneficiaries; for the exclusive purpose of providing benefits to 

participants and their beneficiaries and defraying reasonable expenses of administering the Ohio police 

and fire pension fund; with care, skill, prudence, and diligence under the circumstances then prevailing 

that a prudent person acting in a like capacity and familiar with these matters would use in the conduct 

of an enterprise of a like character and with like aims; and by diversifying the investments of the disability 

and pension fund so as to minimize the risk of large losses, unless under the circumstances it is clearly 

prudent not to do so. 

https://codes.ohio.gov/ohio-revised-code/section-742.59
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Fiduciary Performance Audit Scope  

FAS was asked by the ORSC to review six main topics άŦƻǊ ǘƘŜ ǇǊƛƳŀǊȅ ǇǳǊǇƻǎŜ ƻŦ ƛdentifying areas of 

strengths and weaknesses in OP&F, comparing OP&F operations with best practices of other pension 

plans, and to make recommendations for improvementέ: 

1. Board Governance and Administration 

2. Organizational Structure and Staffing 

3. Investment Policy and Oversight 

4. Legal Compliance 

5. Risk Management and Control 

6. IT Operations 

FAS asserts it is independent.  Our firm has never received compensation from any investment consultant, 

managers, or benchmark service.  We have experienced no attempts at undue influence.  Our 

recommendations solely aim to improve fiduciary performance to benefit current and future OP&F 

members and beneficiaries.  The scope did not include a forensic review, a compliance review, a financial 

statement audit, or a review of the asset allocation or investment decisions.  These are all separate 

reviews commissioned independently of a fiduciary performance audit. 

 

Fiduciary Performance Audit Process 

Given inevitable uncertainties, the duty of prudence is assessed by the diligence of the process for 

decision-making when compared to peers and not by the outcomes alone.  Decision-makers, especially 

for decisions with long-term consequences and high uncertainty, do not have the benefit of hindsight.  

Given the information available, was the decision prudent at the time?  

tǊǳŘŜƴŎŜ ƛǎ ŀǎǎŜǎǎŜŘ ōȅ ŎƻƳǇŀǊƛǎƻƴ ǿƛǘƘ ǇǊŜǾŀƛƭƛƴƎ ŀƴŘ ƭŜŀŘƛƴƎ ǇŜŜǊ ǇǊŀŎǘƛŎŜǎΣ ƛΦŜΦΣ άwith care, skill, 

prudence, and diligence under the circumstances then prevailing that a prudent person acting in a like 

capacity and familiar with these matters would use in the conduct of an enterprise of a like character and 

with like aimsΦέ  

We assessed each area within the scope and formed an independent opinion as to whether it was a 

lagging, prevailing or leading practice.  A lagging practice has fallen behind peers.  A prevailing practice is 

common among peers.  A leading practice is a practical improvement over prevailing practice.   We also 

considered whether a practice was adequate for the purpose.  While a practice may be prevalent, it may 

ōŜ ƛƴŀŘŜǉǳŀǘŜ ƻǊ ǳƴǎǳƛǘŀōƭŜ ŦƻǊ htϧCΩǎ ǇǳǊǇƻǎŜǎ ǳƴŘŜǊ ǇǊŜǎŜƴǘ ŀƴŘ ŦǳǘǳǊŜ ŎƛǊŎǳƳǎǘŀƴŎŜǎΦ  

We reviewed documents, conducted a survey of trustees and executives, collected benchmark 

information, interviewed the OP&F Board, the executives, and key stakeholder groups.  We reasonably 

relied on information provided by qualified, independent third parties.  As a result, we have identified 

what we believe is working well and what can be improved.  As a result, we make over 150 

recommendations for improvement. 
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Overview of the Ohio Police and Fire Pension Fund (OP&F) 

OP&F was created in 1965 by the Ohio General Assembly to provide pension and disability benefits to the 

ǎǘŀǘŜΩǎ Ŧǳƭƭ-time police officers and firefighters.  OP&F also provides survivor benefits and health care 

support for eligible retirees and their dependents. 

Operations began in 1967, when assets of $75 million and liabilities of $490 million were transferred from 

454 local public safety pension funds across Ohio.  As of March 29, 2022Σ htϧCΩǎ ƛƴǾŜǎǘƳŜƴǘ ǇƻǊǘŦƻƭƛƻ ǿŀǎ 

valued at $19.04 billion. 

Today, OP&F serves approximately 27,000 active members and more than 30,000 retirees and their 

beneficiaries.  Public employees in Ohio do not participate in Social Security so the retirement systems 

are their main pension resource. 

htϧCΩǎ funds are held in trust for the sole benefit of the retirement system's members and their 

beneficiaries.  Benefits paid by OP&F are funded by contributions from Ohio's police and fire employees 

and their employers and the investment returns generated by the assets in which those contributions are 

invested.  OP&F receives no general revenue funds.  None of the State of Ohio's budget is expended to 

support htϧCΩǎ benefits or operations. 

htϧCΩǎ operating expenses are paid solely out of investment returns.  No member contributions or tax 

dollars are expended.  htϧCΩǎ operating budget is approved by the retirement system's board of trustees, 

who under Ohio law act as fiduciaries to the retirement system's members and beneficiaries.  

Additionally, prior to approval by the OP&F Board, the operating budget is, by law, reviewed by the Ohio 

Retirement Study Council, which is comprised of members of the Ohio House and Senate, three members 

appointed by the Governor, as well as the executive directors of Ohio's five public retirement systems. 

OP&F provides several vital retirement functions: 

¶ Investment 

¶ Benefits  

¶ Administration 

Fiduciaries have a duty to ensure the fund is sustainable for the benefit of current and future members 

and beneficiaries.   

 

A.  Fiduciary duties to current and future members and beneficiaries. 

Ohio Revised Code Section 742.11 (A) sets forth the fundamental fiduciary duties that apply to OP&F.  

These duties are interpreted and implemented within the context of related court decisions, opinions of 

the Attorney General, Federal tax qualification standards and rules or policies adopted by OP&F.  

In addition, guidance for application of fiduciary duties may be found in the common law of trusts and in 

fiduciary duty regulations that govern other institutional investors, such as private pension fund standards 

under the Employee Retirement Income Security Act (ERISA).  This complex legal framework is generally 

summarized as containing the following fiduciary principles: 
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¶ Loyalty  

¶ Prudence / Care 

¶ Stay informed 

¶ Diversify assets 

¶ Impartiality 

¶ Control costs 

¶ Comply with law 

¶ No blind eye to co-fiduciary behavioriv 

There is high potential for conflicts of interest inherent in the governance of public retirement systems.  

The nine trustees are elected and appointed.  Four are elected by contributing members, two are elected 

by retired members, and three are appointed investment experts (one appointed by the Ohio 

Senate/House, one by the Treasurer of State, and one by the Governor).  They are expected to ensure 

their constituent interests and issues are expressed and considered.  However, fiduciaries must make 

decisions in the best long-term interests of both current and future members and beneficiaries. 

 

Because of the high potential for conflicts of interest, fiduciaries are held to the highest legal standard of 

loyalty and impartiality (higher than that of corporate director).  Beneficiaries need additional protection 

because they have concentrated lifetime financial exposure, the complexity of financial concepts, 

difficulty in determining compliance in a timely manner, and a lack of authority to take effective action to 

prevent harm or remove bad actors.  The chart below summaries our conclusions regarding each of these 

fiduciary duties. 

 

Duties Conclusions re: Fiduciary Duties 

Loyalty / 
Impartiality 

The OP&F Board appears to have acted with loyalty and impartiality solely in the 
interests of current and future members and beneficiaries.   

Prudence / 
Care* 

The OP&F Board appears to act with appropriate prudence and care.   

Stay informed The OP&F Board appears to stay informed.  Exception based reporting can 
improve oversight effectiveness and efficiency.  Continuing education can be 
improved. 

Diversify assets The asset allocation appears to be appropriately diversified. 

Control costs OP&F appears to effectively control costs while maintaining high performance 
standards. 

Comply with 
law/ reporting 

OP&F appears to have appropriate people, policies and processes to comply with 
the law and reporting requirements. 

Co-fiduciary 
duty 

Fiduciaries have a duty not to turn a blind eye to wrong doings by other 
fiduciaries.  There was nothing that came to our attention during the course of our 
review that would suggest fraud or defalcation or unethical behavior on the part 
of any fiduciary.   
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B. Exercise of powers reserved exclusively for OP&F Board  

Fiduciaries fulfill their duties through the prudent exercise of the powers reserved for them.  The powers 

reserved are primarily defined in the governing statutes, bylaws, and policies.  The following section of 

this report describes the powers reserved exclusively for OP&F Board.    

The OP&F Board is comprised of nine members as follows:  

Six employee members elected by their respective member groups 

¶ Two representatives of police departments 

¶ Two representatives of fire departments 

¶ One retired firefighter 

¶ One retired police officer 

Three statutory members with professional investment experience 

¶ One appointed by the Governor 

¶ One appointed by the State Treasurer 

¶ One appointed jointly by the Senate President and the Speaker of the House.    

The Ohio code prescribes the powers granted to the OP&F Board.  FAS has developed a proprietary Powers 

Reserved Framework which we used to assess how the OP&F Board exercised powers to fulfill its duties:v,vi 

 

¶ Conduct the business of the board and its committees 

¶ Set direction and policy and then prudently delegate 

¶ Approve key decisions above a threshold 

¶ Oversee the execution of direction within policy 

¶ Verify then trust and obtain independent advice as needed. 

A power reserved is a decision or an authority that can only be exercised by a specific decision-maker.  This 

could include the State of Ohio, the OP&F Board, and/or management and staff.  The Board can only 

decide and act as a whole.  Committees can only recommend and oversee not decide.  No individual 

trustee can direct the executive or staff.  The Powers Reserved Framework clarifies the roles and lines of 

accountability in the governance structure used at OP&F. 

We assume fiduciaries are well-intentioned and genuinely interested in improving the prudent exercise 

of their powers to better fulfill their fiduciary duties to all members and beneficiaries unless facts and 

circumstances uncovered during the review suggest otherwise.   
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Overall 

Based on our analysis of the powers reserved exclusively for the OP&F Board of Trustees, we found the 

Board has the powers or authorities needed to fulfill its fiduciary duties with a couple of exceptions.  The 

{ǘŀǘŜΩǎ ŘŜƭŜƎŀǘƛƻƴ ǘƻ ǘƘŜ Board of powers for budgets, staffing and setting compensation, and for 

procurement are leading practices.  However, there are several lagging practices including the lack of 

authority to select the outside legal counsel and the custodian.  Typically, these powers are delegated by 

the jurisdiction to the board of trustees or its designees at the majority of peer systems.  Addressing these 

lagging practices would require legislative action that is beyond the control of OP&F. 

Conduct the business of the board and its committees 

One of the fundamental powers reserved for the board is to effectively and efficiently conduct its business 

and that of its committees.  The power to Conduct includes a wide range of topics from, for example, 

setting and calendaring agendas, the use of consent agendas, the role of chairs and vice-chairs, the use of 

committees, board member dynamics and engagement, self-evaluation, continuing education, the 

selection, evaluation and compensation of the CEO and the Chief Audit Executive.  

The power to Conduct is also about how the board uses its time and that of its executives.  It includes how 

board members conduct themselves, the way they communicate with one another, management and 

advisors and comply with ethical standards of conduct such as the treatment of confidential information 

Approve key decisions above a threshold 

Generally speaking, there are a range of ways the board may choose to engage in approving a decision or 

setting direction and policy.  The difference between the powers of Approve and Set is in the level of 

board involvement from the outset of the decision-making process.   

In Approve, the board is more likely to delegate the due diligence process and be involved at the end of 

the decision-process to officially approve the recommendation.  Whereas, Set (setting direction and 

policy) reflects those areas where the board wants to be more actively engaged in the development 

process from the outset such as in strategy and overall policy setting.   

Set direction and then prudently delegate 

The power to Set direction and then prudently delegate authority and resources is an extension of the 

ōƻŀǊŘΩǎ ǇƻǿŜǊ ǘƻ ŀǇǇǊƻǾŜΣ ōǳǘ ǘƘŜ ƭŜǾŜƭ ƻŦ ōƻŀǊŘ ŀƴŘ ŎƻƳƳƛǘǘŜŜ ŜƴƎŀƎŜƳŜƴǘ ƛǎ ƘƛƎƘŜǊΦ  ²ƛǘƘ ǘƘŜ ǇƻǿŜǊ 

ǘƻ !ǇǇǊƻǾŜΣ ǘƘŜ ōƻŀǊŘΩǎ involvement is at the end of a process of robust due diligence by management 

ŀƴŘ ǘƘŜ ōƻŀǊŘΩǎ ŀŘǾƛǎƻǊǎΦ   

By contrast, in exercising the power to Set, the board and/or its committees are actively engaged 

throughout the process.  This includes the process of identification, the evaluation of strategic issues and 

options and the choice of direction and resource allocation.  Strategy development work is still done by 

the executive, staff and advisors.   

Oversee the execution of direction within policy 

To Oversee means to watch over and direct, but that does not generally mean to closely manage 

performance or risk on a daily basis.  Unfortunately, oversight can also mean to miss something.  

Understandably, some trustees assume they must closely manage or exercise άŘŀȅ ǘƻ Řŀȅ ǎǳǇŜǊǾƛǎƛƻƴέ 
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in order to exercise effective oversight and to avoid potential failure.  But too much focus on the details 

can risk losing sight of the big picture. 

²ƘƛƭŜ ƛǘ ƛǎ ŎŜǊǘŀƛƴƭȅ ǘƘŜ ōƻŀǊŘΩǎ ǊŜǎǇƻƴǎƛōƛƭƛǘȅ ǘƻ ǿŀǘŎƘ ƻǾŜǊ ŀƴŘ ŘƛǊŜŎǘΣ ƛǘ ƛǎ not the role or responsibility 

of a board to closely manage performance and related risk.  Trustees are part-time and even if they are 

experts, fiduciary standards require that they prudently delegate execution ς even if they cannot delegate 

oversight or verification.  For purposes of verification, a board may reasonably rely on internal and 

external audit and other third parties retained for this purpose.  This is why the board is responsible for 

hiring a capable executive director and holding that person ŀŎŎƻǳƴǘŀōƭŜ ŦƻǊ ǘƘŜ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ 

performance.   

Verify then Trust 

To Verify means to make sure processes are in place which demonstrate whether (something) is true, 

accurate, or justified.  Verification is how the board ensures that reports and assurances from others are 

reliable.  ±ŜǊƛŦƛŎŀǘƛƻƴ ƛǎ ŜƳōŜŘŘŜŘ ƛƴ ǘƘŜ ōƻŀǊŘΩǎ Ǉƻǿers to conduct, approve, set and oversee and is key 

to a ōƻŀǊŘΩǎ ŎƻƴŦƛŘŜƴŎŜ ƛƴ ƳŀƴŀƎŜƳŜƴǘΦ  

Key Conclusions / Recommendations re: Powers Reserved for OP&F Board 
Ohio Code and Legislative Oversight 

¶ Ohio statutes governing the public retirement systems are leading practice in many respects with 

ǘƘŜ ŜȄŎŜǇǘƛƻƴ ƻŦ htϧCΩǎ ƛƴŀōƛƭƛǘȅ ǘƻ ǎŜƭŜŎǘ ŜȄǘŜǊƴŀƭ ƭŜƎŀƭ ŎƻǳƴǎŜƭ ŀƴŘ ǘƘŜ ŎǳǎǘƻŘƛŀƴ.   

¶ hw{/Ωǎ ƻǾŜǊǎƛƎƘǘ ƛǎ ƭŜŀŘƛƴƎ ǇǊŀŎǘƛŎŜ ōǳǘ ŦǳǘǳǊŜ ŦƛŘǳŎƛŀǊȅ ǇŜǊŦƻǊƳŀƴŎŜ ŀǳŘƛǘǎ ƴŜŜŘ ǘƻ ōŜ timelier. 

¶ Trustee terms should be fully staggered by statutory enactment.  Terms are currently staggered, 

but vacancies can cause multiple elections in a year. 

Conduct the business of the board and its committees 

¶ Chairs and vice-chairs should be selected on merit and include appointees and allow for re-

election for continuity.  Board policy presumes single terms, but permits re-election upon Board 

action.  Constituency emphasis may detract from the duty of loyalty to all current and future 

members and beneficiaries.   

¶ Develop a comprehensive stakeholder communications plan. 

¶ htϧCΩǎ ǳǎŜ ƻŦ ŎƻƳƳƛǘǘŜŜǎ ƛǎ ŜŦŦŜŎǘƛǾŜ.   

¶ Consider rebalancing the committee structure to better manage workload and improve oversight. 

¶ A comprehensive and integrated multi-year decision / event calendar for the board and each of its 

committees would help anticipate required board decisions and approvals. 

¶ The OP&F Board should link continuing education and use of advisors to the comprehensive 

calendar and efforts to continue to continually acquire / develop fiduciary expertise. 

¶ Transparency can be improved e.g., stream, record, and archive board meetings on-line.  Board 

books should be publicly available beyond interested parties. 

¶ While ethics policies and procedures are appropriate, compliance with ethics policies can be 

improved.   
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Key Conclusions / Recommendations re: Powers Reserved for OP&F Board 
Approve key decisions above a threshold 

¶ Due diligence standards / procedures need to be clarified for each key decision requiring Board 

approval. 

Set direction then prudently delegate 

¶ Staff compensation is consistent with prevailing peer practices. 

¶ Delegations can be improved using powers reserved framework to improve clarity and resolve 

gaps. 

¶ There should be separation of responsibilities between investments and investment accounting to 

ensure independence.     

Oversee the execution of direction within policy 

¶ htϧCΩǎ ŜȄǘŜǊƴŀƭ ƳŀƴŀƎŜǊ ŦŜŜǎΣ ǿƘŜƴ ŀŘƧǳǎǘŜŘ ŦƻǊ ƛǘǎ ƛƴǾŜǎǘƳŜƴǘ ǎǘǊŀǘŜƎȅΣ ŀǊŜ ŎƻƳǇŀǊŀble to 

peers. 

¶ Oversight of strategy, operations, reporting and compliance can be improved through adoption of 

exception-based reporting. 

¶ OP&F needs to establish, refine and approve performance metrics, risk tolerances and escalation 

processes. 

¶ Risk is not clearly defined.  OP&F should clarify and harmonize the definition of risk consistent 

with actuarial and investment definitions as an unacceptable difference between actual and 

expected performance. 

¶ The use of subjective evaluations of impact, probability and velocity is unreliable. 

Verify then trust / obtain independent audit and advice 

¶ Internal Audit has budgetary and spending authority and should consider outsourcing for 

specialized audits and advisory support. 

¶ IA alignment on reliability of management reports can be improved. 
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C. Fiduciary Performance Audit Scope 

1. Governance and Administration 

While Ohio statutes are leading practice in many respects, OP&F should seek legislative authority to select 

external legal counsel for investment and fund management matters.  OP&F should also continue to 

pursue legislation that provides for fully staggered Board member terms.  Terms are currently staggered; 

but vacancy provisions need to be updated.  OP&F has pursued a permanent legislative fix for several 

years as vacancies mid-term can cause multiple elections in a year. 

Delegations from the Board to the executive are currently functioning well.  The OP&F Board has increased 

investment decision delegation to the Executive Director and CIO and should continue to increase 

delegation over time.  Using the powers reserved framework described earlier, a Board policy should be 

developed to clearly articulate the decisions reserved for the Board and those that are delegated to the 

Executive Director.  

The OP&F Board onboarding and continuing program appears to be effective but could be improved.  The 

Board should repeal its current policy that precludes non-elected trustees from being elected as Board 

chair, so that selection of Board leadership can be made based solely on merit.  The Board should consider 

policies that would provide for re-election of chairs and vice chairs for improved continuity, as well as a 

more deliberate process for committee appointments.  Board policy presumes single terms, but permits 

re-election upon Board action. 

OP&F could improve transparency of decision making for stakeholders by livestreaming meetings and 

making board materials publicly available.  OP&F communications and outreach have improved greatly 

over the past year, and both Trustees and stakeholder groups expressed satisfaction; however, OP&F 

should develop its current plan into a more comprehensive stakeholder communications plan.    The OP&F 

Board has adopted a clearly developed and thoughtful strategic plan; OP&F could engage more effectively 

with key stakeholder groups during development of future plans.  OP&F should develop a multi-year 

strategic policy agenda that includes the timing of all key Board decisions expected over the next several 

years.   

The OP&F Board should consider rebalancing its committee structure to better manage workload and 

improve oversight.  The OP&F trustees spend more time in committee meetings than peers, but appear 

to utilize the committees effectively, resulting in shorter full Board meetings.   The Board should revise its 

policies regarding selection of committee officers.  The chair should annually make committee 

membership appointments, subject to approval of the full Board.   With assistance from staff and advisors, 

each committee should develop a list of standard questions to ask on each key topic. 

The annual budget development process at OP&F is considered effective from both a controls and 

execution perspective; the administrative operating budget could be expanded to three years, similar to 

the capital outlay budget.   ¢ƘŜ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ ǇƻƭƛŎƛŜǎΣ ǇǊƻŎŜǎǎŜǎ ŀƴŘ ƻǾŜǊǎƛƎƘǘ ǇǊŀŎǘƛŎŜǎ ƘŀǾŜ ŜƴŀōƭŜŘ 

OP&F to operate within budget for nine years out of the last ten; one key opportunity for improvement is 

in the justification and reporting of capital initiatives. 

OP&F has appropriate ethics policies and standards of conduct in place that implement Ohio statutory 

requirements.  However, there are several opportunities to improve compliance aspects of those policies.  

The OP&F Board has had an effective succession planning process for the Executive Director; it worked 

well with the recent leadership transition. 
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2.  Organizational Structure and Staffing 

OP&F appears to be comparably staffed to other state public safety pension funds after accounting for 

scale.  Overall, the OP&F organization is consistent with prevailing peer practices in terms of structure and 

staffing.  There should also be separation of responsibilities between investments and investment 

accounting to ensure independence.     

Human Resources is a priority for the Board and staff has strong capabilities, but limited capacities.  Staff 

recruitment is a growing challenge.  OP&F has a structured, procedures oriented, and uniform approach 

to position and performance management; however, the number of uniquely defined positions should be 

streamlined.  Supporting HR systems are effective.  OP&F has implemented a succession plan and 

continues to develop its bench strength. 

OP&F has had a reasonable level of voluntary turnover in recent years.  However, impending retirements 

are a risk; HR has taken steps to mitigate risks from a retirement wave.  HR has not regularly obtained 

employee feedback on culture and job satisfaction but should do so. 

Member services reports to the Board focus on volume of applications, member selections of plans, 

disability statistics, and payment initiations, but do not address service levels.  OP&F does not obtain 

member satisfaction feedback as extensively as most peer systems and does not obtain benchmarking 

reports on service levels and costs.  Many of the member services processes are manual, but they function 

reliably.  A new pension administration system is being implemented that will significantly automate many 

processes and increase the level of member self-service. 

Practices for setting and monitoring compensation across the organization are consistent with prevailing 

practices for public pension plans.  OP&F typically commissions compensation benchmarking reports 

every five years; the last report was completed in 2015 by Gallagher Benefit Services, an outside 

consultant.  OP&F responded to some, but not all, of the 2015 compensation recommendations.  A new 

compensation benchmarking report was recently completed by CBIZ, a different compensation 

consultant.  The new compensation benchmark report should be very important to OP&F. 

OP&F has a strong foundation for staff development; however, several areas could be strengthened.  HR 

has also commenced the practice of integrating training and development into the OP&F succession plan.  

Greater change management skills are needed at OP&F, in particular, in support of the transformational 

new pension administration system being implemented.  

 

3.  Investment Policy and Oversight 

The OP&F Board has chosen to hire a small, but highly qualified in-house investment staff with extensive 

use of external investment advisors and investment managers to invest the portfolio.  No funds are 

managed directly in-house.  OP&F is among a very small number of major institutional investors to have 

ŀŘƻǇǘŜŘ ŀ Ǌƛǎƪ ǇŀǊƛǘȅ ƛƴǾŜǎǘƳŜƴǘ ŀǇǇǊƻŀŎƘ ŀŎǊƻǎǎ ǘƘŜ tƭŀƴΩǎ ŜƴǘƛǊŜ ƛƴǾŜǎǘƳŜƴǘ ǎǘǊǳŎǘǳǊŜΦ  htϧCΩǎ 10-year 

performance is in the top quartile (14th percentile) among peer public pensions, and over 135 basis points 

annualized performance above the policy benchmark on an after-fee basis.  The OP&F Board, Staff and 

/ƻƴǎǳƭǘŀƴǘǎ ŀǊŜ ŎƭŜŀǊƭȅ ǘƘƛƴƪƛƴƎ άƻǳǘǎƛŘŜ ǘƘŜ ōƻȄέ ƛƴ ǘƘŜƛǊ ǎŜŀǊŎƘ ŦƻǊ Ǌƛǎƪ ŀŘƧǳǎǘŜŘ ǊŜǘǳǊƴǎ ŦƻǊ ǘƘŜ htϧC 

beneficiaries.   
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The OP&F Board follows prevailing practices in the development of their Investment Policy Statement 

(IPS).  A separate Statement of Investment Beliefs should be developed by the Board.  The IPS is consistent 

with prevailing practice in most areas.  The IPS articulates investment implementation guidelines and 

guidance regarding implementation policies and procedures well.  OP&F should develop a separate IPS 

for the Post Employment Healthcare plan (PEHC).   

Staff should create a summarized monthly compliance report that includes long term and interim 

investment guidelines, asset allocation ranges, and an affirmation of compliance with these ranges over 

the past monthly period.  The external manager compliance monitoring system is prevailing practice level. 

The Board is currently conducting a new asset-liability study and recently lowered the expected rate of 

return from 8% to 7.5%, which is still high relative to peers.  OP&F has a high degree of cash awareness 

and attentiveness on their alternative positions.  OP&F should establish a new uniform template for Board 

investment approval packets that includes a short cover page summary. 

OP&F should collect all significant policies, statutes, and rules within a single reference document (e.g., 

the Governance Manual) that is regularly updated.  The Board should establish a policy for either internal 

or external benchmarking of policies on a set periodic or policy by policy basis. 

OP&F is consistent with prevailing industry practices when generating performance measurement reports 

and monitoring their external investment managers.  The quality of the regular board reporting should be 

improved.  The regular asset class reviews provided by Wilshire, Townsend and Aksia/TorreyCove ς 

separate from the quarterly performance reporting process ς provide a greater level of detail on the 

investment structure and philosophy behind the portfolio strategy.  More detailed information should be 

provided to the Board regarding investment performance. 

The due diligence process utilized in the monitoring of external managers is both thorough and thoughtful.  

The discipline of having internal investment professionals and external investment providers/employees 

certify confirmation with CFA Institute standards and applicable ethics laws is a prevailing industry 

practice. 

Transaction cost management and broker practices are controlled and monitored at OP&F and considered 

on par with peer practices.  There are a number of Board approved transition benchmarks resulting in 

άǇƻƭƛŎȅ ōŜƴŎƘƳŀǊƪǎέ ŦƻǊ ōƻǘƘ ǘƘŜ tƭŀƴ ŀƴŘ !ǎǎŜǘ /ƭŀǎǎ ƭŜǾŜƭ ƛƴ ǘƘŜ ŎŀƭŎǳƭŀǘƛƻƴ ƻŦ ǊŜǎǳlts.  OP&F should 

conduct a Plan and asset class level benchmark review in the investment structure reviews provided by 

Board consultants.   

On an overall basis, OP&F has leading or prevailing practices for managing external manager fees both in 

public accounts and alternative based accounts.  The validation and oversight practices for external 

manager fees are considered thorough and well controlled, although practices for private assets could be 

improved. 

The annual manager fee report to the board and in the annual comprehensive financial report could be 

enhanced by adding relative and absolute performance information and breaking out management fees 

from performance fees, and including carried interest costs, where applicable.  htϧCΩǎ ŜȄǘŜǊƴŀƭ ƳŀƴŀƎŜǊ 

fees, when adjusted for its investment strategy, are comparable to peers.  

The manager search process is effective and well documented in the Investment Manager Search Policy 

document.  External manager monitoring processes are appropriate.  Guidelines for investment risk are 
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appropriate and prevailing practice.  The process of defining and understanding soft risks associated with the 

OP&F investment portfolio is less well developed.  Developing and maintaining staffing and talent on the 

OP&F investment team is a key risk. 

Custody of public assets at OP&F is contracted with Huntington National Bank for domestic securities, and 

through Huntington to Northern Trust Bank (as sub-custodian) for international securities, respectively.  

Northern Trust also provides foreign exchange trading, derivatives servicing and collateral management, and 

investment risk and analytic services. 

The Ohio custodian policy, with the Treasurer of State selecting custodial banks, and the requirement for an 

international sub-custodian, has over time resulted in OP&F following an in-house strategy, with support 

from other third-party providers, and minimizing services from the custody banks.  Prevailing practice at peer 

ǇǳōƭƛŎ ŦǳƴŘǎ ƛǎ ǘƻ ƭŜǾŜǊŀƎŜ ǘƘŜ ŎǳǎǘƻŘƛŀƭ ōŀƴƪΩǎ ŜȄǘŜƴǎƛǾŜ ǘechnology suite, supplemented by other providers 

as necessary.  Within the narrower scope of external services provided to OP&F, the relationship and 

operating environment between the agency and its two custodial banks can effectively be summarized as an 

άƻǇǘƛƳƛȊŀǘƛƻƴ ƻŦ ǘƘŜ ǎǳōƻǇǘƛƳŀƭέΦ 

All parties view the currently defined service levels and scorecard reporting process as effective.  The cash 

management services provided to OP&F by Huntington and Northern Trust are considered robust and well 

controlled.   Ohio has a unique custodial services model based in statute that does not lend itself to 

comparison to peers with respect to cost.  Although the statutory Ohio custodial services model is a lagging 

ǇǊŀŎǘƛŎŜΣ ǘƘŜ ¢ǊŜŀǎǳǊŜǊ ƻŦ {ǘŀǘŜΩǎ ƻŦŦƛŎŜ Ƙŀǎ improved custody bank selection and oversight processes.  TOS 

and OP&F should take steps to ensure that the current positive custody relationships and processes continue 

to improve. 

The law in Ohio Revised Code 135.03 άInstitutions describing eligible public depositoriesέ, and its 

interpretation, severely restricts the selection of potential custodial banks that can serve OP&F.  The 

legislature should eliminate the requirement for the OP&F custodial bank to have a presence in Ohio to allow 

for a single global custodial bank to serve OP&F to reduce costs and complexity. 

 

4.  Legal Compliance 

OP&F legal staff appear to be well qualified; outside counsel firms are also experienced legal advisors to 

public pension funds in their respective areas of expertise.   OP&F should adopt a policy that provides for a 

formal tax compliance program that establishes standards for obtaining periodic written assurance from 

outside tax counsel with respect to continued IRS compliance. 

Board and staff ethics policies should be updated to explicitly provide for reporting on compliance review 

results to the Audit Committee, in addition to the Executive Director.  Legal staff should consult with the 

Attorney General to ensure that satisfactory expertise and processes are in place to enable OP&F recoveries 

on foreign corporate fraud claims in litigation outside the U.S.  OP&F should compile a compliance manual 

as the repository for compliance policies, processes and assigned responsibilities. 

OP&F should seek legislative authority to select external legal counsel for investment and fund management 

matters or engage with the Attorney General about a Memorandum of Understanding that formalizes a 

process which recognizes the fiduciary duties which OP&F has in selection of and contracting with counsel.  

An MOU should help to provide consistency through Attorney General transitions. 
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5. Risk Management and Control 

OP&F has implemented a conventional approach to enterprise risk management.  OP&F would benefit 

from a simpler approach built upon an enterprise performance and risk management approach, which 

could be built on the exception-based performance reporting already used by OP&F in much of its 

operations. 

Reporting to the Board could also be streamlined through the use of exception reporting based upon 

tolerances approved by the Board.  Oversight by Board committees could be improved with an enterprise 

performance and risk approach. 

The ability of trustees to navigate board books for executive summaries to the detail behind the analysis 

could be greatly enhanced.  The essential components of the OP&F financial control structure are 

consistent with prevailing peer pension and benefit systems, with one exception.  OP&F should move the 

Investment Accounting function from the Investment Office to Finance to improve segregation of duties. 

OP&F financial reporting and financial statements are sound.  OP&F procurement policies and processes 

are fundamentally sound.  The OP&F Finance and Accounting function is capable, and the accounting 

systems appear to be effective.  Internal Audit appears to function well, although it may be under-

resourced.  Internal Audit has budgetary authority and should consider outsourcing for specialized audits 

and advice (e.g., IT system development and controls). 

OP&F has a substantive policy for keeping, retaining, and destroying important records and preserving a 

trail when records are moved to storage, scanned or destroyed. 

 

6.  Overview of IT Operations  

There are a number of opportunities for improvement for OP&F.  The IT function at OP&F is in a period of 

significant change, with a recent upgrade to its financial systems and a pension system replacement 

currently underway. 

The Board should review the Ariel implementation progress at least quarterly and be appraised of any 

budget or timing issues encountered.  OP&F needs to evaluate its IT resource needs, considering the 

balance of internal IT staff vis-à-vis its use of external resources, and develop a resourcing plan for the next 

three years.   

The IT organization has made an investment in acquiring internal project management skills, supplemented 

by project management consultants contracted to support the implementation of Ariel.  OP&F should 

expand project sponsorship of the Ariel LifeWorks project to include the heads of Finance and Member 

Services. 

IT should update its disaster recovery and business continuity plans.  OP&F should contract with a third-

party managed security service provider (MSSP) to perform day-to-day information security tasks.   

The Board of Trustees should ensure its understanding of the risks to the System involved in information 

technology, in particular, cyberattacks including ransomware. 
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Detailed Recommendations 

1.  Board Governance and Administration 

R1.1.1 Consider development of an aspirational list of Board skills and integrate it with a 

comprehensive trustee education policy that ƛƳǇƭŜƳŜƴǘǎ ǘƘŜ .ƻŀǊŘΩǎ ƻƴōƻŀǊŘƛƴƎ ŀƴŘ 

continuing education obligations under Ohio Revised Code Section 742.031 and identifies 

topics on which board member skills development would be expected to promote 

governance effectiveness. 

R1.1.2 Formalize the Board evaluation process through a policy which includes use of evaluation 

results to identify potential Board and individual trustee training topics for further 

consideration. 

R1.1.3 Explore opportunities to incorporate virtual training programs into the OP&F trustee 

training process. 

R1.1.4 Consider further collaboration with other Ohio public pension funds on development of 

shared trustee educational offerings. 

R1.2.1 /ƻƴǎƛŘŜǊ ŀŘƻǇǘƛƻƴ ƻŦ ŀ ŦƻǊƳŀƭ ǇƻƭƛŎȅ ǎŜǘǘƛƴƎ ŦƻǊǘƘ ǘƘŜ .ƻŀǊŘΩǎ ǇƻǿŜǊǎ ǊŜǎŜǊǾŜŘ ŀƴŘ 

parameters for delegated staff authority and lines of reporting, with associated changes in 

the content and format of related meeting materials to improve Board efficiency and 

effectiveness.  See also Recommendation 1.4.4. 

R1.2.2 Consider establishing policy guideline parameters for greater delegation of investment 

authority to the Chief Investment Officer and investment staff, taking into account 

succession timing considerations. 

R1.2.3 Develop a list of recurring decisions requiring Board approval to clarify what must come to 

the Board and what is delegated; develop a description of the decision due diligence 

expected for each decision by the Board before it is brought for approval.  

R1.2.4 Revise ǘƘŜ .ƻŀǊŘΩǎ ŎǳǊǊŜƴǘ ǇƻƭƛŎȅ ǘƘŀǘ ǇǊŜŎƭǳŘŜǎ non-elected trustees from being elected as 

Board chair, so that selection of Board leadership can be made based solely on skills and 

competencies.  

R1.2.5 The Board should consider a policy or informal practice that favors re-election of the Board 

Chair and Chair-Elect for two or three consecutive one-year terms if they have satisfactory 

performance, in order to provide for greater leadership continuity.  Board policy presumes 

single terms, but permits re-election upon Board action. 

R1.2.6 The Board /ƘŀƛǊΩǎ ƻŦŦƛŎƛŀƭ ŘǳǘƛŜǎ ǎƘƻǳƭŘ ƛƴŎƭǳŘŜ ŎƻƻǊŘƛƴŀǘƛƻƴΣ ǿƛǘƘ ǘƘŜ 9ȄŜŎǳǘƛǾŜ 5ƛǊŜŎǘƻǊΣ 

of staff information requests made by trustees. 

R1.2.7 In developing the committee membership roster, the Board Chair should balance 

maintaining experienced committee membership with some member rotation to foster 

trustee development and leadership succession planning.  See also Recommendation 1.4.8. 
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R1.3.1 OP&F should continue to pursue legislation that provides for fully staggered Board member 

terms in the case of vacancies in order to avoid unnecessary loss of Board effectiveness due 

to concurrent expiration of multiple trustee terms.  Terms are staggered, but vacancies can 

cause several elections in a single year. 

R1.3.2 OP&F should seek legislative authority to select external legal counsel for investment and 

fund management matters or engage with the Attorney General about a Memorandum of 

Understanding that formalizes a process for consistency in Attorney General transitions 

which recognizes the fiduciary duties that OP&F has in selection of and contracting with 

counsel. 

R1.3.3  As OP&F develops and revises policies in response to this Report, it should collect all 

significant policies, statutes, and rules within a single reference document (e.g., the 

Governance Manual) that is regularly updated and make it available to trustees, staff, and 

stakeholders, including on the website.  

R1.4.1 The OP&F Board and its committees should livestream the public sessions of its meetings 

to allow easy access for stakeholders; we understand the Board and Executive Director 

intend to do this as soon as pending legislation is finalized. 

R1.4.2 OP&F should consider providing Board public meeting materials on the website when they 

are available to trustees, with the understanding that they are preliminary, and maintain 

an archive of Board meeting agendas, materials, and minutes on their web site to improve 

transparency. 

R1.4.3 OP&F should expand its one-year Board calendar into a multi-year strategic policy agenda 

that includes the timing of all key Board decisions expected over the next several years. 

R1.4.4 The OP&F Board should consider organizing its meeting agendas around the powers 

reserved. 

R1.4.5 The OP&F Board should utilize consent agendas for approval of routine items (e.g., minutes, 

trustee expenses, other routine payments, future agendas) with the understanding that any 

item can be opened for discussion upon request. 

R1.4.6 Develop a policy that defines the process for prioritizing and tracking trustee requests for 

information from staff or consultants/advisors and requires the Board Chair, in consultation 

with the Executive Director, to prioritize, approve, and follow-up on the requests. 

R1.4.7 The OP&F Board should consider rebalancing its committee structure by: 

¶ Renaming the Compensation Committee, the Board Governance and Compensation 

Committee. 

¶ Renaming the Administration and Audit Committee the Audit Committee. 

¶ Assigning responsibility for board governance, including onboarding and continuing 

education, to the Board Governance and Compensation Committee. 

¶ Assigning responsibility for information technology to the Benefits Committee. 
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R1.4.8 Each committee, under the guidance of its chair, should extend its one-year calendar into a 

long-ǘŜǊƳ ŎŀƭŜƴŘŀǊ ƛƴ ǎǳǇǇƻǊǘ ƻŦ ǘƘŜ .ƻŀǊŘΩǎ Ƴǳƭǘƛ-year calendar to ensure committee 

activities support key board decisions effectively. 

R1.4.9 The Board chair should propose committee membership each year and make the 

recommendation to the full Board for a vote on approval. 

R1.4.10 Each committee should elect its chair annually; the Board Chair should not be the chair of 

any Board committees, with the exception of the Board Governance and Compensation 

Committee if that new committee is implemented. 

R1.4.11 Appointed trustees should be considered as potential committee chairs, especially when 

they have the most relevant experience in the area of responsibility of the committee. 

R1.4.12 With assistance from staff, each committee should develop a list of standard questions to 

ask on each key topic; for example, this is already done in the investment diligence packets 

and in the memos to the Board. 

R1.5.1 Formalize development of a three-year Operating Plan from the strategic plan and 

economic impact analysis to produce a multi-year, forecasted capital and expense plan for 

the organization.  Emphasize external influencers (e.g., projected volume of retirees) to 

forecasted changes to budget drivers ς i.e., vendor costs and staffing.    Refresh annually. 

R1.5.2 Introduce a quantitative methodology to capture costs and projected benefits for large-

scale capital improvement initiatives.   Present to the board and acquire explicit approval 

on projects, individually and as part of the overall capital budget. 

R1.5.3  Augment quarterly budget reports with updates of capital improvement initiatives using 

stop light style formatting for reporting costs, schedule, and benefit realization. 

R1.6.1 The Board should require periodic reports to the appropriate Board committees on fraud 

hotline use and whistleblower complaints. 

R1.6.2 The Board should consider adopting: 

¶ A policy that contains enforcement remedies and a process to guide action by the Board 

in the event of trustee misconduct. 

¶ A policy establishing standard practices to ensure that trustee referrals of investment 

managers or other vendors are tracked and handled without special treatment.   

¶ A policy requiring disclosure and reporting of placement agent fees and implementing 

SEC regulations on pay-to-play payments relating to public pension funds. 

¶ A requirement that trustees, senior and investment staff members, investment 

managers, advisors, broker-dealers, consultants, outside counsel and other 

professional service providers provide an annual certification of compliance with OP&F 

ethical standards.  See also Recommendation R3.2.1.4 below. 

R1.7.1 Develop a standalone stakeholder communications plan that supports the Strategic Plan 

and involve stakeholder groups in the plan development and rollout. 
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R1.7.2         Board reporting on strategic planning and succession planning should be scheduled 

annually with clear expectations of when reporting and discussions take place. 

R1.8.1 OP&F should participate in administrative benchmarking with a third-party firm such as 

CEM Benchmarking to develop a more granular understanding of how its costs and staffing 

compare an appropriate peer group. 

R1.9.1    Expand and develop the current communications plan into a more robust communications 

plan, and specifically develop a stakeholder communication plan involving engagement and 

outreach. 

R1.9.2  Review and develop a clear written Board policy on OP&F communication expectations that 

outlines the role of the Executive Director and interaction with Board Chairperson. 

R1.9.3  Clarify in Board Policy the role of the ED in interacting with all stakeholder groups on a 

ǊŜƎǳƭŀǊ ŀƴŘ ŎƻƴǎƛǎǘŜƴǘ ōŀǎƛǎ ŀǎ ŀ ƪŜȅ ǊŜǎǇƻƴǎƛōƛƭƛǘȅ ŀǎ ŜȄǇǊŜǎǎŜŘ ƛƴ ǘƘŜ 95Ωǎ Ƨƻō ŘŜǎŎǊƛǇǘƛƻƴΦ 

R1.9.4    Since Stakeholder expectations increasingly favor full electronic support in accessing and 

updating or changing member files and in the retirement application process, continue to 

work toward that goal in developing the new member benefit system and do so with input 

from stakeholders. 

R1.9.5  The ED should develop a calendar of annual stakeholder outreach. 

R1.9.6 The OP&F Board should ensure all its members are consistently utilizing their OP&F email 

account for system-related messages. 

 

2.  Organizational Structure and Staffing 

R2.1.1  Engage a third-party external consultant specializing in HR to develop tactical and project 

plans for the attainment of goal #5 and #6 in the OP&F 2022 ς 2024 Strategic Plan, including 

expanding success indicators to include quantitative metrics and expanding the HR 

organization as needed to support both ongoing responsibilities and the execution of the 

strategic plan. 

R2.1.2  Seek to expand recruitment efforts including: 

¶ Reestablishing relationships with third party recruiters. 

¶ Introducing incentives for onboarding, where appropriate. 

¶ Strengthening and expanding internship programs already in place at local colleges and 

universities in key areas such as member services, finance, and IT. 

R2.1.3  Separate responsibility for investment accounting and performance reporting from within 

the investment management organization.  Consider opportunities to engage third party, 

outsourced solutions for investment accounting. 

R2.1.4  Set specific timeline goals to complete the succession planning effort with a goal of creating 

bench strength for all supervisory and critical skills-based roles within the organization, 
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including identification of broad-based and individually designed skills training to close skill 

gaps in identified successors. 

R2.1.5 Introduce an OP&F employee culture survey and execute it no less frequently than 

biennially. 

R2.2.1 OP&F should move forward with the Lifeworks implementation and focus on member 

services improvements as well as productivity enhancements. 

R2.2.2 OP&F should participate in the CEM pension administration benchmarking service and 

utilize the report to identify areas for member service and productivity improvements. 

R2.2.3 OP&F should develop a member satisfaction monitoring program to ensure it is identifying 

any member services issues on a timely basis and effectively addressing them; if necessary, 

an expert third-party consultant could provide assistance.  

R2.2.4 The Board, through the Benefits Committee, should receive an annual briefing on the 

member services program, including progress on the Lifeworks implementation, as well as 

quarterly reports on member service levels using exception reporting. 

R2.3.1 Seek to reduce the number of distinct job descriptions and grades across the organization 

and end any remaining vestiges of practices that establish levels and compensation bands 

on the basis of employee longevity. 

R 2.3.2  In consideration of challenges in recruiting, temper the existing practice of compensating 

new hires into the lowest two bands of the compensation range.  Seek to bring in new talent 

at or near the midpoint level, which is defined as the compensation they could expect to 

receive on the outside. 

R2.3.3  Consistent with other public pension plans in the peer group, examine opportunities to 

enhance compensation opportunities for associates who complete certification or formal 

education milestones or for special performance recognition. 

R2.3.4  Include an analysis of performance incentive compensation for investment professionals in 

CBIZ benchmark review.  If adopted by the Board, consider the following structural 

modifications to the compensation program: 

¶ Including variable compensation in the annual operating budget. 

¶ Establishing independence in the calculation of performance from investment 

management (see Section 2.1). 

¶ Constructing new procedures and arithmetic formula for variable compensation which 

should include multiple years of investment performance. 

¶ Defining clear roles and responsibilities for the Director of HR, DED, and Head of 

Finance, the ED, and the board for approving the pool and individual awards. 

R2.4.1  Cross reference training and development offerings against the strategic plans goals and 

strategies and fill in gaps where needed.   Develop change management competencies 

across member services, finance, investment accounting, and investment operations.     

R2.4.2  Informed by the succession plan, strategic planning document, and tactical objectives, 
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ƛƴŎƻǊǇƻǊŀǘŜ ŀǘ ƭŜŀǎǘ ƻƴŜ ŘŜǾŜƭƻǇƳŜƴǘ ŀƴŘκƻǊ ǎƪƛƭƭǎ ŀŎǉǳƛǎƛǘƛƻƴ Ǝƻŀƭ ƛƴǘƻ ŀƭƭ ŀǎǎƻŎƛŀǘŜΩǎ 

annual performance management plan.      

R2.4.3  Develop annual development plan across the organization and share with the Personnel 

Committee annually.   Present actual training and development accomplishments against 

targets at year end. 

R2.4.4  Analyze existing HR headcount and capacity to broaden training and development 

recommendations.   Increase or augment staff levels as required. 

 

3.  Investment Policy and Oversight 

3.1 Investment Policy and Procedures 

R3.1.1.1  The OP&F Board should develop a Statement of Investment Beliefs (SIB). 

R3.1.1.2 The OP&F investment staff and consultants/managers should provide focused workshop/ 

education programs for all Trustees on the investment concepts, in particular regarding the 

benefits and risks of the risk parity approach adopted by OP&F.  

R3.1.2.1  The IPS should be modified to reflect the unique liability and risk assumptions of the OP&F 

DB Plan, including a statement of understanding of critical assumption that leads to the 

overall asset allocation plan. 

R.3.1.2.2 The IPS should set forth the return and risk expectations for the Total Plan and each 

underlying asset class, including the logic used to develop each of the assumptions.  The 

active return assumptions for each asset class should also be included and discussed in the 

IPS, including separating between short and long term expected results given the current 

economic outlook. 

R3.1.3.1  A supplemental policy document detailing the OP&F Plan and Asset Class level Benchmarks 

should be added to the series of Supplemental IPS reports, including transition benchmarks 

when they apply.   

R3.1.3.2 A supplemental policy document should be developed supporting the IPS, detailing the 

liquidity management program in place, the assumptions regarding various investment 

categories, and best/worst case analyses for liquidity.   

R3.1.3.3 Establish a Statement of Investment Policy and Guidelines (IPS) and monitoring process for 

the Post Employment Health Plan reflecting the short- and long-term fiscal outlook for the 

PEHC Plan. 

R3.1.4.1 OP&F staff should create a summarized monthly compliance report that includes long-term 

and interim investment guidelines, asset allocation ranges, and an affirmation of 

compliance with these ranges over the past monthly period to enhance the level of program 

understanding among Board members and constituents not closely involved in the 

investment process.  
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R3.1.6.1 Create a Rebalancing Policies and Procedures document and reference this document in the 

IPS.  In this document define the various roles and responsibilities of the parties involved in 

all the parties involved with the OP&F rebalancing process. 

R3.1.6.2 Add a written description to the Monthly Investment Activities report that factually 

describes the rebalancing decisions that were made as well as the context and outcomes of 

the decisions made each month.  

R3.1.7.1  Establish a new uniform template for Board investment approval packets that includes a 

short cover page summary. 

R3.1.8.1 Continue to evaluate external systems for monitoring external manager compliance against 

guidelines.  

R3.1.9.1  OP&F should collect all significant policies, statutes, and rules within a single reference 

document (e.g., the Governance Manual) that is regularly updated and make it available to 

trustees, staff, and stakeholders, including on the website.  See also Recommendation 1.3.3. 

R3.1.9.2 The Board should establish a policy for either internal or external benchmarking of policies 

on a set periodic or policy by policy basis. 

3.2 Investment oversight and review. 

R3.2.1.1  OP&F should revamp the Board quarterly reporting content to include a qualitative 

discussion of results versus expectations in Executive Summary form, including a discussion 

of attribution and performance highlights reviews at the Plan level. 

R3.2.1.2 9ƴƘŀƴŎŜ ǘƘŜ .ƻŀǊŘΩǎ ǊŜŎŜƛǇǘ ƻŦ tƭŀƴ ƭŜǾŜƭ ŀƴŘ ŀǎǎŜǘ ƭŜǾŜƭ ǎǘǊǳŎǘǳǊŜ ǊŜǾƛŜǿǎ ōȅ ŎƻƴŘǳŎǘƛƴƎ 

these reviews at least annually.  

R3.2.1.3 Enhance quarterly OP&F Board reporting at the asset class level by including risk-based 

analyses of holdings versus benchmark, including liquidity analyses and forecasts and draw 

down analyses, at each asset class level and manager level in the review quarterly.  

R3.2.1.4  Establish an annual ethics confirmation for all investment professionals / organizations 

responsible for managing OP&F assets that details ethics expectations and requests annual 

certification of compliance.   

R3.2.2.1  Amend broker policy and/or introduce external manager semiannual reporting to the board 

regarding trading and commission history with Ohio-based, and women- and minority-

owned brokers. 

R3.2.2.2  Enhance investment management agreement (IMA) template to explicitly require 

managers to report on ǘǊŀŘƛƴƎ ŀƴŘ ŎƻƳƳƛǎǎƛƻƴ ŀŎǘƛǾƛǘȅ ǘƻ htϧCΩǎ ǘƘƛǊŘ-party benchmark 

provider, and to deliver semiannual list of eligible brokers and selection criteria used at 

manager and list of soft-dollar trades with accompanying rational.  

R3.2.2.3  On an annual basis, place results of third-party Zeno trade cost analysis, with accompanying 

OP&F commentary, into appendix of external manager fee report to the Board. 
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R3.2.2.4  In Zeno trade cost analysis report, segregate trade cost analysis for every instance where 

the OP&F BƻŀǊŘ ŘƛǊŜŎǘŜŘ ǘƘŜ ŜȄǘŜǊƴŀƭ ƳŀƴŀƎŜǊΩǎ ǎŜƭŜŎǘƛƻƴ ƻŦ ōǊƻƪŜǊǎ ŀƴŘ ŎƻƳǇŀǊŜ ǊŜǎǳƭǘǎ 

against other trading in period to ensure that best execution practices were evidenced. 

R3.2.2.5  Seek to provide CEM with granular transaction cost data from Zeno for public asset classes 

for use in future trading cost benchmark analyses. 

R3.2.3.1  OP&F should consider including a brief overview of the measures of the actuarial health of 

the Plan in the Wilshire quarterly report by reporting updates common in the corporate 

world  including estimates of funding status, time to close the funding gap, and other 

relevant top-level measures of actuarial health. 

R3.2.3.2 Conduct a Plan and asset class level benchmark review in the investment structure reviews 

provided by Board consultants on an annual cycle.   

R3.2.4.1  Strengthen the language in the OP&F Investment Manager Monitoring and Evaluation 

Policy to include specific staff monitoring responsibilities for driving fee transparency and 

validating external manager fees. 

R3.2.4.2  Add language to side letter templates encouraging General Partners to adopt ILPA 

standards for reporting fees.  Continue engaging an external consultant to perform 

quarterly oversight and validation of alternative investments fees while reviewing and 

approving capital calls.  

R3.2.4.3  Enhance the annual manager fee report to the board by adding relative and absolute 

performance information to each row on the table, breaking out management fees from 

performance fees, and including carried interest costs, where applicable.    

R3.2.4.4  Provide public support to the recent SEC proposal to standardize and improve fee 

transparency for private equity and alternative investments.  Monitor progress and prepare 

infrastructure to adopt changes as they are codified into law. 

R3.2.6.1 Formalize and document the logic behind portfolio allocation and manager allocation 

decisions with clearly articulated logic and goals for each portion of the portfolio against 

structure benchmarks.   

3.3 Investment and fiduciary risk. 

R3.3.2.1 OP&F needs to carefully manage the investment talent acquisition and retention process 

and work/life balance culture in order to attract and maintain their small but highly 

effective investment staff. 

3.4 Custodian policy. 

R3.4.1.1  Seek custodial support in expanding oversight on both the quality and timeliness of external 

manager operational performance.   Develop and publish an annual scorecard of 

operational performance of external managers and the custodians across pertinent 

categories to the board.    

R3.4.1.2  Seek to aggregate banking communications and stage functional transition to the Front 
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Office Solutions platform.     Eliminate dependencies on spreadsheets for oversight. 

R3.4.1.3  aƻƴƛǘƻǊ ŀƴŘ ŜƴŎƻǳǊŀƎŜ IǳƴǘƛƴƎǘƻƴ bŀǘƛƻƴŀƭ .ŀƴƪΩǎ ŎƻƴǾŜǊǎƛƻƴ ǘƻ ǘƘŜ {²LC¢ ǇƭŀǘŦƻǊƳΦ   

Work with external managers to transition to SWIFT as functionality becomes available. 

R3.4.2.1 Conduct a TCO (total cost of ownership) comparative analysis between the OP&F in-sourced 

investment accounting and oversight operating model and one that bundles asset 

safekeeping and other (currently insourced) services at major custodial banks.    Include full 

breadth of operational, technological, and data services costs and considerations of both 

operational and investment risk.   Expand analysis to include other offerings such as 

compliance monitoring, reconciliation, and external manager oversight. 

R3.4.2.2  Include securities lending collateral pool in board quarterly compliance reviews of 

externally managed funds; NT engages Blackrock Aladdin to ensure that its collateral pool 

ǊŜƳŀƛƴǎ ǿƛǘƘƛƴ htϧCΩǎ ƛƴǾŜǎǘƳŜƴǘ ƎǳƛŘŜƭƛƴŜǎΣ ǎƻ ǘƘŜ ƻǳǘǇǳǘ ƻŦ ǘƘŀǘ Ŏŀƴ ƭƛƪely be added 

simply to the existing report.  

R3.4.2.3  Ensure that the Amaces consulting / benchmark analysis of FX provides OP&F with an 

ƻǇǇƻǊǘǳƴƛǘȅ ǘƻ ŎƻƳǇŀǊŜ b¢Ωǎ ǇŜǊŦƻǊƳŀƴŎŜ ƛƴ ŜȄŜŎǳǘƛƴƎ ŎǳǊǊŜƴŎȅ ǘǊŀŘŜǎ ŀƎŀƛƴǎǘ ŜȄǘŜǊƴŀƭ 

managers who perform it for themselves.    Share results with the counterparties and board 

and make changes to specific authorizations for external managers to continue to execute 

their own currency trades as required. 

R3.4.3.1 OP&F should conduct annual ongoing monitoring of the Northern Trust Collective 

Government STIF product and Fidelity Government Money Market Fund to review returns 

against benchmark and peers, to ensure that holdings within the products are in line with 

ǘƘŜ ƛƴǾŜǎǘƳŜƴǘ ǇƻƭƛŎȅ ǎǘŀǘŜƳŜƴǘΣ ŀƴŘ ǘƻ ǘǊŀŎƪ htϧCΩǎ ǇŜǊŎŜƴǘ ƻǿnership of the vehicle (as 

a preventor of adverse selection risk). 

R3.4.4.1 The Treasurer of State and OP&F should develop a Memorandum of Understanding that 

documents current policies and procedures with respect to selection and oversight of the 

custodial banks to ensure that the effective current policies and processes remain and are 

improved in the future, even as new Treasurers are in office.  

R3.4.5.1 The OP&F Board of Trustees should be given authority to select the OP&F custodial bank.  

This could be accomplished in one of two ways: 

a. The Treasurer of State could delegate authority to the OP&F Board; or, 

b. The legislature could consider authorizing the OP&F Board of Trustees to select its 

custodial bank and oversee the relationship. 

R3.4.5.2 The legislature should eliminate the requirement for the OP&F custodial bank to have a 

presence in Ohio to allow for a single global custodial bank to serve OP&F to reduce costs 

and complexity. 

 

4.  Legal Compliance 

R4.1.1  Adopt a policy that establishes standards for periodic receipt of written assurance from tax 
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counsel of compliance with IRC requirements.  

R4.2.1 OP&F should seek legislative authority to select external legal counsel for investment and 

fund management matters or engage with the Attorney General about a Memorandum of 

Understanding that formalizes a process which recognizes the fiduciary duties which OP&F 

has in selection of and contracting with counsel to serve as precedent in future Attorney 

General transitions.  See also Recommendation 1.3.2. 

R4.4.1 Legal staff should confer with outside transaction counsel to ensure that standard OP&F 

provisions are incorporated into transaction documentation to the extent possible and that 

any departures are explained.  

R4.4.2 Legal staff should consult with the Attorney General to ensure that satisfactory expertise 

and processes are in place to enable OP&F recoveries on foreign corporate fraud claims in 

litigation outside the US. 

R4.4.3 OP&F should consider establishing an independent compliance function and compile a 

compliance manual as the centralized repository for compliance policies, processes and 

assigned responsibilities. 

 

5.  Risk Management and Controls 

R5.1.1 Adopt a Basel-based definition of risk, i.e., risk is the potential for an unacceptable 

difference between actual and expected performance regardless of cause. 

R5.1.2 Require the development of an integrated enterprise performance risk framework for 

strategy, operations, reporting and compliance.  When such a revised risk management 

policy and process is begun, and through its completion and implementation, all parties 

should be trained in its purpose, functionality, and benefits. 

R5.1.3 Ensure performance risk management is built into the way OP&F runs its business. 

R5.1.4 Approve vital signs for vital functions and increase situational awareness throughout the 

organization about what is vitally important. 

R5.1.5 Require updates based on the volatility of the vital sign metrics. 

R5.1.6 Clearly establish and approve ǘƘŜ .ƻŀǊŘΩǎ risk appetite for all its strategic goals as it 

currently does with its asset allocation decisions. 

R5.1.7 The Board should review the vital functions and vital signs to determine its tolerances and 

the expectations for the escalation of exceptions.  The goal should be to clearly establish 

tolerances for performance objectives, i.e., how much variability (positive and negative) the 

Board is willing to accept re: actual vs. expected performance. 

R5.1.8 /ŜŀǎŜ ǘƻ ǊŜǉǳƛǊŜ ǎǳōƧŜŎǘƛǾŜ άƎǳŜǎǘƛƳŀǘŜǎέ ƻŦ ƛƳǇŀŎǘΣ probability, and velocity. 

R5.1.9  Conduct an annual internal control environment survey i.e., surveys of staff attitudes 

toward internal controls.  



2022 Fiduciary Performance Audit of the Ohio Police & Fire Pension Fund 

xxvi 

 

R5.1.10 Continue to conduct at least annual risk awareness training for all staff and the Board. 

R5.1.11    Develop business intelligence tools to provide near-real-time dashboards to monitor key 

performance indicators. 

R5.1.12 The Executive Director should designate a 'head' of the enterprise performance risk 

management process. 

R5.2.1 Adopt exception-based performance risk reporting more broadly across all business units 

and vital functions and require timely escalation of exceptions. 

R5.2.2 Use exception-based dashboards to provide a comprehensive overview of performance and 

trends for key metrics and reduce the volume of information presented to the board while 

improving its utility and insights. 

R5.2.3 Require visible, timely feedback on performance and risk at all levels of the organization 

which, in turn, will contribute to faster organizational learning. 

R5.2.4 LƴŎǊŜŀǎŜ ǘǊŀƴǎǇŀǊŜƴŎȅ ŀƴŘ ŀŎŎŜǎǎƛōƛƭƛǘȅ ōȅ ǊŜǉǳƛǊƛƴƎ άŘǊƛƭƭ Řƻǿƴέ όƛΦŜΦΣ ƭƛƴƪǎ ǘƻ ǎǳǇǇƻǊǘƛƴƎ 

underlying documents) capabilities from high-level executive summaries and exception-

based dashboards to supporting detail and prior reports, as appropriate. 

R5.2.5 Require quarterly reports on vital signs for vital functions and thereby create a more 

dynamic and consistent reporting process.  Management should identify opportunities for 

automation of reporting. 

R5.2.6 Require that reports be consistently linked to the strategic plan and strategic objectives. 

R5.2.7 Require that exception reports (positive and negative) provide a variance analysis that 

describes why performance is outside the ŜȄǇŜŎǘŜŘ άƴƻǊƳŀƭ ǊŀƴƎŜέ ŀƴŘ ƳŀƴŀƎŜƳŜƴǘΩǎ 

response.  

R5.2.8 Require a Root Cause Analysis of all significant exceptions and identify and escalate 

significant direction and policy implications. 

R5.2.9 Periodically review all regular reports with staff and the Board and identify opportunities 

to improve or streamline reporting and eliminate unnecessary reports. 

R5.2.10 Require that all performance reports to the Board be periodically independently reviewed 

by the internal audit function to determine their reliability especially regarding reports that 

ƛƴŘƛŎŀǘŜ άƴƻǊƳŀƭέ ƻǊ ŜȄǇŜŎǘŜŘ ǇŜǊŦƻǊƳŀƴŎŜΦ 

R5.2.11 wŜǉǳƛǊŜ ǘƘŀǘ ōƻŀǊŘ ƳŜƳōŜǊǎΩ ŎƻƴǘƛƴǳƛƴƎ ŜŘǳŎŀǘƛƻƴ ǘƻǇƛŎǎ ǎƘƻǳƭŘ ƛƴŎƭǳŘŜ ǇŜƴǎƛƻƴ ǎȅǎǘŜƳ 

financial requirements, risk management, and the importance of consistent and reliable 

controls within the system.  This education should underscore that all Board members have 

identical fiduciary responsibilities in understanding and acting on operational, financial and 

investment information. 

R5.2.12 5ŜǾŜƭƻǇ ŀ ƭƛǎǘ ƻŦ άǎǘŀƴŘƛƴƎέ questions that should be regularly asked of all vital functions 

and advisors by each respective committee, e.g., ten questions that should always be asked 

of the external auditor. 
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R5.3.1  Key performance indicators (KPIs) should be developed for all vital functions.  

R5.3.2 OP&F should move the Investment Accounting function from the Investment Office to 

Finance to improve segregation of duties. 

R5.3.3  The Procurement Policy may be strengthened by eliminating the provision that allows for 

verbal bids. 

R5.3.4 The Procurement Policy may be further strengthened by lowering the threshold for legal 

review for contracts less than $50,000.  

R5.3.5  The Procurement process may be further strengthened by requiring prior approval of 

vendors in a strictly controlled Vendor Master File, a functional contract database and 

related document managing system, and an accounts payable workflow control system. 

R5.5.1  The Administration/Audit Committee (A/AC) should develop a monitoring and compliance 

calendar. 

R5.5.2  The A/AC should consider retaining its own professional advisor to the A/AC and the CAE in 

order to: 

¶ Provide continuity to the ongoing work of the committee 

¶ Minimize disruption caused by member turnover 

¶ Provide ongoing and relevant education for the A/AC 

¶ Provide coaching and guidance to the CAE 

¶ Monitor the A/AC's adherence to its Charter 

¶ aƻƴƛǘƻǊ ǘƘŜ L! ŦǳƴŎǘƛƻƴΩǎ ŀŘƘŜǊŜƴŎŜ ǘƻ ƛǘǎ /ƘŀǊǘŜǊ 

¶ Provide ongoing professional input and advice to the IA function, the 

Administration/Audit Committee and Board 

R5.5.3  The Administration/Audit Committee should consider hiring additional internal audit staff, 

or supplement internal staff with external resources, which are necessary to execute an 

aggressive internal audit plan with adequate effort assigned to the administrative support 

of the department and the verification of the reliability of reports received and issued by 

the Board.  

6.  IT Operations 

R6.1.1 The Board of Trustees should be more involved in oversight of IT-related matters, if 

necessary in executive session, including known risks such as cyberattacks (especially 

ransomware) and the breaches of the privacy of member records. 

R6.1.2 OP&F needs to develop a multi-year plan for the IT function that identifies all key 

workstreams to be supported and which internal and external resources will be responsible 

for them, ensuring that overall planned resourcing is adequate. 

R6.2.1 OP&F should develop standard business case development practices, including 

cost/benefit, return on investment or internal rate of return analyses for large, mission 

critical project initiatives.  The results of the business case analyses, and a project risk 
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assessment should be presented to the Board for explicit approval prior to commencing a 

major initiative. 

R6.2.2 The Board should be updated on the status of major projects in four dimensions: schedule; 

budget; benefits; and ǘƘŜ ǇǊƻƧŜŎǘΩǎ Ǌƛǎƪ ǇǊƻŦƛƭŜΦ   !ƴȅ ǊŜǉǳŜǎǘǎ ŦƻǊ ŀdditional project funding, 

over and above the level which has previously been approved, should be formalized. 

R6.2.3 OP&F should expand project sponsorship of the Ariel LifeWorks project to include the heads 

of Finance and Member Services as the primary beneficiary of the project.   

R6.2.4 The LifeWorks Ariel implementation team should recruit a pilot set of testers and early 

adopters from among the population of the OP&F employer, member, and retiree advisory 

groups.    They should be kept current on project status and timeframes for their scheduled 

participation in the user acceptance testing, training, and workflow development tasks. 

R6.2.5 IT should ensure that it is fully capable of maintaining the Ariel system once it goes live or 

engage external support to do so.  

R6.2.6 The PMO should continue to ŜƴǎǳǊŜ ǘƘŀǘ htϧCΩǎ ǇǊƻƧŜŎǘ ƳŀƴŀƎŜƳŜƴǘ ǎǘŀƴŘŀǊŘǎ ŀǊŜ 

adhered to by the consulting firm conducting the pension administration system migration. 

R6.3.1 The Database Administrator (DBA) should be familiar with the database and DBMS 

requirements of the Ariel system. 

R6.4.1 OP&F should document the process that will be followed to transition the new Ariel system 

from development to maintenance status.   

R6.7.1 Access privileges should be reviewed and approved on a more frequent and regular basis; 

once a year seems appropriate.   

R6.7.2 OP&F should amend its policy allowing Trustees to manage access rights.   

R6.7.3 The system development life cycle should be enhanced to address the inclusion of security, 

privacy and recoverability of systems and data.   

R6.7.4 OP&F should retain a third-party managed security service provider (MSSP) to perform day-

to-Řŀȅ ƛƴŦƻǊƳŀǘƛƻƴ ǎŜŎǳǊƛǘȅ ǘŀǎƪǎΣ ŜǎǇŜŎƛŀƭƭȅ ŀŎǘƛǾŜ ƳƻƴƛǘƻǊƛƴƎ htϧCΩǎ ƛƴŦƻǊƳŀǘƛƻƴ ǎȅǎǘŜƳǎ 

and networks for attempted or actual misuse. 

R6.8.1 OP&F should develop its own procedures for cloud-based data and software recovery 

should there be a disruption caused by an event other than a disaster. 

R6.8.2 OP&F should update its Business Continuity Plan to incorporate management and staff 

performing their normal business functions at their homes, accessing information systems 

remotely and for mass notification through the OpenText system.   

R6.9.1 htϧCΩǎ ƛƴŎƛŘŜƴt response plan should be expanded to apply to all attempted or actual 

misuse of information systems. 

R6.10.1 The Board of Trustees should ensure its understanding, if necessary in executive session, of 

the risks to the System involved in information technology, in particular, cyberattacks 

including ransomware. 
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1. Board Governance and Administration 

The Contractor will perform a review of the governance structure of OP&F in terms of the make-

up of its board and level of monitoring and oversight provided in its policies, procedures, and 

practices.  The Contractor shall evaluate the adequacy of the policies concerning delineation of 

roles and responsibilities of the board, staff, investment managers, and others with 

administrative or oversight responsibilities.  

Specifically, this will include an analysis of: 

1.1  Board trustee education, training, and their associated costs; 

1.2   Whether OP&F sufficiently delineates, communicates, and documents the lines of 

reporting and responsibility over staff responsibilities in general and in the 

investment program specifically and whether the role of the board and staff are 

clearly defined for both; 

1.3   The statutes and administrative rules under which OP&F operates to determine if the 

board and staff comply with applicable statutes and rules as well as whether the 

statutes and administrative rules are sufficient to allow the board and staff to meet 

their responsibilities; 

1.4  Comparison of the governance provisions and practices to industry standards and 

best practices in comparable systems. 

1.5  OP&F budget process and its adherence to board approved budget; 

1.6   Written policies and procedures currently in place to monitor and guard against 

professional conflicts of interest; 

1.7   Succession planning for key positions; 

1.8  Administrative costs, including determining their appropriateness compared to 

comparable public systems; and 

1.9  Communication policies and procedures of OP&F between the board, its members, 

and its retirees. 

 

Board Governance and Administration Review Activities 

For the review, we utilized the following sources of information to complete our assessment and 

comparison to leading, prevailing and lagging practices at peer state retirement systems in the U.S.: 

¶ Ohio statutes and administrative rules governing OP&F, including Attorney General opinions; 

Chapter 102 of the Ohio Revised Code; and other statutes that address conflicts of interest, 

including Chapter 2921 and 742 of the Ohio Revised Code and related Administrative Code 

sections within scope of the review were examined in conjunction with Board policies and 

practices.  

¶ OP&FΩǎ Ǝovernance policies, including charters, delegations, position descriptions, ethics and 

standards of behavior policies and communications policy including the Investment and Business 

Opportunity Referrals policy. 
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¶ Compliance with these statutory requirements was evaluated.  We also compared OP&F Board 

education activities with similar peer programs. 

¶ OP&FΩǎ .ƻŀǊŘ ŜŘǳŎŀǘƛƻƴ ŀƴŘ ǘǊŀƛƴƛƴƎ ǇǊƻƎǊŀƳ ŀƴŘ ƳŀǘŜǊƛŀƭǎΤ 

¶ OP&FΩǎ ŎƻƳƳǳƴƛŎŀǘƛƻƴǎ ǇƻƭƛŎƛŜǎ ŀƴŘ ǇƭŀƴǎΤ  

¶ Interviews with Board members and OP&F executive staff; 

¶ FAS governance leading policies and practices knowledgebase; 

¶ Most recent three OP&F annual operating budgets and financial and operating reports; 

¶ OP&FΩǎ ǎǘŀŦŦ ŘŜǾŜƭƻǇƳŜƴǘ ŀƴŘ ǎǳŎŎŜǎǎƛƻƴ ǇƭŀƴƴƛƴƎ ŘƻŎǳƳŜƴǘŀǘƛƻƴΤ ŀƴŘΣ 

¶ Most recent CEM pension administration benchmarking report for OP&F. 

¶ We also reviewed the OP&F website, stakeholder communications policy and both the 

communications plan and crisis communications plan, as well as a sample of stakeholder 

communications.   

 

Overview of Governance and Administration 

Although currently functioning well, there should be a formal Board policy that clearly articulates the 

decisions reserved for the Board and those that are delegated to the Executive Director. 

OP&F has not established a formal protocol that governs the powers reserved for the Board and 

authorities delegated to the Executive Director and staff.  OP&F has developed position descriptions that 

clearly identify staff member lines of reporting, and tƘŜ .ƻŀǊŘΩǎ DƻǾŜǊƴŀƴŎŜ aŀƴǳŀƭ ŜǎǘŀōƭƛǎƘŜǎ 

expectations that the trustees observe the separate governance roles that the Board and staff play 

The OP&F Board has increased investment decision delegation to the Executive Director and CIO and 

should continue to increase delegation over time. 

Although not yet prevailing practice for funds of the scale of OP&F, Board delegation of investment 

approval authority to the Chief Investment Officer / investment staff under specified guidelines is 

considered leading practice and would be appropriate.  These delegations, within established policy 

parameters, would reduce the volume of meeting materials and free up Board and committee agenda 

time to focus on strategic and other high-level issues.  The Board may want to consider timing and pacing 

of any increased delegations within the context of succession plan implementation on the investment 

program. 

The OP&F Board onboarding and continuing program is effective but could be improved. 

While OP&F trustee onboarding and continuing education appears to be quite effective in supplementing 

the joint training program developed with the other Ohio public pension funds, there are opportunities 

to improve the training process.  OP&F could incorporate a skills evaluation component into the annual 

Board evaluation process to inform development of a training agenda.  The process could cover both the 

aggregate skill levels of the Board as a whole, as well as areas where individual trustees would benefit 

from training.  The Board could also explore opportunities to schedule training to correspond with 

upcoming Board meeting agenda items.  OP&F could also consider additional collaboration with its Ohio 

peer funds on trustee training and incorporate virtual programs into the OP&F trustee training process. 

The Board should repeal its current policy that precludes non-elected trustees from being elected as 
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Board chair, so that selection of Board leadership can be made based solely on merit. 

OP&F has a policy that only elected trustees are eligible to be elected as Board chair.  While also in place 

at other Ohio funds, it is an unusual practice that creates potential for the Board to be forced into making 

suboptimal leadership choices.  If specific participant leadership representation is an important 

consideration, it could be applied through broader balance across the Board chair, chair-elect and 

committee chair positions.   

The Board should consider policies that would provide for re-election of chairs and vice chairs for 

improved continuity, as well as a more deliberate process for committee appointments. 

The OP&F Board has one-year terms for officers, which is a prevailing practice.  Board policy presumes 

single terms, but permits re-election upon Board action.  However, at many peer funds, it is common 

practice to re-elect officers for two or more terms in order to have better continuity.  While many 

committee appointments are carried over from year to year, there is also a need to balance committee 

experience continuity with changing committee appointments as a means of trustee development and 

leadership succession planning.  The Board Chair should confer with trustees annually and make good 

faith attempts to strike this balance when developing committee assignments. 

OP&F should continue to pursue legislation that provides for fully staggered Board member terms.  

Unlike most peers, the expiration of OP&F board member terms is not fully staggered so that a large 

percentage of trustees turn over at the same time, which recently occurred.  Most peers avoid this 

problem by statutorily staggering the terms of Board members.  We understand that OP&F is pursuing 

legislation that would adopt this approach. 

OP&F should seek legislative authority to select external legal counsel for investment and fund 

management matters. 

Although public pension system representation by the state attorney general is not uncommon, most 

funds have an agreed policy in place that recognizes the fiduciary obligations present in counsel 

contracting decisions (e.g., provided by approval of a qualified outside counsel pool approved by the 

attorney general, with competitive selections between experienced pool firms conducted by the 

fiduciary).  An alternative to legislative relief would be to engage with the Attorney General about a 

Memorandum of Understanding that formalizes a process which recognizes the fiduciary duties which 

OP&F has in selection of and contracting with counsel to provide precedent for future Attorney General 

transitions. 

OP&F should improve transparency of decision making for stakeholders by livestreaming meetings and 

making board materials publicly available. 

We understand the General Assembly granted the State Teachers Retirement System the statutory 

authority to conduct board meeting remotely, under limited circumstances (H.B. 110 of the 134th General 

Assembly).  While the General Assembly has not granted such remote authority to OP&F, OP&F may elect 

to broadcast board meetings to the public without any statutory action by the General Assembly.  The 

other four statewide retirement systems in Ohio currently broadcast their meetings to the public.  Most 

peer systems also maintain an archive of past meeting agendas and minutes on their web site; OP&F 

provides them in advance to a mailing list of interested parties but does not make them generally available 
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to the public on the OP&F website.  Prior meeting agendas and minutes are available on the website, but 

not public session materials. 

OP&F should develop a multi-year strategic policy agenda that includes the timing of all key Board 

decisions expected over the next several years. 

OP&F maintains an annual Board strategic policy calendar, which is prevailing practice.  Leading practice 

is to have a multi-year calendar that considers four- or five-year cycles of actuarial valuations and asset-

liability studies, for example, and is used to ensure that committees are planning for the appropriate due 

diligence activities and that continuing education is coordinated to prepare trustees for upcoming key 

discussions and decisions.  

The OP&F trustees spend more time in committee meetings than peers, but appear to utilize the 

committees effectively, resulting in shorter full Board meetings.  

OP&F has more standing committees, with eight in total, than most peers, which typically have four to 

six.  With the exception of the Investment Committee and Health Care Committees, which are committees 

of the whole, all committees have three members each, an appropriate size that makes effective use of 

trustee and Board time. 

The OP&F Board should consider rebalancing its committee structure to better manage workload and 

improve oversight. 

The Administration/Audit Committee has a very broad charter that includes Board Governance and Board 

Administration.  The Compensation Committee could be renamed the Board Governance and 

Compensation Committee and take on Board Governance responsibilities, and the Administration and 

Audit Committee could become the Audit Committee.  Responsibility for information technology could be 

reassigned to the Benefits Committee, as they have only met a few hours annually and the new pension 

administration project should have greater Board oversight, as mentioned in section 6. 

The Board should revise its policies regarding selection of committee officers. 

According to the committee charters, the Board chair is also automatically designated chair of the Health 

Care and Investment Committees.  Recent practice has been for the Board Vice Chair to be the chair of 

the Administration/Audit Committee.  The Board Chair is currently chair of three committees (Investment, 

Personnel, and Governmental Affairs & Policy) and the Vice Chair is chair of two committee 

(Administrative/Audit and Disability).  Prevailing practice at other public retirement systems is for the 

Board Chair to not chair committees, with the exception of the Board Governance Committee.  Appointed 

trustees should be considered as potential committee chairs, especially when they have the most relevant 

experience in the area of responsibility of the committee. 

The chair should annually make committee membership appointments, subject to approval of the full 

Board.   

Committees currently ƘŀǾŜ άǎƭƻǘǎέ ŦƻǊ ŎŜǊǘŀƛƴ ƳŜƳōŜǊǎΣ ƻǊ ƎǊƻǳǇǎ όŜΦƎΦΣ ǇƻƭƛŎŜ ǾǎΦ ŦƛǊŜΣ ŀŎǘƛǾŜ ǾǎΦ ǊŜǘƛǊŜŘΣ 

elected vs. appointed), and with the recent turnover of elected members, the committee assignments 

passed from their predecessors who had their board position. 

The Board chair should meet with each trustee, particularly new trustees, and discuss their interests in 

serving on various committees.  Each newly constituted committee, in turn, should elect its chair for the 
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upcoming year.  While many appointments carry over from year to year for continuity, there is also a 

balance in changing committee appointments as a means of trustee development and leadership 

succession planning. 

With assistance from staff, each committee should develop a list of standard questions to ask on each 

key topic. 

It is a leading practice for each committee to have a standard checklist of questions to ask.  The American 

Institute of Certified Public Accountants (AICPA) has an Audit Committee Toolkit and Checklist, for 

example, to help Audit Committees know what questions to ask.  This could assist the OP&F committees 

in being more effective and informed in their due diligence. 

The annual budget development process at OP&F is considered effective from both a controls and 

execution perspective; the administrative operating budget could be expanded to three years, similar 

to the capital outlay budget.    

The policies that govern and guide the OP&F budgeting process are laid out in detail in accordance with 

the Ohio Revised Code.  Each year, OP&F develops three distinct budget deliverables ς (1) a total plan 

asset budget; (2) an administrative operating budget; and (3) a capital outlay budget.  OP&F publishes an 

annual Economic Impact Analysis which highlights the change in projected variable values (i.e., 

membership and retiree levels) that directly impact key operating budget levels, and underscore priorities 

for capital spend initiatives.  At present, only the OP&F capital budget contains a forward-looking, three-

year forecast, and quantitative operational targets have yet to be developed in support of the strategies 

in the strategic plan.  

¢ƘŜ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ ǇƻƭƛŎƛŜǎΣ ǇǊƻŎŜǎǎŜǎ ŀƴŘ ƻǾŜǊǎƛƎƘǘ ǇǊŀŎǘƛŎŜǎ ƘŀǾŜ ŜƴŀōƭŜŘ htϧC ǘƻ ƻperate within 

budget for nine years out of the last ten; one key opportunity for improvement is in the justification and 

reporting of capital initiatives. 

OP&F conducts a quarterly budget meeting with the Finance Committee of the Board.  Any transfer 

request that is greater than $50,000 requires board approval.   Every operating line item is reviewed by 

the staff prior to the board quarterly review.  However, the Board  should increase its focus on the risks 

and projected cost of the mission-critical, $24.6m pension administration system project.  The project 

represents nearly 90% of the projected capital budget forecast from 2022-2024.  

OP&F has appropriate ethics policies and standards of conduct in place that implement Ohio statutory 

requirements.  However, there are several opportunities to improve compliance aspects of those 

policies.   

The Board should require periodic reports to the appropriate Board committees on fraud hotline use and 

whistleblower complaints.  The Board should also consider adopting: a policy that contains enforcement 

remedies and a process to guide action by the Board in the event of trustee misconduct;  a policy 

establishing standard practices to ensure that trustee referrals of investment managers or other vendors 

are tracked and handled without special treatment; a  policy requiring disclosure and reporting of 

placement agent fees and implementing SEC regulations on pay-to-play payments relating to public 

pension funds; and a requirement that trustees, senior and investment staff members, investment 

managers, advisors, broker-dealers, consultants, outside counsel and other professional service providers 

provide an annual certification of compliance with OP&F ethical standards. 
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The OP&F Board has had an effective succession planning process for the Executive Director; it worked 

well with the recent leadership transition. 

The OP&F Board and staff work very harmoniously and have addressed succession planning formally in 

adopted Board policies, specifically in the adoption of the Leadership Replacement Plan, Key Position 

Replacement Plan, and the OP&F Succession Plan.   Emergency succession needs in the event of 

immediate vacancies of the ED or other key leader positions is addressed.  These plans are reviewed and 

adopted by the Board, and Trustees have an understanding of their responsibilities to maintain current 

planning for the future.  Plans respect segregation of duties and internal control. 

The OP&F Board has adopted a clearly developed and thoughtful strategic plan; OP&F could engage 

more effectively with key stakeholder groups during development of future plans. 

The Strategic Plan is well outlined and easy to read with 5 Strategic Goals.  These strategic goals are 

supported by strategies and success indicators that make the succession plan a useful tool for goal setting 

and accountability of the ED to the Board and for those accountable to the ED for implementation within 

departments.  It does not appear that input from key stakeholder groups was solicited in the development 

of this current plan. 

OP&F appears to be comparably staffed to other state public safety pension funds after accounting for 

scale. 

There are few statewide public safety public retirement systems in the U.S., so direct staffing and cost 

comparisons are difficult.  OP&F should participate in administrative benchmarking with a third-party firm 

such as CEM Benchmarking to develop a more granular understanding of how its costs and staffing 

compare to an appropriate peer group. 

OP&F communications and outreach have improved greatly over the past year, and both Trustees and 

stakeholder groups expressed satisfaction; however, OP&F should develop a more comprehensive 

stakeholder communications plan. 

The Communications Department works with appropriate staff on internal and external communications 

needs, such as talking points on major issues or on legislation information that can be used throughout 

the organization and by the Trustees.  The current communications plan is directed to members, 

legislators and employers.  The Communications Director and ED work with legislative counsel as well as 

a general communications consultant.  The legislative counsel assists in accessing legislators and 

monitoring legislative issues, and the communications counsel has been very helpful in developing and 

using a social media presence. 

Some stakeholder groups would like more proactive communication, more outreach, and a clear customer 

focus in scheduled interactions.  Most stakeholder groups have had no regularly scheduled interaction at 

annual or quarterly member meetings and would look forward to that ED and senior leadership presence 

to discuss key issues and status of their retirement system. 
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Powers Reserved 

¢ƘǊƻǳƎƘƻǳǘ ǘƘƛǎ ǎŜŎǘƛƻƴΣ ŀǎ ǿŜƭƭ ŀǎ ŜƭǎŜǿƘŜǊŜ ƛƴ ǘƘƛǎ ǊŜǇƻǊǘΣ ǿŜ ǿƛƭƭ ǊŜŦŜǊ ǘƻ άtƻǿŜǊǎ wŜǎŜǊǾŜŘέ ŦƻǊ ǘƘŜ 

Board.  As context, the Powers Reserved are described here. 

In the Ohio code, there are five powers reserved for the OP&F Board to fulfill its duties: 

¶ Conduct the Business of the Board and its committees 

¶ Approve key decision above a threshold 

¶ Set direction and policy and then prudently delegate 

¶ Oversee the execution of direction within policy 

¶ Verify then trust and obtain independent audit and advice as needed. 

 

 

A power reserved is a decision or an authority that can only be exercised by a specific decision-maker.  This 

could include the State of Ohio, the OP&F Board, and/or management.   

Examples of each power reserved include: 

¶ Conduct the business of the board and its committees: agenda setting; forming committees; 

developing/updating charters; selection, goal setting, and evaluation of the chief executive officer 

and chief auditor; selection and evaluation of independent advisors; trustee onboarding / 

continuing education; board self-evaluation / development.  

¶ Approve key decisions above a threshold: strategic plan; capital budgets; operating budgets; 

financial statements; actuarial assumptions; major projects; major contracts. 

¶ Set direction and policy and then prudently delegate: investment beliefs; strategic asset allocation; 

key policies; risk tolerance; delegations to the executive director; delegations to third parties; 

escalation criteria for reporting to the board. 

¶ Oversee the execution of direction within policy: receive and review reports from staff and 

advisors; conduct periodic functional and program reviews; ensure performance is within 

acceptable ranges. 

¶ Verify then trust and obtain independent audit and advice as needed: obtain periodic assurances 

from the executive director and staff; obtain reassurance from internal audit; obtain independent 

reassurance from third-party advisors; charter independent investigations, as necessary. 
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1.1 Trustee Education 

Board trustee education, training, and their associated costs. 

Expectations 

An effective public retirement system board education program should be designed to address the variety 

of needs found in a group of trustees with diverse backgrounds and experiences.  Consistent education 

and exposure to pension industry practices is an essential part of equipping trustees to fulfill their fiduciary 

duties, which reference peer practices and require staying current with evolving changes.  A leading 

practice program typically includes both new trustee onboarding and trustee continuing education. 

 

Trustee On-boarding 

At most retirement systems, onboarding is typically a one-time event (2-с ƘƻǳǊǎύ ƻŦ άƳŜŜǘ ŀƴŘ ƎǊŜŜǘέ ŀƴŘ 

a review of a thick policy manual without much context.  However, legal duties of trustees apply from day 

one.  New trustees have immediate, individual learning needs that may require more than traditional 

onboarding, even if it is supplemented with external conferences.  Most trustees describe the process of 

ƭŜŀǊƴƛƴƎ ōŀǎƛŎǎ ƻŦ ǘƘŜƛǊ ǊƻƭŜ ŀǎ ƻǾŜǊǿƘŜƭƳƛƴƎ ŀƴŘ ƭƛƪŜ άŘǊƛƴƪƛƴƎ ŦǊƻƳ ŀ ŦƛǊŜ ƘƻǎŜΦέ 

The initial onboarding ŜȄǇŜǊƛŜƴŎŜ ǎƘƻǳƭŘ ōŜ ŎƻƴǎƛŘŜǊŜŘ ŀǎ ƻƴƭȅ ǇŀǊǘ ƻŦ ǘƘŜ ŦƛǊǎǘ ȅŜŀǊ ƻŦ ŀ ǘǊǳǎǘŜŜΩǎ 

continuing education program.  That positions training within a paced, targeted, and customized process 

ƛƴǘŜƴŘŜŘ ǘƻ ōǊƛƴƎ ǘƘŜ ƴŜǿ ǘǊǳǎǘŜŜ άǳǇ ǘƻ ǎǇŜŜŘέ ŀǎ ǉǳƛŎƪƭȅ ŀǎ ǇƻǎǎƛōƭŜ ŀƴŘ ŀŘŘǊŜǎǎ ŜŀŎƘ ǘǊǳǎǘŜŜΩǎ ǳƴƛǉǳŜ 

needs in a more understandable way.  The materials should orient the new trustee to the retirement 

system as a public entity (e.g., governing legislation and sunshine laws (open meetings and public records); 

fiduciary duties; ǇƻǿŜǊǎ ǊŜǎŜǊǾŜŘ ŦƻǊ ǘƘŜ .ƻŀǊŘ ŀƴŘ ǇƻǿŜǊǎ ŘŜƭŜƎŀǘŜŘΤ ǘƘŜ ŜƳǇƭƻȅŜǊǎΩ ǊƻƭŜǎΤ ǘƘŜ ǇŜƴǎƛƻƴ 

plan design and rules; the retirement system organization and staff; Board and committee structure and 

operations; ethics and standards of conduct; Board policies; key external service providers).   

The onboarding process should also utilize materials from the core continuing education program, as 

ŀǇǇǊƻǇǊƛŀǘŜΣ ǘƻ ŀŘŘǊŜǎǎ ŀƴ ƛƴŘƛǾƛŘǳŀƭ ƴŜǿ ǘǊǳǎǘŜŜΩǎ ǊŜǉǳƛǊŜƳŜƴǘǎ ƻǊ ƴŜŜŘǎΦ  9ŀŎƘ ǘǊǳǎǘŜŜ ǿƛƭƭ ōǊƛƴƎ ǘƘŜƛǊ 

own skill sets and not all trustees will always need the same training. 

In recognition of the wide range of learning needs that most new trustees will have, the Board might want 

to consider a more significant number of required hours for training in the initial year, or alternatively the 

ŦƛǊǎǘ ǘǿƻ ȅŜŀǊǎΦ  ! ƭƻƴƎŜǊ ƻƴōƻŀǊŘƛƴƎ ǇǊƻŎŜǎǎ ŎƻǳƭŘ ƳƻǊŜ Ŝŀǎƛƭȅ ōŜ ǘŀƛƭƻǊŜŘ ǘƻ ŜŀŎƘ ǘǊǳǎǘŜŜΩǎ ƛƴŘƛǾƛŘǳŀƭ 

needs. 

 

Continuing Education 

The core component of trustee continuing education, which is a standard offering for the full Board, 

should address the fundamental responsibilities of each trustee, including key Board decisions and 

oversight.  For example, a typical core curriculum would include basic understanding of fiduciary duties; 

pension fundamentals; investment governance and oversight; benefits governance; administrative 

oversight; independent reassurance; and board governance. 
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While the core continuing education program should be part of the initial trustee onboarding within the 

first year, it should also be folded into periodic άǊŜŦǊŜǎƘŜǊέ ǘǊŀƛƴƛƴƎ ŜǾŜǊȅ ǎŜǾŜǊŀƭ ȅŜŀǊǎ ƛƴ Ŧǳƭƭ .ƻŀǊŘ 

training sessions.   The core training materials should also be readily accessible to all trustees as reference 

materials, ideally through an online digital Board portal.  

Core continuing education also typically includes on-site training by key service providers, such as the 

actuary and investment consultants, as well as expert internal staff.  For example, sessions which review 

ǘƘŜ ǊƻƭŜ ŀƴŘ ŎƘŀǊŀŎǘŜǊƛǎǘƛŎǎ ƻŦ ŜŀŎƘ ŀǎǎŜǘ Ŏƭŀǎǎ ƛƴ ǘƘŜ ŦǳƴŘΩǎ ǇƻǊǘŦƻƭƛƻΣ or a potential new asset class, could 

be scheduled prior to deliberations on updating the asset allocation.  The timing of specific education 

ŎƻǳƭŘ ōŜ ǎŎƘŜŘǳƭŜŘ ƻƴ ǘƘŜ .ƻŀǊŘΩǎ ŀƴƴǳŀƭ ŎŀƭŜƴŘŀǊ ǘƻ ŎƻƛƴŎƛŘŜ ǿƛǘƘ ƛƳǇƻǊǘŀƴǘ .ƻŀǊŘ ŘŜƭƛōŜǊŀǘƛƻƴ ǘƻǇƛŎǎ 

throughout the year. 

!ŘǾŀƴŎŜŘ ŜŘǳŎŀǘƛƻƴ ƳƛƎƘǘ ōŜ ǇǊƻǾƛŘŜŘ ŀǎ ŀ άƳŜƴǳέ ƻŦ ǇƻǎǎƛōƭŜ ǘǊŀƛƴƛƴƎ ǎŜǎǎƛƻƴǎ ŦǊƻƳ ǿƘƛŎƘ ŀ ǘǊǳǎǘŜŜ 

could choose to meet relevant individual interests or address skill gap (for example, perhaps proxy voting, 

corporate governance or ESG investment practices).  Some training might be most efficiently provided 

through external programs such as conferences, webinars, online learning, or other venues and media. 

Elective training will often include an extensive selection of investment-related offerings to help trustees 

cope with the changing and increasing complexities of modern institutional portfolios.  Trustee education 

ǎƘƻǳƭŘ ƻŦŦŜǊ ƻǇǇƻǊǘǳƴƛǘƛŜǎ ǘƻ ŜƴƘŀƴŎŜ ǳƴŘŜǊǎǘŀƴŘƛƴƎ ƻŦ ŀƭƭ ŀǎǇŜŎǘǎ ƻŦ ǘƘŜ ǊŜǘƛǊŜƳŜƴǘ ǎȅǎǘŜƳΩǎ 

governance, policies, and programs.  The Board (or one of its committees) should work with staff to 

develop an education program that fits the needs of trustees and the system.  

An effective trustee education program develops individual trustee education plans and tracks trustee 

participation and completion rates.  Compliance with training plans should be reported back to the Board.  

Education programs should also provide a mechanism for trustees to give feedback to the system based 

on their perceptions of the effectiveness of attended programs.  This would help to inform other trustees 

and could include recommendations on which programs are worth attending.  Trustee evaluations and 

reporting on education to the full Board is an important part of an effective education program. 

 

Educational Options / Methods  

A leading practice trustee education program can include a number of planning elements and other 

features, including: 

1. Individualized learning plans and calendars for each trustee. 

2. Mentoring with each new trustee assigned to an experienced trustee as a mentor.  An executive 

staff member could also be assigned. 

3. Curriculum identified and organized by subject area, using a variety of programs to ensure 

exposure to the full range of peer and evolving practices: 

a. Internally delivered education sessions incorporated into meeting agendas 

b. Annual retreats or special meetings that feature education 

c. External, in-person conferences 

d. Staff, service provider and third-party presenters 

e. External virtual conferences 

f. Online training  
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Trustee Education Standards of Comparison and Findings 

Trustee Education Standards of Comparison Findings 

There is a formal education policy and program which specifies minimum 
requirements. 

Yes 

There is an onboarding process for new trustees that is effective in building 
core trustee competencies over the first one-to-two years. 

Partial 

There is a reasonable Board continuing education budget. Yes 

Training is individualized and there is an individual training plan for each 
trustee. 

No 

Trustees meet their orientation and continuing education requirements. Yes 

Trustee education covers most key topics: Fiduciary responsibilities; 
Investments; Ethics; Pensions; Health Care; Actuarial principles. 

Yes 

Training is linked with Board self-assessment results. No 

 

 

 

Conclusions 

The joint educational program established by the five Ohio public pension funds appears to provide an 

efficient and valuable training events designed to implement the statutory orientation and continuing 

education requirements, although it is only offered every three years.    

The joint training events are regularly supplemented by OP&F training that is included in Board 

meetings.  Topics covered during Board meeting education sessions are designed to address issues that 

will be coming to the Board for discussion.  Over the past two years, COVID has precluded use of retreats, 

which are typically used for more in-depth discussions.  

Prior to COVID, some OP&F trustees participated in conferences offered by the National Conference on 

Public Employee Retirement Systems (NCPERS) and other providers.  This practice has recently 

resumed.  Trustees provide a verbal report to the Board after attending conferences and other external 

training events to advise on topics covered and effectiveness.  

While not inconsistent with peer practice, the trend in training processes for trustees is to have a formal 

Board education policy.    Leading practice is to incorporate a skills evaluation component into the annual 

Board evaluation process.  The process could cover both the aggregate skill levels of the Board as a whole, 

as well as areas where individual trustees would benefit from training.  To focus the process, OP&F might 

choose to develop a comprehensive list of subject matters for which trustee familiarity would be 

advantageous.  

The COVID crisis has resulted in greater use of virtual education programs throughout the business and 

investment communities.  OP&F should consider whether there are opportunities to efficiently improve 
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trustee development of governance skills by formally incorporating virtual training opportunities into its 

trustee training program.   

Expansion of the joint educational programs developed with the other Ohio public pension funds pursuant 

to Ohio Revised Code Section 171.50 might also be considered where there are shared training needs.   

 

Recommendations for Improvement 

R1.1.1 Consider development of an aspirational list of Board skills and integrate it with a 

comprehensive trustee education policy that ƛƳǇƭŜƳŜƴǘǎ ǘƘŜ .ƻŀǊŘΩǎ ƻƴōƻŀǊŘƛƴƎ ŀƴŘ 

continuing education obligations under Ohio Revised Code Section 742.031 and identifies 

topics on which board member skills development would be expected to promote 

governance effectiveness. 

R1.1.2 Formalize the Board evaluation process through a policy which includes use of evaluation 

results to identify potential Board and individual trustee training topics for further 

consideration. 

R1.1.3 Explore opportunities to incorporate virtual training programs into the OP&F trustee 

training process. 

R1.1.4 Consider further collaboration with other Ohio public pension funds on development of 

shared trustee educational offerings. 
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1.2 Lines of Reporting and Responsibility 

Whether OP&F sufficiently delineates, communicates, and documents the lines of reporting and 

responsibility over staff responsibilities in general and in the investment program specifically and 

whether the role of the board and staff are clearly defined for both. 

Expectations  

Overall Governance Framework 

There are several forms of governance models for public retirement systems in use in the U.S. today.  The 

structure under which OP&F operates is the most common structure, i.e., an integrated investment and 

pension administration organization with a single fiduciary board.  The Executive Director or CEO is 

responsible for the entire organization and reports to a board that has authority for investments and 

pension administration and delegates specified powers and responsibilities to external service providers 

and to staff through the CEO.  Thirty-eight of the largest sixty-five, or 58%, of state public pension funds 

in the U.S. utilize this structure.   In our comparisons to peer funds, we consider other state public 

retirement systems with a similar structure. 

For the largest funds, leading practice is for public pension boards to broadly delegate external investment 

manager selection, as well as authority to manage selected internal investment portfolios, to an 

appropriately skilled and resourced investment staff.  Only 35% of funds with a similar level of Assets 

Under Management as  OP&F delegate manager selection.  However, this percentage has been increasing 

over the past decade as portfolios have gotten more complex and internal staffs have developed more 

capabilities. 

.ŀǎŜŘ ǳǇƻƴ Cǳƴǎǘƻƴ !ŘǾƛǎƻǊȅ {ŜǊǾƛŎŜǎΩ ǊŜǎŜŀǊŎƘ ǘƘŀǘ ŜȄŀƳƛƴŜŘ ǘƘŜ тл ¦Φ{Φ ōƻŀǊŘ-managed state 

retirement funds (excludes the three funds managed by a sole fiduciary (New York State CRF, North 

Carolina, and Connecticut)) with assets under management of at least $10 billion, the following profile of 

board delegation of investment manager selection was identified: 

{ȅǎǘŜƳǎ ōȅ !¦a 
5ŜƭŜƎŀǘŜŘ  
{ŜƭŜŎǘƛƻƴ 

IŀǾŜ LƴǘŜǊƴŀƭƭȅπ 
aŀƴŀƎŜŘ tƻǊǘŦƻƭƛƻǎ 

мс ƭŀǊƎŜǎǘ όϷпфт ς Ϸфр ōƛƭƭƛƻƴύ ум҈ 1/ уу҈ 

bŜȄǘ нл ƭŀǊƎŜǎǘ όϷтф ς Ϸос ōƛƭƭƛƻƴύ тл҈ ор҈ 

bŜȄǘ оп ƭŀǊƎŜǎǘ όϷол ς Ϸмл ōƛƭƭƛƻƴύ ор҈ мр҈ 

1/ Note: was 69% 10 years ago 

 

Delegation of investment manager selection allows the board, which typically has limited time available 

for oversight of the retirement system, to spend sufficient time on the oversight of the overall investment 

strategy and other critical governance matters.  It also moves investment management decision-making 

responsibility into the hands of full-time investment professionals who have both the skills and time to 

adequately assess investment opportunities.  
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In order for a public pension board of trustees to continue to provide effective oversight of its investment 

program under this type of delegated investment authority, leading practice is to have strong capabilities 

in a number of areas which provide the appropriate assurance and independent (e.g., audit) reassurance 

that are necessary for the board to exercise its fiduciary responsibilities.  

 

Governance Roles and Responsibilities 

Governance duties, roles and responsibilities for a public pension fund can be complex and confusing.  

Leading practice involǾŜǎ ŦƻǊƳŀƭƛȊŀǘƛƻƴ ƻŦ ǘƘŜ .ƻŀǊŘΩǎ ǇƻǿŜǊǎΣ ǿƛǘƘ ŎƭŜŀǊ ŘŜƭƛƴŜŀǘƛƻƴ ƻŦ ŘŜƭŜƎŀǘŜŘ ǇƻǿŜǊǎ 

and lines of reporting.  This involves organization of governance roles and responsibilities into the 

following categories as described in the overview to this section of the report: 

¶ Conduct the Business of the Board and its committees 

¶ Approve key decision above a threshold 

¶ Set direction and policy and then prudently delegate 

¶ Oversee the execution of direction within policy 

¶ Verify then trust and obtain independent audit and advice as needed. 

Leading practice also includes development of standard due diligence review questions that provide 

guidance for boards and committees when considering action on key decisions.  Recurring Board agenda 

items are scheduled in a board agenda calendar to ensure items are not overlooked and issues are 

properly sequenced. 

In addition, public retirement system leadership responsibilities typically lie primarily with the board chair 

and vice chair, board committee chairs, and the executive director.  It is the responsibility of this 

leadership group to insist on maintaining good trustee and senior executive conduct, based on applicable 

legal standards, established policies and effective governance practices, all of which are usually collected 

in a Governance Policy Manual. 

The Board chair typically has seven major duties: 

1. Preside over meetings, approve the agenda for those meetings, and maintain order in conducting 

the business of the board. 

2. hǾŜǊǎŜŜ ǘƘŜ ǎŜǘǘƛƴƎ ƻŦ ǘƘŜ ǎȅǎǘŜƳΩǎ ǎǘǊŀǘŜƎƛŎ ŀƎŜƴŘŀ and priorities. 

3. Oversee board communications, information requests, and collaboration with the executive 

director. 

4. Ensure the board receives adequate and appropriate materials in a timely fashion. 

5. Monitor board performance and counsel board members. 

6. Appoint and rotate terms of committee members and oversee board/committee coordination. 

7. Act in coordination with the executive director as spokesperson for the board and as an 

ambassador to stakeholders. 

The vice-chair, whether for the full board or a committee, acts as chair in absence of the chair. 

1. The vice-chair may lead selected board initiatives, at the discretion of the chair. 

2. When serving as chair-elect, the vice-chair prepares to eventually take on the role of chair. 

3. The vice-chair can provide balanced leadership representation across participant groups. 
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Prevailing practice in the vast majority of states is for the board to elect its chair from among sitting 

members, although in a few states the chair is appointed by the governor, or an ex officio member is the 

standing chair.  When the board elects its chair, prevailing practice is for all trustees to be eligible for 

nomination and election as chair or vice-chair/chair-elect. 

 

Lines of Reporting and Responsibility Standards of Comparison and Findings 

Overall Governance Framework 

Overall Governance Standards of Comparison Findings 

The powers reserved for the board and authority delegated to staff are clearly 
defined. 

Partial 

Each decision that requires board approval is identified and recurring 
approvals are included in the board decision calendar. 

Partial 

Each board decision has defined decision due diligence standards that identify 
preparation and information requirements necessary to meet board approval. 

No 

 

 

Governance Roles and Responsibilities 

Governance Roles and Responsibilities Standards of Comparison Findings 

Regular rotation of board and committee leadership to facilitate trustee 
development and leadership succession planning. 

Partial 

The election of the vice chair takes succession planning into account; where 
practical, the vice-chair should succeed the chair. 

Yes 

All trustees are eligible to be elected and considered as candidates as Board 
chair. 

No 

The board and committee chairs ensure formal and respectful behavior from 
trustees to each other, to staff, and to advisors. 

Yes 

The executive director and executive team (deputies) ensure that all 
interactions between staff and board members and between staff and 
external consultants/advisors are respectful and collegial. 

Yes 

The executive director is responsible for maintaining board minutes and 
documentation in a searchable and accessible manner.   

Yes 

There is a board policy that requires substantive requests for information 
from board members to go through the board chair and executive director to 
be prioritized and tracked for follow-up. 

No 

When the board approves a significant change program, oversight 
responsibilities are assigned to trustees and staff or consultants/advisors for 
implementation; the plan includes associated target completion dates and 
approved resources, as required. 

Partial 
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Conclusions 

Powers Reserved and Delegated 

OP&F has not established a formal protocol that governs the powers reserved for the Board and also 

specifies authorities delegated to the Executive Director and service providers.  While the current Board 

appears to have a good understanding of the different roles played by trustees and staff and recognizes 

established lines of reporting, this is an area where Board and staff turnover can introduce confusion.    

¢ƘŜ .ƻŀǊŘΩǎ DƻǾŜǊƴŀƴŎe Manual establishes expectations that the trustees observe the separate 

governance roles that the Board and staff play.  However, it does not clearly articulate the powers that 

are reserved for the Board and those that are delegated, nor does it organize Board duties, meeting 

agendas and governance practices accordingly.  The Board appears to be well positioned to adopt leading 

governance practices that apply the powers reserved framework.  See the detailed discussion and 

recommendations in 1.4. 

Although not yet prevailing practice for funds in the scale cohort of OP&F, Board delegation of investment 

approval authority to the Chief Investment Officer / investment staff under specified guideline limits 

would be appropriate.  The fiduciary duty of prudence encourages governing boards to consider peer 

practices, evolving industry trends and best use of available expertise when making decisions on 

delegation.  Although boards can delegate authority, they are still responsible for seeing that delegations 

are prudently selected, given an appropriate mandate and adequately monitored.  The Board has 

consistently implemented its duties regarding prudent delegation.  However, greater attention to Board 

oversight of delegations relating to critical and costly IT infrastructure changes may be merited.  See 

sections 6.1 and 6.2 below for detailed discussion and recommendations on this topic. 

These delegations, within established policy parameters, would reduce the volume of meeting materials 

and free up Board and committee agenda time to focus on strategic and other high-level issues.  It would 

also recognize that the Chief Investment Officer has already been given the authority to commit up to a 

billion dollars in fund assets without prior Board approval, though it appears that authority has not yet 

been used.  See also the discussion in section 3 of this report. 

OP&F does not maintain a complete list that identifies all decisions that require Board approval.  Although 

there are detailed processes and procedures for many decisions that come to the Board, there is not a 

complete list of decision due diligence standards specifically articulated for each decision that comes to 

the Board for approval. 

Governance Roles and Responsibilities 

The OP&F Board has one-year terms for officers, which is a prevailing practice.  The Board Vice Chair is 

considered the Chair-elect for the following year, a practice that allows the Vice Chair to prepare for the 

role and a leading practice for Board succession planning.   

OP&F has a policy that only elected trustees are eligible to be elected as Board chair.  While also in place 

at other Ohio funds, it is an unusual practice that creates potential for the Board to be forced into making 

suboptimal leadership choices.  If specific participant leadership representation is an important 

consideration, it could be applied through broader balance across the Board chair, chair-elect and 

committee chair positions.  
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While many committee appointments are carried over from year to year, there is also a need to balance 

committee experience continuity with changing committee appointments as a means of trustee 

development and leadership succession planning.  The Board Chair should confer with trustees annually 

and make good faith attempts to strike this balance when developing committee assignments.  Committee 

governance is discussed in more detail in section 1.4 below. 

One of the roles played by the Board chair is to serve as the primary point of communication between the 

Board and Executive Director.  One of the tasks often associated with that role is for the chair to oversee 

trustee requests of staff (made through and tracked by the Executive Director).  This ensures that requests 

are appropriate to Board business, that information is shared with all trustees, that unnecessary 

duplication and workload are not generated and, if necessary, that work on requests is prioritized by 

ƛƳǇƻǊǘŀƴŎŜ ŀƴŘ ǘƛƳŜƭƛƴŜǎǎΦ  htϧC ŎƻǳƭŘ ŦƻǊƳŀƭƛȊŜ ǘƘŀǘ ǊƻƭŜ ōȅ ƛƴŎƭǳŘƛƴƎ ƛǘ ŀǎ ƻƴŜ ƻŦ ǘƘŜ ŎƘŀƛǊΩǎ ŘǳǘƛŜǎΦ 

 

Recommendations for Improvement 

R1.2.1 /ƻƴǎƛŘŜǊ ŀŘƻǇǘƛƻƴ ƻŦ ŀ ŦƻǊƳŀƭ ǇƻƭƛŎȅ ǎŜǘǘƛƴƎ ŦƻǊǘƘ ǘƘŜ .ƻŀǊŘΩǎ ǇƻǿŜǊǎ ǊŜǎŜǊǾŜŘ ŀƴŘ 

parameters for delegated staff authority and lines of reporting, with associated changes in 

the content and format of related meeting materials to improve Board efficiency and 

effectiveness.  See also Recommendation 1.4.4. 

R1.2.2 Consider establishing policy guideline parameters for greater delegation of investment 

authority to the Chief Investment Officer and investment staff, taking into account 

retirement and succession timing considerations. 

R1.2.3 Develop a list of recurring decisions requiring Board approval to clarify what must come to 

the Board and what is delegated; develop a description of the decision due diligence 

expected for each decision by the Board before it is brought for approval.  

R1.2.4 Revise ǘƘŜ .ƻŀǊŘΩǎ ŎǳǊǊŜƴǘ ǇƻƭƛŎȅ ǘƘŀǘ ǇǊŜŎƭǳŘŜǎ ƴƻƴ-elected trustees from being elected as 

Board chair, so that selection of Board leadership can be made based solely on skills and 

competencies.  

R1.2.5 The Board should consider a policy or informal practice that favors re-election of the Board 

Chair and Chair-Elect for two or three consecutive one-year terms if they have satisfactory 

performance, in order to provide for greater leadership continuity.  Board policy presumes 

single terms, but permits re-election upon Board action. 

R1.2.6 ¢ƘŜ .ƻŀǊŘ /ƘŀƛǊΩǎ ƻŦŦƛŎƛŀƭ ŘǳǘƛŜǎ ǎƘƻǳƭŘ ƛƴŎƭǳŘŜ ŎƻƻǊŘƛƴŀǘƛƻƴΣ ǿƛǘƘ ǘƘŜ 9ȄŜŎǳǘƛǾŜ 5ƛǊŜŎǘƻǊΣ 

of staff information requests made by trustees. 

R1.2.7 In developing the committee membership roster, the Board Chair should balance 

maintaining experienced committee membership with some member rotation to foster 

trustee development and leadership succession planning.  See also Recommendation 1.4.8.  
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1.3 Statutes and Administrative Rules 

The statutes and administrative rules under which OP&F operates to determine if the board and 

staff comply with applicable statutes and rules as well as whether the statutes and administrative 

rules are sufficient to allow the board and staff to meet their responsibilities. 

Expectations and Standards of Comparison 

The Ohio Statutes establish legal requirements that govern OP&F and the Board.  In turn, the Board 

interprets and implements those laws through creation of Administrative Code provisions and policies.  

OP&F practices were evaluated in the context of those legal obligations.   

 

Conclusions 

The primary statutory requirements which relate to governance of OP&F are summarized in the following 

table.  The Sufficiency column contains our conclusions regarding OP&F implementation of these 

statutory requirements.  Overall, OP&F implementation of its statutory obligations appears to be 

satisfactory. 

Topic  Applicable Statutes and Rules  Compliance  Sufficiency  

General 
Governance  

The Board shall adopt policies 
for the operation of the 
system, investment of funds, 
reporting and use of Ohio-
based, women- and minority-
owned firms.  RC § 742.11 

The Board has adopted a 
governance manual, 
investment policy statement 
and other policies that address 
these topics. 

Satisfactory  

Travel 
Reimbursem
ent Rules  

The Board shall adopt rules 
regarding travel and travel 
expenses of trustees and 
employees and submit the 
proposed policy to the ORSC 
for review.  RC § 742.102  
  

The Board adopted Rule 742-
16-01 with respect to Board 
member travel.  In addition, 
OP&F has included the Board 
Travel and Expense Policy in 
the Board Governance Manual 
and has a staff Business 
Expense Reimbursement 
Policy. 

Satisfactory 
  

Budget 
Process  

The Board must submit to the 
ORSC a proposed operating 
budget for the next 
immediate fiscal year.  RC § 
742.11  

OP&F has adopted the policies 
and procedures necessary to 
comply with this requirement. 

Satisfactory  

Ethics Policy  The board must develop an 
ethics policy governing board 
members and employees and 
submit this policy to the Ohio 
ethics commission for review 
and approval.  OP&F must 
also provide periodic ethics 

The Board has adopted an 
ethics policy and included it in 
the Governance Manual).  
OP&F trustees and staff are 
provided with onboarding and 
annual ethics training.  Staff is 
informed of the process for 

Satisfactory.  
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Topic  Applicable Statutes and Rules  Compliance  Sufficiency  

training to trustees and staff, 
which includes procedures for 
filing ethics complaints.  RC § 
742.103 

filing ethics complaints as part 
of training. 

Other 
Submissions 
to the ORSC  

Other reports that OP&F is 
required to submit to the 
ORSC include annual audits, 
employer disability 
experience and actuarial and 
funding reports.  RC §§ 
742.103, 742.381 and 742.14. 

OP&F has been filing these 
reports. 

Satisfactory. 

Board Chair 
Elections and 
Hiring of 
Personnel 

The Board must elect a 
chairperson and a vice-
chairperson and must employ 
and pay personnel, including a 
Chief Financial Officer, to 
operate the system and to 
fulfill the Board's duties and 
responsibilities.  RC §§ 742.07, 
742.10 and 742.11 

The Board elects a chair and 
vice chair annually and is 
authorized to employ CIO, 
Executive Director and other 
personnel to operate the 
system.  A compensation plan 
is in place. 

Satisfactory. 

DROP Plan OP&F is required to establish 
a Deferred Retirement Option 
Plan and do all things 
necessary to meet IRS tax 
regulation requirements.  RC § 
742.43 

OP&F has established a DROP 
and created Admin Code Ch. 
742-4 to govern it. 

Satisfactory 

Board 
Elections, 
Campaign 
Finance 
Statements, 
Statutory 
Prohibitions 

Candidates with contributions 
or expenditures must file 
itemized campaign finance 
statements with the secretary 
of state.  The Code establishes 
the election process and 
specifies prohibited campaign 
activities.  RC §§ 742.042 ς 
742.05 
  
  

OP&F adopted Rule 742-2-01, 

in consultation with the 

Secretary of State, to govern 

elections along with the 

provisions of ORC §§ 742.042 ς 
742.05. The rules provide for 
contracting with an 
independent elections 
administrator to run the 
election and resolve challenges, 
subject to audit by the 
Secretary of State.   

Satisfactory. 

Board 
Training  

Not later than ninety days 
after commencing service as a 
board member, new members 
must complete the 
orientation program 
component of the Board 
member education program.  
RC § 742.031  
  
Each Board member who has 

The Board receives training 
conducted by OP&F staff and 
service providers, through the 
combined education program, 
and self-guided training, 
including via industry 
conference attendance.  
  

Satisfactory but see Section 
1 of this Report for 
improvement 
recommendations. 
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Topic  Applicable Statutes and Rules  Compliance  Sufficiency  

served a year or longer must, 
at least twice a year, attend 
program(s) that are part of 
the continuing education 
component of the retirement 
Board member education 
program.  RC § 171.50  

Audit 
Committee; 
Selection of 
Internal 
Auditor  

The OP&F Board shall appoint 
a committee to oversee the 
selection of an internal 
auditor.  The committee shall 
select one or more persons 
for employment as an internal 
auditor.  The Board shall 
employ the person or persons 
selected by the committee. 
 
The committee shall consist of 
the following board members: 
one retirant member, one 
employee member, and one 
other member.  The 
committee shall annually 
prepare and submit to the 
ORSC a report of its actions 
during the preceding year.  RC 
§ 742.105  

This is substantially addressed 
in the Committee Principles 
Policy and the Audit Committee 
Charter.   

Satisfactory. 

Investment 
Officer  

The Board is required to 
designate a person who is a 
licensed state retirement 
system investment officer to 
establish policies and 
procedures and otherwise 
discharge duties of the CIO, as 
well as supervise, monitor and 
evaluate implementation.  RC 
§ 742.104  

The CIO has decades of 
experience and a successful 
track record.  The various OP&F 
investment, risk management, 
due diligence, human 
resources, budgeting, 
compensation, procurement, 
legal, audit and other policies 
and practices provide a 
comprehensive structure for 
implementation of these 
duties. 

Satisfactory. 

Misuse of 
Material 
Non-Public 
Information 

¢ƘŜ /LhΩǎ ŘǳǘƛŜǎ ƛƴŎƭǳŘŜ 
establishment of policies and 
procedures reasonably 
designed to prevent Fund 
employees from misusing 
material, nonpublic 
information, and related 
securities laws.  RC § 742.104 

 OP&F has a separate 
personnel policy that addresses 
and prohibits insider trading 
with material non-public 
information.   

Satisfactory. 

Actuarial 
Valuations 

OP&F is required to have the 
Actuary conduct various 

Required OP&F actuarial 
valuations and studies during 

Satisfactory. 
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Topic  Applicable Statutes and Rules  Compliance  Sufficiency  

valuations and reports.  RC § 
742.14  

the audit period were 
conducted. 

Group Health 
Insurance  

The Board is authorized to 
provide group health 
insurance and enact Rules to 
govern it.  RC § 742.45 OP&F 
has established an insurance 
stipend benefit for retirees 
and disabled members. 

The Board established Admin. 
Code 742-7-11 to govern the 
insurance program. 

Satisfactory. 

Prohibited 
Business 
Transactions
/ Restrictions 
on 
Fiduciaries 

Unless an exception applies, 
OP&F fiduciaries are 
prohibited from allowing the 
Fund to engage in a 
transaction with a related 
party.   
RC § 742.112 

This is addressed in the 
standard transaction legal 
documents, through 
representations on compliance 
with OP&F laws and ethical 
standards.  In addition, annual 
personal financial transaction 
reports filed by the Board and 
investment staff are reviewed 
by the Internal Audit Executive. 

Satisfactory  

Disclosures 
to Ethics 
Commission  

OP&F is required to report 
annually to the Ethics 
Commission on any finders or 
placement agent fee 
payments made by or to the 
fund.  RC § 742.115 

In addition to the explicit 

statutory provisions, investment 

transaction documentation 

contains a certification that no 

such fees are being paid. 

Satisfactory  

 

 

 

The expiration of OP&F board member four-year terms are not fully staggered.  There has also been 

unexpected turnover with trustees resigning before the end of their term, which further impacts smooth 

transitions.  For example, on the current nine-person Board, four terms expire in 2023 and the other five 

in 2024.  Some of the trustees presumably will be re-elected or re-appointed, but there has been 

significant turnover over the past three years, with six new trustees since 2019, including three new 

trustees in 2021 alone.  When a large percentage of trustees turn over at the same time, there can be a 

major loss of Board experience that reduces governance effectiveness until the next trustees can gain the 

knowledge base that was lost.  Most peers avoid this problem by statutorily staggering the terms of Board 

members relatively evenly over time.  We understand that OP&F is pursuing legislation that would adopt 

this approach. 

Ohio Revised Code Section742.09, the Attorney General has been designated as legal counsel for OP&F.  

As a result, OP&F does not have authority to select its own outside legal counsel.  Although public pension 

system representation by the state attorney general is not uncommon, most funds have an agreed policy 

in place that recognizes the fiduciary obligations present in counsel contracting decisions (e.g., provided 
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by approval of a qualified outside counsel pool approved by the attorney general, with competitive 

selections between experienced pool firms conducted by the fiduciary).   

While not a current problem for OP&F, this has potential to result in forced selection of counsel that does 

not meet fiduciary standards for quality and experience, especially if a prudent balance between fees and 

expertise is not used in selecting counsel for complex transactions, litigation or other matters involving 

ƭŀǊƎŜ ǎǳƳǎ ƻŦ ǇŀǊǘƛŎƛǇŀƴǘǎΩ ƳƻƴƛŜǎ.  To avoid future concerns, either the Legislature should allow OP&F to 

select and contract with its own counsel on investment and fund management matters, or the Attorney 

General and OP&F should enter into a Memorandum of Understanding that delegates that authority to 

OP&F. 

In addition, OP&F does not have authority to select its custodial bank and contract for custodial services.  

That is a serious misalignment of ǘƘŜ .ƻŀǊŘΩǎ ǊŜǎǇƻƴǎƛōƛƭƛǘƛŜǎ ŀƴŘ ƛǘǎ ŀǳǘƘƻǊƛǘȅΣ ǿƘƛŎƘ ƛǎ ŀ ƭŀƎƎƛƴƎ ǇǊŀŎǘƛŎŜ 

amongst peers.  See section 3.4 below for discussion of and recommendations on this issue. 

 

Recommendations for Improvement 

R1.3.1 OP&F should continue to pursue legislation that provides for fully staggered Board member 

terms in order to avoid unnecessary loss of Board effectiveness due to concurrent 

expiration of multiple trustee terms.  Terms are staggered, but vacancies can cause several 

elections in a single year. 

R1.3.2 OP&F should seek legislative authority to select external legal counsel for investment and 

fund management matters or engage with the Attorney General about a Memorandum of 

Understanding that formalizes a process which recognizes the fiduciary duties which OP&F 

has in selection of and contracting with counsel in order to promote consistency in Attorney 

General transitions. 

R1.3.3  As OP&F develops and revises policies in response to this Report, it should collect all 

significant policies, statutes, and rules within a single reference document (e.g., the 

Governance Manual) that is regularly updated and make it available to trustees, staff, and 

stakeholders, including on the website. 
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1.4 Governance Provisions and Practices 

Comparison of the governance provisions and practices to industry standards and best practices 

in comparable systems. 

Expectations  

Board Authorities 

The fiduciary board has authorities that match its responsibilities and allow the board to prudently provide 

direction and oversight to the Chief Executive Officer and the System.  Consequently, the System is 

adequately resourced, with appropriate in-house staff and infrastructure, and seeks external expert 

assistance and services as appropriate.  The board has the authority to approve hiring and compensation 

levels as well as budgets and major capital expenditures. 

 

Board Meetings and Operations 

Increasingly, public sessions of board meetings are live streamed on the internet to provide access to 

stakeholders; video recordings of meetings are available on the system website for maximum 

transparency.  Public meeting documents are made available on the website when they are provided to 

trustees and are retained as archive files available to the public. 

Board meeting agenda content, development, and documentation are the responsibility of the board chair 

and the executive director (ED) primarily.  In the case of committees, the committee chair and appropriate 

ǎǘŀŦŦ ƭƛŀƛǎƻƴ ŎƻƭƭŀōƻǊŀǘŜ ǘƻ ǎŜǘ ǘƘŜ ŀƎŜƴŘŀΣ ƻŦǘŜƴ ǿƛǘƘ ƛƴǇǳǘ ŦǊƻƳ ǘƘŜ 95 ƛŦ ǘƘŜ 95 ƛǎ ƴƻǘ ǘƘŜ ŎƻƳƳƛǘǘŜŜΩǎ 

staff liaison. 

The board chair and ED collaborate on agenda setting and should be in regular contact between meetings.  

The ED has the primary responsibility to draft an agenda that is organized in a standard format around 

ǘƘŜ άtƻǿŜǊǎ wŜǎŜǊǾŜŘ ŦƻǊ ǘƘŜ .ƻŀǊŘέ ŀƴŘ ƛǎ ŎƻƻǊŘƛƴŀǘŜŘ ǿƛǘƘ ǘƘŜ .ƻŀǊŘΩǎ ǎǘǊŀǘŜƎƛŎ ǇƭŀƴΦ   

Individual board members, through the chair, have the opportunity to suggest agenda items.  Leading 

practice is to organize and prioritize meeting agendas by powers reserved, i.e., set policy items first, 

recurring approvals second, conduct (e.g., ED evaluation, board self-assessment) third, and oversight (e.g., 

familiarity with due diligence processes, performance monitoring) items last.  The majority of the agenda 

ƛǘŜƳǎ ǎƘƻǳƭŘ ōŜ ŦƻŎǳǎŜŘ ƻƴ ŘŜŎƛǎƛƻƴǎ όάǎŜǘέ ƻǊ άŀǇǇǊƻǾŜέύ ǾǎΦ ƻǾŜǊǎƛƎƘǘ ƻǊ ƛƴŦƻǊƳŀǘƛƻƴŀƭ ƛǘŜƳǎΦ  ¢ƘŜǊŜ is 

typically a higher focus on oversight by committees rather than the full board, with each committee 

escalating important exceptions to the board, as appropriate.  

The Board spends a significant amount of its time with robust discussion about strategic issues and policies 

and effective delegations and does not get bogged down in excessive monitoring of day-to-day investment 

performance and operations.  See section 5.3 Appropriateness of Reports for more details.  In addition, 

the board has an effective source of independent reassurance that indicates they can rely on management 

reports and the system of controls.  See section 5.4 Sufficiency of Internal and External Audit Procedures 

for more details.  

As they arise, legislative updates are typically discussed with the board chair and presented by the ED.  
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The ED should be in regular contact with the chair on legislative matters so there should be no surprises.  

Generally, the ED should take no action or speak on legislative issues (other than providing factual 

information about the system) without being guided by defined responsibilities and the input of the board 

or board chair. 

A consent agenda is a board meeting practice that groups routine business and reports into one agenda 

item.  The consent agenda can be approved in one action, rather than filing motions on each item 

separately.  Using a consent agenda is a standard peer practice that can save boards anywhere from a few 

minutes to a half hour.  A consent agenda moves routine items along quickly so that the board has time 

for discussing more important issues.  Consent agendas are a helpful efficiency tool for items which 

require board approval but do not typically require active board or committee discussion, such as approval 

of meeting minutes.  Typically, items may be removed from the consent agenda and moved to the regular 

calendar at the request of any trustee.  Attention to Open Meetings Act compliance must be included in 

design and use of consent agendas. 

Peer system boards typically meet either approximately 10-12 times annually or 4-6 times.  There is no 

singularly consistent peer practice.  With increasing delegation to staff, however, there has been a trend 

over the past decade for some boards that had been meeting monthly to meet less frequently.  For 

example, CalPERS has recently moved from regular monthly meetings to every other month, with special 

meetings as required.  Boards that have not delegated manager selection typically meet much more 

frequently, often as frequently as monthly (and sometimes more often on an hoc basis when needed to 

consider an investment into a time-limited opportunity).   

It is prevailing practice for the board to conduct periodic retreats for more in-depth discussion, typically 

at least once annually.  Topics addressed at retreats often include: asset/liability management and/or 

asset allocation; strategic planning and long-term agenda setting; investment program reviews; project 

reviews (e.g., IT, facilities, etc.) or other program reviews (e.g., health care, insurance, long-term care, 

etc.); legislative agenda; board governance topics, e.g., review charters, policies, etc.; board self-

assessment and performance discussion; board continuing education program planning; executive 

director / CEO or other Board direct report evaluations; and outside speakers on various topics as part of 

continuing education. 

Most board members spend more time in committee meetings than in full board meetings, as the 

committees play an important role in due diligence on policy decisions and providing ongoing oversight 

of the system.  As a result, full board meetings typically last 2 to 5 hours at most systems. 

At most public retirement systems, committees do the bulk of the work of the board.  Trustees typically 

spend more time in committee meetings than in board meetings, so it is important to ensure committees 

are effective.  For example, based upon a FAS benchmarking study of large public retirement systems, a 

typical trustee, on average, spent 74 hours per year in committee meetings of which he or she was a 

member, versus 43 hours annually in full board meetings. 
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Committee Meetings 

Well-ŦǳƴŎǘƛƻƴƛƴƎ ōƻŀǊŘ ŎƻƳƳƛǘǘŜŜǎ Ŏŀƴ ǎƛƎƴƛŦƛŎŀƴǘƭȅ ŜƴƘŀƴŎŜ ŀ ōƻŀǊŘΩǎ ŜŦŦƛŎƛŜƴŎȅ ŀƴŘ ŜŦŦŜŎǘƛǾŜƴŜǎǎΦ  9ŀŎƘ 

committee should have a strategic focus, as defined by its charter, and must be able to exercise important 

oversight functions.  Insight is essential to both effective direction- setting and oversight.  

Committees are empowered to research issues and options, obtain the advice and recommendations of 

staff and consultants, and make recommendations to the full board.  Committees allow board members 

to exercise a greater level of decision due diligence than the board likely would as a whole. 

Committees help the board to exercise its fiduciary responsibilities by: 

¶ Improving trustee insight into complex issues, the range of options available, and the related pros 

and cons, to enable more effective direction and policy setting; committees can advise and make 

insightful recommendations to the full board on direction and policy. 

¶ More thoroughly reviewing, understanding, ŀƴŘ ŎƘŀƭƭŜƴƎƛƴƎ ǎǘŀŦŦ ŀƴŘ ŎƻƴǎǳƭǘŀƴǘǎΩ ŘǳŜ ŘƛƭƛƎŜƴŎŜ 

that underpins recommendations for decisions that require board approval. 

¶ Overseeing those aspects of system performance within their respective mandates, better 

understanding and interpreting the key metrics associated with their scope and identifying and 

escalating exceptions to the full board. 

¶ Completing much of the work of the board for those activities that the board must conduct itself, 

for example, the goal setting and performance evaluation of the executive director, providing 

feedback to board consultants, conducting the board self-assessment, etc.  All these, of course, 

are reported out to the full board.  

¶ Finally, ensuring information reported to the board is reliable by commissioning and receiving 

reports from those who are independent of management, for example, internal audit, external 

audit, and third parties such as fiduciary auditors and general investment consultants. 

Prevailing practice is for committee chairs to work with staff to identify policy development / review 

priorities for the next cycle.  Leading practice is for the committee policy agenda and activities to be linked 

to an overall board policy agenda.  The committee reviews and approves the agenda for recommendation 

to and approval by the board. 

Consistent with the committee strategic agenda, certain committee responsibilities repeat annually at the 

same time of the year; however; other responsibilities may occur over a longer cycle or may tie to a 3-5-

year strategic plan.   

Leading practice is for the committee chair to provide a report to the board at the next regularly scheduled 

board meeting to update the board as to its activities, findings, recommendations, and any other relevant 

issues, and for committee meeting minutes to be distributed to the board.  Any recommendations brought 

to the board for approval would be documented and included in the board book package. 

The committee chair should also share the agenda for the next upcoming committee meeting with the 

entire board at the board meeting taking place immediately prior to the committee meeting.  This can 

also be accomplished by including the upcoming committee agenda in the board book package. 
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It is not unusual for some trustees who are not committee members to regularly sit in meetings and 

participate in discussions, although typically they are not allowed to vote.  While this can be helpful for 

individual trustees to educate themselves on issues, which is beneficial, it can sometimes be a sign that 

some trustees do not trust the due diligence and recommendations of the committees, which can be a 

cause for concern.   

Lay boards often encounter the situation of not knowing what questions to ask of their 

consultants/advisors and staff.  ¢ƘŜ ǳǎŜ ƻŦ ŎƘŜŎƪƭƛǎǘǎ ŀƴŘ άǉǳŜǎǘƛƻƴǎ ǘƻ ŀǎƪέ ŦƻǊ ŜŀŎƘ ŎƻƳƳƛǘǘŜŜ Ŏŀƴ ōŜ 

helpful as thought starters.  For example, the American Institute of Certified Public Accountants (AICPA), 

ƛƴ ǘƘŜƛǊ ōǊƛŜŦ άмл YŜȅ LƴǘŜǊƴŀƭ !ǳŘƛǘ ¢ƻǇƛŎǎ ŦƻǊ !ǳŘƛǘ /ƻƳƳƛǘǘŜŜ /ƻƴǎƛŘŜǊŀǘƛƻƴΣέ ǇǊƻǾƛŘŜǎ ŀ ƭƛǎǘ ƻŦ ¢Ŝƴ YŜȅ 

Questions for Audit Committees.  The AICPA also offers additional toolkits to aid audit committee 

effectiveness.   

 

Committee Structure 

Every committee should have a well-defined purpose and clearly articulated responsibilities for advising 

the board on strategy and decision-making; providing ongoing oversight and obtaining independent 

ǊŜŀǎǎǳǊŀƴŎŜ ƻƴ ǘƘŜ ŜŦŦŜŎǘƛǾŜƴŜǎǎ ƻŦ ŎƻƴǘǊƻƭǎ ŀƴŘ ǘƘŜ ǊŜƭƛŀōƛƭƛǘȅ ƻŦ ƳŀƴŀƎŜƳŜƴǘΩǎ ǊŜǇƻǊǘǎΦ 

It is typical for the board chair, in consultation with each member, to select and appoint trustees to each 

committee, with the approval of the entire board.  It is also prevailing practice for each newly appointed 

committee to elect its own chair and vice chair at their first meeting. 

The committee structure should be aligned with the system functions and organization structure to 

facilitate: 

ω 9ŦŦŜŎǘƛǾŜ ŎƻƳǇǊŜƘŜƴǎƛǾŜ ƻǾŜǊǎƛƎƘǘ ƻŦ ǘƘŜ ǎȅǎǘŜƳΩǎ Ǿƛǘŀƭ ŦǳƴŎǘƛƻƴǎ όŜΦƎΦΣ ŀǎǎŜǘ ƳŀƴŀƎŜƳŜƴǘΣ 

pension administration, health care, financial management, etc.), and 

ω Consistent and constructive committee-board, committee-staff, and committee-consultant 

interaction. 

Boards of state retirement systems typically have no more than 6-7 standing committees.  The most 

common standing committees are Audit (often including Risk) and Investment.  Nearly all large integrated 

public funds have these two committees.  The next most prevalent are Personnel and Compensation; 

Board Governance; Finance and Administration; Actuarial and Benefits; and Appeals and Disability 

Reviews.  There are sometimes also committees that focus on legislation and external affairs, or a 

standalone risk committee, or an executive committee, but these are not typical.  Although there had 

been many instances of a committee whose focus is on corporate governance or ESG, most funds are 

moving this responsibility into the Investment Committee. 

Committees should be structured to have a reasonably balanced workload, both from the standpoint that 

all committees should have significant responsibilities, and the assignments should result in a steady 

workload over time without ongoing excessive workload or long periods when the committee is not 

required to meet. 

Each committee should be as small as practical; a good rule of thumb is about three to five members per 
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committee (with an odd number to avoid tie votes), with the Investment committee having potentially up 

ǘƻ ǎŜǾŜƴ ƳŜƳōŜǊǎΦ  ά/ƻƳƳƛǘǘŜŜǎ ƻŦ ǘƘŜ ǿƘƻƭŜέ ǇǊƻǾƛŘŜ ǘƘŜ ƛƭƭǳǎƛƻƴ ƻŦ ŘŜƭŜƎŀǘƛƻƴ ŀƴŘ ŘŜŦŜŀǘ ǘƘŜ ǇǳǊǇƻǎŜ 

of appointing a committee; a committee of the whole is often an indication of the topic being too 

important/sensitive for delegation or that there is a dysfunctional governance dynamic which should be 

recognized (e.g., lack of trust, micromanagement, need for added trustee expertise or training). 

 

Committee Meeting Frequency and Duration 

Committee meeting frequency varies by committee.  The most common committee, which exists on 

nearly every board, is the Audit Committee.  It typically meets 3-5 times per year, based upon annual 

auditing activities and responsibilities. 

The Investment Committee is the second most prevalent committee.  Meeting frequency varies based 

upon the level of delegation to staff.  For example, when a board has delegated investment manager 

selection to staff and has appropriate oversight and checks and balances in place, it may only meet 4-5 

times per year (e.g., Teacher Retirement System of Texas).   

For boards that have an Appeals Committee, the meeting frequency is often monthly.  However, at many 

systems this is handled as an administrative function and is not a function of the board (though subject to 

board oversight).  Prevailing practice with public retirement systems is to have a hierarchy of decision 

processes and checks and balances in reviewing disability claims and appeals, as this is the nature of the 

appeals process.  Often, disability appeals are handled by an administrative law judge.  If a member files 

an appeal, the system legal staff typically handles the response, sometimes with the assistance of a 

consultant. 

Each state is somewhat different in the procedural requirements for handling disability reviews and 

appeals, but funds generally have some kind type or medical review or medical advisory board that 

reviews and then recommends to staff for acceptance or denial based on the medical documentation and 

legal requirements.  Legal staff guide the process and compliance with legal standards unique to the 

ǎȅǎǘŜƳ ŀƴŘ ǎǘŀǘŜΩǎ ŀŘƳƛƴƛǎǘǊŀǘƛǾŜ ǇǊƻŎŜŘǳǊŜǎ ǊŜǉǳƛǊŜƳŜƴǘǎΦ   

In some states, if a settlement is not reached the appeal will again go to a judge for resolution.  In other 

ǎǘŀǘŜǎΣ ǘƘŜ ǎȅǎǘŜƳΩǎ ŦƛŘǳŎƛŀǊȅ ōƻŀǊŘ Ƙŀǎ Ŧƛƴŀƭ ƧǳǊƛǎŘƛŎǘƛƻƴΦ  IŀƴŘƭƛƴƎ ƻŦ Řƛǎŀōƛƭƛǘȅ ǊŜǾƛŜǿǎ ŀƴŘ ŀǇǇŜŀƭǎ ƛǎ ŀƭǎƻ 

a more-frequent board approval activity at systems where the board is involved.  Although this process 

can vary dramatically from one system to another, it typically follows a set of standard procedures and 

protocols to ensure compliance with all rules and regulations and fair outcomes. 

Each committee should have responsibilities that require it to meet at least 3-4 times annually; if not, the 

committee should be a candidate for consolidation into another committee. 
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Governance Standards of Comparison and Findings 

Board Authorities 

Board Authorities Standards of Comparison Findings 

The Board has the authority to manage fund assets, without restrictions (e.g., 
legal lists), and for setting the assumed rate of return (discount rate). 

Yes 

The statutes do not place undue restrictions on the board regarding its annual 
budget or ability to hire staff, as necessary for the effective operation of the 
retirement system. 

Yes 

The current statutes do not unduly restrict the ability of the board to 
appropriately compensate its staff. 

Yes 

The board is not impeded by state statute with respect to procurement of 
goods and services necessary to effectively operate the retirement system. 

Yes 

The board has full authority to select and oversee the relationship with the 
key service providers including the custodial bank. 

Partial 

 

 

Board Meetings and Operations 

Board Meetings and Operations Standards of Comparison Findings 

Public sessions of board meetings are live streamed on the internet and 
recordings are available on the system website. 

No 

Public Board meeting materials are made available on the system website 
when they are initially distributed to trustees. 

No 

The board has developed a multi-year strategic policy agenda that identifies 
the expected timing of key policy decisions (e.g., asset-liability management 
decisions, key procurement decisions, major policy reviews). 

Partial 

The Board formally delegates appropriate topics to each committee, staff and 
consultants annually and sets target dates for bringing key policy items to the 
Board for approval. 

No 

Detailed board due diligence work and ongoing oversight are delegated to the 
appropriate committees, with final approval and enterprise-wide items 
reserved for the full board. 

No 

There is a systematic process for engaging the board and its committees in 
identifying and evaluating policy options before a decision is made. 

Yes 

The board spends significant time discussing strategic issues and policies and 
effective delegations and does not get bogged down in excessive monitoring 
of day-to-day investment performance and operations. 

Yes 

Meeting agendas are organized and prioritized according to Powers Reserved 
for the Board: first conduct Board business (e.g., call to order, roll call, 
minutes approval); then policy items; then recurring approvals; and then 

No 
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Board Meetings and Operations Standards of Comparison Findings 

oversight (e.g., monitoring) items last. 

Consent agendas are used effectively to handle routine board approvals. No 

The board conducts periodic retreats for more in-depth discussion on key 
topics, conducting board self-evaluations and executive director evaluations, 
and trustee education. 

Yes 

There is a formal policy and process that requires substantive requests for 
information from board members to go through the board chair and 
executive director to be prioritized and tracked for follow-up. 

Partial 

 

 

Committees 

Committees Standards of Comparison Findings 

Committees conduct due diligence on strategy and policy decisions within the 
scope of their charter. 

Yes 

Committees function as an important oversight mechanism for the board and 
bring appropriate policy and performance issues for the full board to address. 

Yes 

Each committee reviews and approves its annual agenda for recommendation 
to and approval by the board. 

No 

Each committee chair provides a report to the board at the next regularly 
ǎŎƘŜŘǳƭŜŘ ōƻŀǊŘ ƳŜŜǘƛƴƎ ǘƻ ǳǇŘŀǘŜ ǘƘŜ ōƻŀǊŘ ŀǎ ǘƻ ǘƘŜ ŎƻƳƳƛǘǘŜŜΩǎ 
activities, findings, and recommendations. 

Yes 

Each committee has a checklist of key questions for members to ask on 
various topics. 

No 

Committees are well-structured, each with a strategic focus and well-defined 
charter. 

Yes 

The board chair, in consultation with each trustee, selects and appoints 
committee members, with the approval of the entire board. 

No 

Each standing committee has a reasonably balanced workload, and the 
committee meets with a regular cadence and does not have long periods 
when the committee is not required to meet. 

Yes 

About half peer systems have a requirement for at least one member of the 
Investment Committee to have specific expertise or experience. 

Yes 

The Audit Committee typically meet 3-4 times per year, based upon annual 
auditing activities and responsibilities, with meetings lasting 0.5 to 2 hours. 

Yes 

If a board has a committee to hear disability and retirement appeals, the 
policies, and processes for this function result in a limited number of cases 
that rely on trustee judgement for adjudication. 

Yes 
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Board Authorities 

Conclusions 

Compared to other U.S. state integrated retirement systems, the OP&F Board: 

¶ Is typical, with 9 voting trustees compared with a median of 10 members 

¶ Has more elected and fewer appointed members 

¶ Has about the average number of plan members as trustees 

The OP&F Board of Trustees generally has leading practice authorities, e.g., for budgets, staffing and 

setting compensation, and procurement; however, there are several lagging practices. 

Based upon Funston Advisory Services InGov© peer benchmarking data, as shown in the table below, the 

authority to select the external auditor and outside legal counsel is delegated to the Board of Trustees or 

its designees at the majority of systems in this peer group.  The OP&F responsibilities are denoted by 

green shading. 

 

Who has final responsibility for the 
following decisions on selecting the 
following outside service providers?  

(N = 9) 
External 
Actuary 

External 
Auditor 

Outside Legal 
Counsel 

Board of Trustees 8 4 2 

Executive Director / CEO 1 1 3 

Treasurer or Comptroller  1  

Attorney General   4 

State Auditor  3  

Source: Funston Advisory Service InGov© Research 

 

OP&F is in a small minority of U.S. states (Iowa, Ohio, Pennsylvania, Tennessee) where, by statute, the 

State Treasurer selects the custodial bank for the state retirement system DB plans, which is considered 

a lagging practice.  This is addressed in more detail in section 3.4 Custodian Policy. 

OP&F purchasing exceptions and limitations vis-à-vis standard state policies are consistent with most peer 

funds. 

 
Recommendations for Improvement 

See R1.3.2 
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Board Meetings and Operations 

Conclusions 

OP&F offered access to an audio feed of the public sessions of its board meetings through their website 

during the COVID pandemic.  During this same period, emergency legislation allowed for remote 

participation by trustees.  The emergency legislation has lapsed, and OP&F has returned to in-person 

meetings.  They concurrently stopped providing the audio feed to the public.  We understand the General 

Assembly granted the State Teachers Retirement System the statutory authority to conduct board 

meeting remotely, under limited circumstances (H.B. 110 of the 134th General Assembly).  While the 

General Assembly has not granted such remote authority to OP&F, OP&F may elect to broadcast board 

meetings to the public without any statutory action by the General Assembly.  The other four statewide 

retirement systems in Ohio currently broadcast their meetings to the public. 

Most peer systems also maintain an archive of past meeting agendas and minutes on their web site; OP&F 

provides them in advance to a mailing list of interested parties but does not make them generally available 

to the public on the OP&F website.  Prior meeting agendas and minutes are available on the website, but 

not public session materials.  Prevailing practice is for Board and committee meetings to begin no earlier 

than at the time stated in the meeting notice. 

The number of OP&F Board meetings annually, 10, is the median for the peer group; however, at 1 hour, 

the meetings are the shortest in the peer group.  As indicated below, the OP&F Board spends less than 

one-third as many hours in full Board meetings annually as compared to the peer group average (10 vs. 

30 hours).  However, the Health Care and Investment Committees are committees of the whole; if the 

meeting time from these two committees are included, full OP&F Board meetings would be about 27 

hours per year, close to the peer group average. 

 

On average over the past two 
years, how many times has 

your Board met annually as a 
full Board? 

What is the average duration of 
a regular full Board meeting, in 

hours? 

Total Full Board 
Meeting Hours Per 

Year 

Meetings/Year Responses 
Hours by 
Response Average Hours 

6 4 3, 3, 2, 4 3.0 18 

10 3 4, 1, 6 3.8 38 

12 1 2 2.0 24 

14 1 5 5.0 70 

Averages 

8.9   3.4 30.3 

OP&F 

10   1 10 

Source: Funston Advisory Service InGov© Research 
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Ten to twelve meetings per year is typical for peer funds such as OP&F where the Board has retained most 

authority for investment manager selection and termination, as many manager hires, particularly in 

private markets, require timely approval.  Although OP&F could strive to reduce the number of meetings, 

it would likely be challenging without more investment decision delegation to staff. 

It should be noted that every trustee told us they believe the OP&F Board functions well, and they believe 

the frequency and duration of meetings is appropriate. 

OP&F staff typically provides trustee access to board books (all the materials for committee and full board 

meetings) one week before meetings through the board portal, which is prevailing practice at peer funds, 

although some provide materials two weeks in advance.  Since OP&F has ten meetings per year, with 

many four or five weeks apart, it may not be practical to ask staff to provide board books two weeks in 

advance. 

At 600-800 pages of materials per Board meeting, OP&F has the largest board books among the peer 

group.  However, trustees stated that there are good summaries, especially in the investment and 

disability sections (the bulk of the board books), and that they had learned where to look to find what 

they need.  Most did not see a need to try to reduce the volume of the board books.  It was suggested to 

include board book navigation in new trustee onboarding. 

Nearly all peers in this group only provide materials to trustees digitally and do not offer a hard copy 

option.  OP&F offers hard copy for trustees or interested parties on the distribution list, but the main 

board book distribution method is through the board portal. 

The full Board meetings tend to be brief, as noted earlier, because most work is being done by the 

committees.  This is indicative of a well-functioning board.  Since most elected trustees attend most 

committee meetings, including those where they are not a member, they tend to be well-informed on 

committee activities. 

OP&F maintains an annual Board strategic policy calendar, which is prevailing practice.  Leading practice 

is to have a multi-year calendar that considers four- or five-year cycles of actuarial valuations and asset-

liability studies, for example, and is used to ensure that committees are planning for the appropriate due 

diligence activities and that continuing education is coordinated to prepare trustees for upcoming key 

discussions and decisions. 

The Board and its committees typically set meeting agendas in a traditional order that often discusses 

oversight issues prior to policy or other Board decisions.  Leading practice is to organize agendas according 

to powers reserved categories, with strategy and policy topics first (after consent agenda approvals of 

minutes and other perfunctory items), followed by routine approvals (budgets, appeals, etc.), then 

oversight items, and finally verification and independent reassurance items.  OP&F does not currently 

utilize consent agendas to handle routine approvals and could consider them to improve meeting 

efficiency. 

Trustees at OP&F make formal requests for information at Board meetings, through the Executive 

Director, who in turn develops or obtains a response and provides the information to the Board.  This 

process works smoothly and does not currently present any issues.  However, as board composition 

changes, a new trustee may be inclined to make requests to the Executive Director outside of Board 

meetings or directly to a staff member.  It can be difficult for the Executive Director or a staff member to 
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refuse a request from a trustee.  Therefore, leading practice is to have a policy that requires all substantive 

requests for information and/or staff follow-up to be fielded by the Board Chair who, in consultation with 

the Executive Director, will determine the appropriateness and priority of the request.  This process also 

ensures that information is shared with the entire Board rather than with just the trustee who made the 

request.   

 

Recommendations for Improvement 

R1.4.1 The OP&F Board and its committees should livestream the public sessions of its meetings 

to allow easy access for stakeholders; we understand the Board and Executive Director 

intend to do this as soon as pending legislation is finalized. 

R1.4.2 OP&F should consider providing Board public meeting materials on the website when they 

are available to trustees, with the understanding that they are preliminary, and maintain 

an archive of Board meeting agendas, materials, and minutes on their web site to improve 

transparency. 

R1.4.3 OP&F should expand its one-year Board calendar into a multi-year strategic policy agenda 

that includes the timing of all key Board decisions expected over the next several years. 

R1.4.4 The OP&F Board should consider organizing its meeting agendas around the powers 

reserved. 

R1.4.5 The OP&F Board should utilize consent agendas for approval of routine items (e.g., minutes, 

trustee expenses, other routine payments, future agendas) with the understanding that any 

item can be opened for discussion upon request. 

R1.4.6 Develop a policy that defines the process for prioritizing and tracking trustee requests for 

information from staff or consultants/advisors and requires the Board Chair, in consultation 

with the Executive Director, to prioritize, approve, and follow-up on the requests. 
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Committees 

Conclusions 

OP&F has more standing committees, with eight in total, than most peers, which typically have four to 

six.  With the exception of the Investment Committee and Health Care Committees, which are committees 

of the whole, all committees have three members each, an appropriate size that makes effective use of 

trustee and Board time.  The six elected members typically attend all committee meetings whether they 

are on the committee or not, a practice that is also common at other peer funds. 

Each committee meets at least three or four times annually, indicating that each has significant 

assignments and an active schedule.  As indicated earlier in this report, the OP&F trustees spend more 

time in committee meetings than peers, but appear to utilize the committees effectively, resulting in 

shorter full Board meetings.  In addition, the Investment Committee meets as a committee of the whole 

for over 30 hours annually, and the other committee of the whole, the Health Care Committee, meets for 

another four hours. 

The Administration/Audit Committee has a very broad charter that includes Board Governance and Board 

Administration; Audit (including Risk); Information Technology; and Operations.  This committee has been 

meeting for about three hours per year, which should not be adequate to effectively oversee all those 

areas, particularly with a major technology project currently underway. 

It may be possible to realign several committees and their charters to better organize and balance the 

workload.  For example, the Personnel Committee is primarily responsible for hiring and overseeing the 

.ƻŀǊŘΩǎ ǊŜƭŀǘƛƻƴǎƘƛǇ ǿƛǘƘ ǘƘŜ 9ȄŜcutive Director, including annual goal setting and evaluation.  

Responsibility for Board Governance, including onboarding and continuing education, could be reassigned 

from the Audit Committee to the Compensation Committee, and the Committee could be renamed the 

Board Governance and Compensation Committee.  This would allow a greater focus on Board governance 

and policy matters as well as further development of continuing education.  The Administration/Audit 

Committee could be renamed the Audit Committee, with a focus on audit, risk, and independent 

reassurance. 

The Benefits Committee has only met for about three hours annually.  It is not clear in the committee 

charters if primary responsibility for the new pension administration is primarily with the Audit 

Committee, with its IT responsibilities, or the Benefits Committee, with its responsibilities for delivery of 

member services.  The Board may want to assign the new pension administration system oversight to the 

Benefits Committee over the next few years to maintain a focus on improvements to member services, in 

keeping with its charter. 
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Note:  OP&F responses highlighted in green 

Committee 

No. of 
Standing 

Committees  
N = 9 

Ave. No. 
of 

Members 

Ave. No. 
of 

Meetings 

Ave. 
Duration 

of 
Meetings 
(Hours) 

Ave. Time 
Spent in 
Comm. 
Mts. 

(Hours) 

Audit/Audit & Risk 6 4.5 (3) 3.5 (3.5) 1.2 (0.8) 2.8 (2.8) 

Investment 6 7.2 (9) 8.3 (9.5) 2.8 (2.5) 15.5 (23.8) 

Disability/Appeals 4 7.0 (3) 7.1 (9.5) 2.1 (3.5) 6.6 (33.3) 

Personnel/Compensation 4 4.8 (3) 3.5 (3.5) 0.8 (0.8) 1.2 (2.8) 

Health Insurance/Insurance 3 7.0 (9) 4.5 (5.5) 0.8 (0.8) 1.2 (4.4) 

Legislative/Policy 3 4.0 (3) 3.5 (3.5) 1.3 (0.8) 1.5 (2.8) 

Benefits 2 4.0 (3) 3.5 (3.5) 1.2 (0.8) 0.9 (2.8) 

Finance/Administration/ Budget 2 5.0 (3) 3.5 (5.5) 1.2 (0.8) 0.9 (4.4) 

Governance/Board Governance 2 6.0 4.5 1.2 1.2 

Defined Contribution/ Deferred 
Compensation 

1 7.0 1.5 0.8 0.1 

Executive 1 5.0 7.5 1.5 1.3 

Proxy/Corporate Governance/ 
Sustainability /ESG 

1 7.0 1.5 0.8 0.1 

Audit/Risk/Insurance 1 7.0 3.5 2.5 1.0 

Administration & Audit 1 4.0 3.5 0.8 0.3 

Elections 1 7.0 1.5 0.3 0.1 

Final Average Salary 1 7.0 3.5 0.8 0.3 

   Average 4.3    35.0 

   OP&F 8    77.0 

Source: Funston Advisory Service InGov© Research 

 

Although committees appear to be functioning well, the way that committees are formed, as well as the 

ǎŜƭŜŎǘƛƻƴ ƻŦ ŎƻƳƳƛǘǘŜŜ ŎƘŀƛǊǎΣ ŎƻǳƭŘ ōŜ ƛƳǇǊƻǾŜŘΦ  ²Ŝ ǿŜǊŜ ǘƻƭŘ ǘƘŀǘ ŎƻƳƳƛǘǘŜŜǎ ƘŀǾŜ άǎƭƻǘǎέ ŦƻǊ ŎŜǊǘŀƛƴ 

members, or groups (e.g., police vs. fire, active vs. retired, elected vs. appointed), and that with the recent 

turnover of elected members, the committee assignments passed from their predecessors who had their 

board position.  According to the committee charters, the Board chair is also automatically designated 

chair of the Health Care and Investment Committees.  We were told that recent practice is for the Board 

Vice Chair to be the chair of the Administration/Audit Committee. 

It is prevailing practice for the Board chair to meet with each trustee, particularly new trustees, and discuss 

their interests in serving on various committees.  The chair then annually makes committee membership 

appointments, subject to approval of the full Board.  Each newly constituted committee, in turn, elects its 

chair for the upcoming year.  While many appointments carry over from year to year for continuity, there 
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is also a balance in changing committee appointments as a means of trustee development and leadership 

succession planning. 

More concerning, the Board Chair is currently chair of three committees (Investment, Personnel, and 

Governmental Affairs & Policy) and the Vice Chair is chair of two committee (Administrative/Audit and 

Disability).  Prevailing practice at other public retirement systems is for the Board Chair to not chair 

committees, with the exception of the Board Governance Committee. 

Although one of the appointed members is currently chair of the Finance Committee, the Board could 

have highly qualified appointed members chairing the Investment and Administration/Audit Committees.  

This potentially under-utilizes the appointed trustees who have experience in accounting and auditing and 

in institutional investments, for example.  Most boards attempt to leverage the experience of their 

experienced trustees to the extent possible.  

Finally, it is a leading practice for each committee to have a standard checklist of questions to ask.  The 

AICPA has an Audit Committee Toolkit and Checklist, for example, to help Audit Committees know what 

questions to ask.  This could assist the OP&F committees in being more effective and informed in their 

due diligence. 

 

Recommendations for Improvement 

R1.4.7 The OP&F Board should consider rebalancing its committee structure by: 

¶ Renaming the Compensation Committee, the Board Governance and Compensation 

Committee. 

¶ Renaming the Administration and Audit Committee the Audit Committee. 

¶ Assigning responsibility for board governance, including onboarding and continuing 

education, to the Board Governance and Compensation Committee. 

¶ Assigning responsibility for information technology to the Benefits Committee. 

R1.4.8 Each committee, under the guidance of its chair, should extend its one-year calendar into a 

long-term calendar in support of ǘƘŜ .ƻŀǊŘΩǎ Ƴǳƭǘƛ-year calendar to ensure committee 

activities support key board decisions effectively.  

R1.4.9 The Board chair should propose committee membership each year and make the 

recommendation to the full Board for approval. 

R1.4.10 Each committee should elect its chair annually; the Board Chair should not be the chair of 

any Board committees, with the exception of the Board Governance and Compensation 

Committee if that new committee is implemented. 

R1.4.11 Appointed trustees should be considered as potential committee chairs, especially when 

they have the most relevant experience in the area of responsibility of the committee. 

R1.4.12 With assistance from staff, each committee should develop a list of standard questions to 

ask on each key topic; for example, this is already done in the investment diligence packets 

and in the memos to the Board. 
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1.5 Budget Process 

OP&F budget process and its adherence to board approved budget.  

Expectations   

!ŎŎƻǊŘƛƴƎ ǘƻ ǘƘŜ DǊŜŀǘŜǊ ²ŀǎƘƛƴƎǘƻƴ {ƻŎƛŜǘȅ ƻŦ /t!ǎ 9ŘǳŎŀǘƛƻƴŀƭ CƻǳƴŘŀǘƛƻƴΣ ά! ƎƻƻŘ ōǳŘƎŜǘƛƴƎ ǇǊƻŎŜǎǎ 

engages those who are responsible for adhering to the budget and implementing the organization's 

objectives in creating the budget.  Both finance committee and senior staff participation is built into the 

process and a timeline is established leaving adequate time for research, review, feedback, revisions, etc. 

before the budget is ready for presentation to the full board.  The annual budgeting process should be 

documented, with tasks, responsibility assignments and deadlines clearly stated.  A good budgeting 

process should incorporate strategic planning initiatives and stipulate that income is budgeted before 

expenses.  Fixed costs are identified and related to reliable revenue.  Budgeting decisions are driven both 

ōȅ Ƴƛǎǎƛƻƴ ǇǊƛƻǊƛǘƛŜǎ ŀƴŘ ŦƛǎŎŀƭ ŀŎŎƻǳƴǘŀōƛƭƛǘȅΦέ vii 

One of the key aspects included in the above statement is the linkage to strategic planning initiatives.  A 

public retirement system typically does not have a capital planning process which identifies key capital 

investment needs, so it is very important that longer-term project spending is identified and appropriately 

included in the annual budget.  

Since a significant portion of the administrative costs of a retirement system are personnel related, 

prevailing practice is to budget and monitor staffing headcount by department.  Costs in a number of 

operational areas in a public retirement system can be driven by volume of activity ς for example, costs 

related to processing new retirees, or costs related to updating member files to conform to rule changes.  

An effective budgeting process identifies those costs which are primarily fixed and not sensitive to changes 

in activity levels and those costs which are significantly subject to fluctuation.  For those costs which are 

activity-level dependent, the budget assumptions should specifically include the anticipated volumes 

which drive costs so that any variance, either over or under budget, can be readily understood.  

Regarding budget monitoring, the annual budget should be calendared monthly to allow tracking and 

reporting on a monthly process.  Each department head who is responsible for their budget should receive 

monthly performance reports on a timely basis, should become aware of any significant variances, and 

should report to the executive team regarding the source of the variance and whether or not any 

corrective action was warranted.  

  

Budget Process Standards of Comparison and Findings  

 Budget Process Standards of Comparison  Findings 

The directional framework for both operating and capital budgets cascades 
ŦǊƻƳ ǘƘŜ {ȅǎǘŜƳΩǎ ǎǘǊŀǘŜƎƛŎ ǇƭŀƴΦ 

Partial 

There is a comprehensive budget policy which is implemented effectively for 
all administrative costs (not including external investment fees). 

Yes 

The budget reporting policy and process is effective in planning and managing 
costs and providing timely financial performance reports. 

Yes 
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 Budget Process Standards of Comparison  Findings 

The budgeting and budget reporting processes are largely automated and do 
not rely on manually intensive processes and spreadsheets. 

Yes 

There is an integrated budgeting and reporting tool. Partial 

The travel and expense reporting processes have effective controls. Yes 

 

  

Conclusions  

Budget Policy and Practice 

The policies that govern and guide the OP&F budgeting process are laid out in detail in accordance with 

section 742.102 (D)of the Ohio Revised Code.   The policy is highly detailed in (1) the definition of the 

mandatory timing of budget preparation activities, (2) the classification methodology of budget spending, 

(3) its linkage to organizational goals, (4) the major steps in the process of budget development and key 

departmental, senior management, and board responsibilities, and (5) ongoing practices in managing the 

budget and reporting status throughout the year.    The policy is supported by line-item descriptions which 

facilitate standards in budget development and tracking. 

  

Budget Development 

On an overarching basis, the annual budget development process at OP&F is considered effective from 

both a controls and execution perspective.  The budget development cycle effectively runs on a nine- 

month cycle, beginning with the identification of strategic organizational initiatives at the Trustee Retreat 

in April.   In mid-summer, a kick-off meeting is held by the ED and includes Directors and key personnel 

assistants from departments throughout the organization.  The ED sets priorities for directives and 

spending targets, after which each Director in the organization builds their proposed bottom-up budget 

for the following year.  Headcount projections are coordinated between Finance and Human Resources.   

The ED, Financial Services Director and Budget Manager review budget presentations in September, and 

changes are adopted before submitting the draft budget to the ORSC and OP&F Board in October.   A fully 

ǊŜǾƛǎŜŘ ōǳŘƎŜǘ ƛǎ ǇǊŜǎŜƴǘŜŘ ǘƻ ǘƘŜ .ƻŀǊŘΩǎ CƛƴŀƴŎŜ /ƻƳƳƛǘǘŜŜ ƛƴ bƻǾŜƳōŜǊ ŀƴŘ, following one more 

round of changes (if applicable), the final budget is approved by the full board in December, prior to the 

beginning of a new fiscal cycle. 

The Finance Department at OP&F publishes and maintains a comprehensive budget manual 

όŀǇǇǊƻȄƛƳŀǘŜƭȅ ммм ǇŀƎŜǎύΦ  CǳǊǘƘŜǊΣ ǘƘŜ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ ƭŜŀŘŜǊǎhip is measured on the timely delivery of 

both the annual budget and the Annual Consolidated Financial Statement.  Each year, OP&F develops 

three distinct budget deliverables ς (1) a total plan asset budget; (2) an administrative operating budget; 

and (3) a capital outlay budget.  The structured methodology and attention to detail in the budget 

development process was recently recognized by the Public Pension Coordinating Council in 2021, and 

the Government Finance Officers Association, who awarded OP&F with a Distinguished Budget 

Presentation Award in 2020.    
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The OP&F 2022-2024 Strategic Plan prescribes as one of the stated goals, άDǊƻǿ hǊƎŀƴƛȊŀǘƛƻƴŀƭ {ǘǊŜƴƎǘƘ 

ŀƴŘ 9ƴƘŀƴŎŜ 9ŦŦƛŎƛŜƴŎȅέΣ ŀƴŘ ŘŜŦƛƴŜǎ ǘƘŜ ǎǳǇǇƻǊǘƛƴƎ ǎǘǊŀǘŜƎƛŜǎ ǘƻ ŀŎƘƛŜǾŜ ǘƘŜ Ǝƻŀƭ ŀǎ Ŧƻƭƭƻǿs: 

¶ Control Administrative Costs; 

¶ Streamline and Automate Processes; 

¶ Identify Organization Wide Process Gaps; and 

¶ Implement Strategies Designed to Improve Organizational Cost Effectiveness. 

The organization also publishes an annual Economic Impact Analysis which highlights the change in 

projected variable values (i.e., membership and retiree levels) that directly impact key operating budget 

levels, and underscore priorities for capital spend initiatives.  The publication of a three-year operating 

ŀƴŘ ŎŀǇƛǘŀƭ ǇƭŀƴΣ ŎŀǎŎŀŘŜŘ ŦǊƻƳ ŀƴ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ ǎǘǊŀǘŜƎƛŎ Ǉƭŀƴ ŀƴŘ ǇǊƻƧŜŎǘŜŘ ŎƘŀƴƎŜǎ ƛƴ ƪŜȅ ƳŜǘǊƛŎǎΣ ƛǎ 

considered leading practice in the industry.  These operating plans include aspirational metrics in the form 

of projected key performance indicator (KPI) levels.  At present, only the OP&F capital budget contains a 

forward-looking, three-year forecast, and quantitative operational targets have yet to be developed in 

support of the aforementioned strategies in the strategic plan.     

  

Budget Tracking and Reporting 

htϧCΩǎ ŀǘǘŜƴǘƛǾŜƴŜǎǎ ǘƻ ŘŜǘŀƛƭ ŘǳǊƛƴƎ ǘƘŜ ōǳŘƎŜǘ ŘŜǾŜƭƻǇƳŜƴǘ ǇǊƻŎŜǎǎ ŜȄǘŜƴŘǎ ǘƻ ǘƘŜƛǊ ǘǊŀŎƪƛƴƎ ŀƴŘ 

reporting efforts throughout the fiscal year.    Once the operating budget book is published, the Controller 

tracks the details of budget versus actuals on a line-item level.  OP&F publishes financial statements 

monthly and delivers a budget variance report to the ED.    The organization conducts a monthly review 

of variances and may make transfers between line items under the policy delegated threshold of $50,000.   

The Controller has created alerts and built-in controls when budgets exceed forecasts.    The organization 

has recently moved to the Dynamics AX platform and leverages the cloud-based Dynamics 365 software 

ŦƻǊ htϧCΩǎ ƎŜƴŜǊŀƭ ƭŜŘƎŜǊΦ  ¢ƘŜ ǎƻŦǘǿŀǊŜ ŎƻƴǾŜǊǎƛƻƴ Ƙŀǎ ǎǘǊŜŀƳƭƛƴŜŘ Ƴŀƴȅ ōǳŘƎŜǘ-related processes.    

OP&F conducts a quarterly budget meeting with the Finance Committee of the Board.  Any transfer 

request that is greater than $50,000 requires board approval.   Every operating line item is reviewed by 

the staff prior to the board quarterly review.   Due to diligent practices, OP&F does not traditionally 

reforecast its budget at midyear.   According to financial leadership, the orgaƴƛȊŀǘƛƻƴΩǎ ǇƻƭƛŎƛŜǎΣ processes, 

and oversight practices have enabled OP&F to operate within budget for nine years out of the last ten.     

One key opportunity for improvement is in the justification and reporting of capital initiatives.  FAS notes 

that, in particular, the board should focus on the risks of the mission-critical, $24.6 million pension 

administration system project.  The project represents nearly 90% of the projected capital budget forecast 

from 2022-2024.  Moreover, the system conversion is pǊƻƧŜŎǘŜŘ ǘƻ ŘŜƭƛǾŜǊ ǳǇƻƴ ǘƘŜ ǎǘǊŀǘŜƎƛŎ ǇƭŀƴΩǎ Ǝƻŀƭ 

to enhance efficiency; however, despite its significant price tag, was not proposed with the type of 

quantitative benefits traditionally observed in a cost benefit analysis (CBA) or total cost of ownership 

(TCO), return on investment (ROI), or an internal rate of return (IRR) calculation.  Historically, these types 

of quantitative analyses were limited to capital expenditures for institutional investment firms in the 

private sector, but they have more recently become a more common in the public pension plan space as 

well. 
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Travel, Expense Management and Reporting 

htϧCΩǎ ǘǊŀǾŜƭ ŀƴŘ ŜȄǇŜƴǎŜ ƳŀƴŀƎŜƳŜƴǘ ƛǎ ƎǳƛŘŜŘ ŜŦŦŜŎǘƛǾŜƭȅ ōȅ ǘƘŜ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ ŘŜǘŀƛƭŜŘ .ǳǎƛƴŜǎǎ 

Expense and Reimbursement Policy document.    Employees are required to sign the policy as an indication 

of their understanding and acceptance of it.  The policy sets clear guidelines for travel permissions, 

restrictions, documentation requirements, and procedures for staff to follow.    A standard reimbursement 

form is required to be submitted within 30 days of travel.     

Travel expenses may require multiple levels of managerial approval for reimbursement based on spending 

and budgeting parameters.  Specific policies and forms exist for exception processing, as in the case where 

an associate is unable to produce proper documentation.   In these cases, certifications from the associate 

are captured in lieu of documentation. 

   

Recommendations for Improvement  

R1.5.1 Formalize development of a three-year Operating Plan from the strategic plan and 

economic impact analysis to produce a multi-year, forecasted capital and expense plan for 

the organization.  Emphasize external influencers (e.g., projected volume of retirees) to 

forecasted changes to budget drivers ς i.e., vendor costs and staffing.    Refresh annually. 

R1.5.2 Introduce a quantitative methodology to capture costs and projected benefits for large-

scale capital improvement initiatives.   Present to the board and acquire explicit approval 

on projects, individually and as part of the overall capital budget. 

R1.5.3  Augment quarterly budget reports with updates of capital improvement initiatives using 

stop light style formatting for reporting costs, schedule, and benefit realization. 
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1.6 Conflicts of Interest 

Written policies and procedures currently in place to monitor and guard against professional conflicts of 

interest. 

Expectations  

A public retirement system should have policies and practices to effectively and transparently address 

ŀŎǘǳŀƭ ƻǊ ŀǇǇŀǊŜƴǘ ŎƻƴŦƭƛŎǘǎ ƻŦ ƛƴǘŜǊŜǎǘΦ  Lǘ ƛǎ ƛƳǇƻǊǘŀƴǘ ǘƘŀǘ ǘƘŜ ǎȅǎǘŜƳΩǎ ǇƻƭƛŎƛŜǎ ŎƭŜŀǊƭȅ ƛŘŜƴǘƛŦȅ ǘƘŜ 

persons who are subject to its conflicts of interest policies--i.e., covered personsτtypically board 

members, staff, managers, consultants, and certain key service providers.   Board members and staff 

should receive regular training regarding conflicts of interest, including the process for disclosing and/or 

curing any potential conflicts.  Investment managers, consultants, and other professional service 

providers should be subject to initial and annual disclosure, as well as ongoing reporting obligations.  

Board members and staff should be subject to annual verification, certification, and public reporting with 

respect to compliance. 

 

General Conflicts of Interest Standards of Comparison and Findings 

General Conflicts of Interest Standards of Comparison Findings 

The following policies are in place:  

¶ Ethics Yes 

¶ Standards of Conduct Yes 

¶ Conflicts of Interest and Recusal Partial 

¶ Misuse of confidential/proprietary information Yes 

¶ Manager/Vendor Referral No 

The Ethics Policy describes board members' obligations with respect to 
conflicts of interest and provides appropriate guidance to board members 
regarding their obligations. 

Partial 

The Financial Disclosure Statements cover reporting of financial interests that 
could raise potential conflicts of interest. 

Yes 

There is an Investment and Business Opportunity Referrals Policy which 
addresses potential for board member improper influence and adequately 
protects board members from the appearance of impropriety. 

No 

Consultants confirm compliance with conflicts of interest and ethics policies 
annually. 

No 

There are policies regarding the use of placement agents by counterparties 
and prohibiting άǇŀȅ-to-Ǉƭŀȅέ ƻǊ ƛǘǎ ǇƻǘŜƴǘƛŀƭ ŀǇǇŜŀǊŀƴŎŜΦ   

Partial 

There is a separate employee personal conduct policy covering prohibited 
activity, ethical conduct, gifts, personal trading, and whistleblower protection. 

Yes 
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Conclusions 

OP&F has appropriate ethics policies and standards of conduct in place that implement Ohio statutory 

requirements that are consistent with prevailing peer practices.  However, there are several opportunities 

to improve compliance aspects of those policies.   

{ŜŎǘƛƻƴ тпнΦмло ƻŦ ǘƘŜ hƘƛƻ wŜǾƛǎŜŘ /ƻŘŜ όǘƘŜ ά/ƻŘŜέύ ǊŜǉǳƛǊŜǎ ǘƘŜ htϧC .ƻŀǊŘΣ ƛƴ Ŏƻƴǎǳƭǘŀǘƛƻƴ ǿƛǘƘ ǘƘŜ 

Ohio Ethics Commission, to develop an ethics policy governing the Board and OP&F employees.  The Board 

has accordingly adopted a Board ethics policy, standards of conduct and travel reimbursement policy 

(Governance Manual and Administrative Code 742-16-01) and employee ethics policy.  The Code also 

requires the Board to periodically provide ethics training to Board members and employees.  OP&F 

provides regular training sessions that satisfactorily implement that requirement.  

While the Governance Manual and other provisions cited in it address conflicts of interest, those 

provisions provide little practical guidance as to likely situations that would pose a potential or actual 

conflict for public pension fund officials; nor does the policy advise on where to go at OP&F for guidance 

or specify what actions might be necessary to resolve a conflict.  For example, when a conflict has been 

identified, circumstances may require that the conflicted party be excluded from related Board 

discussions or screened from information to prevent the receipt of confidential information with respect 

to the subject.  Public disclosure of the conflict and resolution may also be required.  

Section 742.103 of the Code requires the Board to ensure that employees are informed regarding 

procedures for filing complaints alleging violations of ethics laws with the Ohio Ethics Commission or the 

appropriate prosecuting attorney.  OP&F meets this standard by including information in ethics training 

materials on where to file complaints.  There is also a staff Whistleblower (Disclosure of Wrongdoing) 

tƻƭƛŎȅ ǘƘŀǘ ǇǊƻǾƛŘŜǎ ŦƻǊ ŎƻƳǇƭŀƛƴǘǎ ǘƻ ōŜ ŦƛƭŜŘ ǿƛǘƘ ǘƘŜ ǇŜǊǎƻƴΩǎ 5ŜǇŀǊǘƳŜƴǘ 5ƛǊŜŎǘƻǊΣ /ƘƛŜŦ !ǳŘƛǘ hŦŦƛŎŜǊΣ 

Executive Director or General Counsel.  

Our review of documentation for a sample of investment transaction documents revealed that OP&F 

receives certifications from alternative investment counterparties on whether a finder or placement agent 

fee was paid in connection with the transaction.  However, OP&F does not have a stand-alone policy set 

by the Board regarding counterparty use of placement agents; nor does the Board have a policy that 

addresses implementation of Federal pay-to-play rules applicable to public pension fund officials.  

Nevertheless, the OP&F standard Investment Management Agreement and its standard Side Letter for 

alternative investments require investment managers to report initially and annually on any gifts, 

campaign contributions or charitable contributions that were made to a public official with authority to 

make OP&F Board appointments or made at the request of an OP&F Board member.  This is an 

appropriate way to address pay-to-play concerns.  However, a Board policy covering SEC pay-to-play 

regulatory restrictions on campaign or other payments could confirm establishment of a  comprehensive 

OP&F standard.  

In order to address the potential for board members to exert improper influence and in order to protect 

board members from the appearance of impropriety, the Board should adopt a policy governing trustee 

referrals of investment opportunities or vendors.  The policy could contain a process for tracking such 

referrals and confirm that normal evaluation standards must be applied and documented.  Adoption of 

trustee referral policies has become a leading practice trend amongst peer public pension funds.  
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Retirement system board members are required to file annual financial disclosures with the State Ethics 

Commission.  Senior staff are also required to file financial disclosure statements.  Compliance is tracked 

and disclosures reviewed by the Chief Audit Executive for indications of a potential ethics violation.  

Results are reported to the Executive Director and Audit Committee.  This is a leading best practice.  

While trustee and staff ethics code compliance is monitored and training is provided, an annual 

compliance certification is not required of investment and senior staff.  There is also no compliance 

confirmation requirement for advisors and managers.  This is an area where procedures could be 

tightened.  Related discussion and recommendations are contained in R3.2.1.4 below.  

OP&F does not have a policy that provides for reporting to the Administration / Audit and the Disability 

Committees on use of the fraud hotline and whistleblower complaint process.  To assist the trustees in 

their oversight of compliance procedures, we recommend that a reporting protocol be formalized.  

In addition, we note that OP&F does not have a formal policy to guide the Board in responding to trustee 

violations of ethical standards of conduct or other legal requirements.  While the Board lacks real 

enforcement authority regarding such violations, there are enforcement steps the Board could take.  

Some peers have adopted policies that identify enforcement options for Boards to consider in the event 

of Board member misconduct.  For example, while affording the accused appropriate due process rights, 

the Board could determine that it is appropriate to make a referral to an enforcement agency, issue a 

reprimand, require additional training, suspend travel privileges, revoke committee assignments, notify 

appointing authorities, or take some other action. 
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Investment-Related Conflicts of Interest Standards of Comparison and Findings 

Investment-Related Conflicts of Interest Standards for Comparison Findings 

There is an insider trading policy and a policy for material non-public information 
(MNPI). 

Yes  

Investment managers are required to affirm that they do not have a conflict of interest 
at the outset of the relationship and reaffirm this annually pursuant to the Required 
Annual Disclosure Form.   

Partial  

Any conflicts that arise during the course of the relationship are timely disclosed to the 
system in writing.   

Partial  

The template side letter requires investment managers to complete a Required Annual 
Disclosure Form upon execution of the side letter and again annually.   

Partial  

Contract terms and the Required Annual Disclosure form appear to be effective at 
identifying conflicts. 

Partial 

The Required Annual Disclosure forms is submitted annually.   Yes 

Investment Compliance is responsible for ensuring that the Required Annual 
Disclosures are received.   

Yes 

Investment Compliance verifies that information received is consistent with data 
reported to the SEC or otherwise available to OP&F.   

Partial 

Investment Compliance escalates any significant findings.   Yes  

External managers and broker/dealers must affirm compliance with system rules 
annually. 

Partial  

 

Conclusions 

OP&F has a staff policy in place that prohibits insider trading with material non-public information.  

Personal use of confidential information for investments or other purposes is also prohibited.  Investment 

staff annual financial reports disclosing their personal investments are reviewed annually by the Internal 

Audit Executive and compared with OP&F investments for suspicious personal transactions, with results 

of the review reported to the Executive Director.  That process appears to be working effectively, and 

compliance review results are reported to the Audit Committee and Executive Director.  

While the OP&F model contract and side letter forms for external managers require that they comply with 

Ohio laws applicable to OP&F (including ethics standards) and have the managers make representations 

and annual certifications regarding compliance with investment guidelines, campaign contributions, gifts 

and some other fees, there is no comprehensive certification that covers all ethical standards and conflicts 

of interest.  To plugs current gaps, see R3.2.1.4, which recommends that OP&F establish an annual ethics 

confirmation standard for all investment professionals / organizations responsible for managing OP&F 

assets that details ethics expectations and requests annual certification of compliance.  

With these recommended improvements, current monitoring and compliance review procedures could 

cover the expanded reporting requirements and achieve best practice status. 
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Recommendations for Improvement 

R1.6.1 The Board should require periodic reports to the appropriate Board committees on fraud 

hotline use and whistleblower complaints 

R1.6.2 The Board should consider adopting: 

¶ A policy that contains enforcement remedies and a process to guide action by the Board 

in the event of trustee misconduct. 

¶ A policy establishing standard practices to ensure that trustee referrals of investment 

managers or other vendors are tracked and handled without special treatment. 

¶ A policy requiring disclosure and reporting of placement agent fees and implementing 

SEC regulations on pay-to-play payments relating to public pension funds. 

¶ A requirement that trustees, senior and investment staff members, investment 

managers, advisors, broker-dealers, consultants, outside counsel and other 

professional service providers provide an annual certification of compliance with OP&F 

ethical standards.  See also Recommendation R3.2.1.4 below. 
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1.7 Succession planning 

Expectations  

Selecting, evaluating, and preparing for the succession of the executive director (ED) are among the most 

important functions of a fiduciary board.  Lǘ ƛǎ ǘƘǊƻǳƎƘ ǘƘŜ ŜȄŜŎǳǘƛǾŜ ŘƛǊŜŎǘƻǊ ǘƘŀǘ ǘƘŜ ōƻŀǊŘΩǎ ŘƛǊŜŎǘƛƻƴ 

and policies are executed, and organizational leadership and public presence are demonstrated.    

¢ƘŜ ƛƳǇƻǊǘŀƴŎŜ ƻŦ ǘƘŜ 95Ωǎ Ǉƻǎƛǘƛƻƴ ŀƴŘ the reporting and working relationship with the board cannot be 

overstated.  It is to the ED that a board first looks for implementation, and that individual is the single 

point of executive accountability as the most senior officer of the system.   

The ED has overall responsibility for both operations and enterprise administration in the execution of 

board approved directions within policy.  The ED should lead the strategic planning process to identify 

and develop needed long-term capabilities and actively engage the board in the process.   

The ED is also responsible for advising the board on direction and policy.  This includes coordinating staff 

research and advice and making recommendations based on the pros and cons of the range of available 

policy options and their implications.  The ED should also be able to engage consultants to advise the staff.  

The ED is responsible for hiring, evaluating, compensating, and planning for the succession of the senior 

officers and staff of the system for both operations and enterprise functions.  The ED and senior officers 

should timely report actual progress toward goals and expectations to the board and its committees.   

The ED is responsible for providing reasonable (but not absolute) assurances to the board that there are 

capable people, processes, systems, and resources in place to effectively and efficiently manage the 

system to achieve expected performance.  This includes the responsibility to timely identify and escalate 

matters to the board when actual performance varies unacceptably from what is expected, or when 

resources may be inadequate.  It also includes the responsibility of providing accurate and timely 

information for board decision-making.  The ED should seek board direction and adapt execution of 

approved directions as needed.  

The 95Ωǎ Ǝƻŀƭǎ ǎƘƻǳƭŘ ōŜ ŎƭŜŀǊƭȅ ŘŜŦƛƴŜŘ ƛƴ ŀŘǾŀƴŎŜ ŀƴŘ ƭƛƴƪŜŘ ǘƻ ǘƘŜ ǎȅǎǘŜƳΩǎ ǎǘǊŀǘŜƎƛŎ ǇƭŀƴΦ  ¢ƘŜ 

executive director should be held accountable for the achievement of these goals using an annual written 

evaluation and with compensation linked to measurable performance.  It is a prevailing practice among 

peers for the board to have the authority to set compensation for this position.  Certainly, every 

institutional investor and corporation would see this as fundamental to the relationship. 

For all these reasonǎΣ ǘƘŜ ŜȄŜŎǳǘƛǾŜ ŘƛǊŜŎǘƻǊΩǎ ǎǳŎŎŜǎǎƛƻƴ Ǉƭŀƴ ƛǎ ǾŜǊȅ ƛƳǇƻǊǘŀƴǘ ƛƴ ǘƘŜ ŜǾŜƴǘ ƻŦ ŀ ǘŜƳǇƻǊŀǊȅ 

vacancy in this position or in the event of a permanent vacancy due to retirement or other reasons.  The 

leadership and performance of all senior officers and staff, with the exception of the Chief Audit Executive 

(CAE) who reports directly to the board, is ultimately the responsibility of the ED.   

Succession planning for other key positions in a public retirement system is a critical responsibility of the 

executive director.  The plan should be approved by the board, then updated as necessary.  Public 

retirement systems all have some hurdles in succession planning, especially for those that are directly 

within the executive function of state government and that operate within civil service requirements and 

union contracts.  Typically, the identification of specific individuals for specific positions is prohibited.  
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Nonetheless, a succession plan, particularly for emergency vacancies, is a prevailing practice for meeting 

business continuity needs.   

The succession plan should maintain internal governance and checks and balances such as segregation of 

duties.  For example, if there are two positions that are control positions in that each is required to 

countersign documents, then those positions should be covered by someone within those respective 

functions and not the ED. 

The ED has the responsibility to keep the board informed and the plan up to date.  Within a system-wide 

plan, the board should ensure there is a clear emergency succession plan for its direct reports, i.e., the 

executive director and the CAE.  The board should also become familiar with the bench strength of the 

leadership of the system through exposure to executives at board and committee meetings.  Succession 

planning for senior level positions is also typically embedded in hiring and promotion decisions. 

 

Succession Planning Standards of Comparison and Findings 

Succession Planning Standards of Comparison Findings 

There is a succession plan for the executive director approved by the board 
including an emergency succession plan; the emergency succession plan 
maintains segregation of duties. 

Yes 

There are succession plans for all key positions given the constraints of the 
civil service. 

Yes 

There is a clear understanding of how often the ED and senior staff succession 
plan is reviewed with the board or a designated board committee. 

Partial 

The staff ongoing education plans link to developing bench strength and 
supporting succession plans. 

Yes 

The system has a robust strategic planning process that is transparent both 
internally and externally. 

Partial 

The strategic plan is a useful and valuable tool used at all levels of the 
organization in goal setting and accountability. 

Yes 

There is a standard process for engaging the leadership team, the Board, and 
the ED around the strategic plan. 

Yes 

The board or board committee has a process for meeting with the ED to 
ǊŜǾƛŜǿ ŀƴŘ ǳǇŘŀǘŜ Ǝƻŀƭǎ ŀƴŘ ŜƴǎǳǊŜ ǘƘŜ 95Ωǎ ŦƻŎǳǎ incorporates important 
goals of the strategic plan for that year.   

Yes 
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Conclusions 

The OP&F Board and staff work very harmoniously and have addressed succession planning formally in 

adopted Board policies, specifically in the adoption of the Leadership Replacement Plan, Key Position 

Replacement Plan, and the OP&F Succession Plan.  Emergency succession needs in the event of immediate 

vacancies of the ED or other key leader positions is addressed.  These plans are reviewed and adopted by 

the Board, and Trustees have an understanding of their responsibilities to maintain current planning for 

the future.  Plans respect segregation of duties and internal control.   

Trustees and ED have a common understanding of staffing challenges for OP&F in the near future brought 

on by an aging workforce and the Great Resignation experienced nation-wide.  It takes longer to fill 

positions generally; emergency succession planning is critical in this environment, as well as staff 

development and attention to bench strength in each department.  Leadership is well aware of critical 

staff needs and planning for future advancements, hires or outsourcing while maintaining an attractive 

workplace culture, which is key to keeping and attracting staff. 

OP&F has wisely developed feeder pools throughout the organization, with a focus on employee 

education and certification, supported by a tuition reimbursement program.  Department Directors are 

responsible to the ED for developing staff competencies and preparing for upcoming retirements.  The ED 

considers this planning to be an ongoing part of strategic management, with succession planning meetings 

ŀƴŘ ŘƛǎŎǳǎǎƛƻƴǎ ŀǘ 5ƛǊŜŎǘƻǊǎΩκ95 meetings.  Staff needs and succession planning seem to be 

institutionalized at the direction of the ED and routinely reported to the Board, so the Trustees understand 

this to be a critical need directly related to OP&F stability and its strategic plan. 

The OP&F Board has adopted a clearly developed and thoughtful strategic plan which the ED recently 

discussed with the Board so that the Board could refresh the plan for 2022 through the end of 2024. 

The Strategic Plan is well outlined and easy to read with 5 Strategic Goals: 

¶ Pension Fund is well governed and financially sound. 

¶ Strengthen leading quality of Member Services. 

¶ Preserve and strengthen the consumer driven Health Care model for eligible members. 

¶ Communicate effectively and strengthen partnerships with stakeholders. 

¶ Grow organizational strength and enhance efficiencies. 

These strategic goals are supported by strategies and success indicators that make this succession plan a 

useful tool for goal setting and accountability of the ED to the Board and for those accountable to the ED 

for implementation within departments. 

More tenured trustees, especially, are conversant with this plan, and some recently seated trustees are 

not.  The ED plans to spend time in 2022 discussing this plan in more depth with the Board.  It is unclear 

to what extent the ED included outside stakeholders in the development of this current plan. 

The Board develops the ED goals to support the strategic plan such that it is a useful tool for goal setting; 

the ED and Board discuss progress or issues against the plan quarterly and conduct a formal evaluation 

annually.  
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Recommendations for Improvement 

R1.7.1 Develop a standalone stakeholder communications plan that supports the Strategic Plan 

and involve stakeholder groups in the plan development and rollout. 

R1.7.2         Board reporting on strategic planning and succession planning should be scheduled 

annually with clear expectations of when reporting and discussions take place. 
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1.8 Administrative Costs 

Administrative costs, including determining their appropriateness compared to comparable public 

systems. 

 

Expectations  

The scope of this section of the review includes the administrative costs of the retirement system.  

Investment-related costs are addressed separately in Section Three: Investment Policy and Oversight. 

The system participates in periodic benchmarking of pension administration costs and service levels 

through studies conducted by an independent service such as, e.g., CEM Benchmarking Inc. of Toronto, 

Canada.  The system manages performance by developing achievable goals in the areas of cost, service, 

and transaction volumes, and considers pension administration cost relative to service levels achieved. 

 

Administrative Costs Standards of Comparison and Findings 

Administrative Costs Standards of Comparison Findings 

The administrative headcount is consistent with peers. Yes 

The cost per member and annuitant is consistent with peers. Yes 

 

 

Conclusions 

Based upon data from the InGov peer database, OP&F staffing in member and employer services, 

information technology, and finance and accounting are relatively high. 

Metric OP&F 
Peer 

Average Low High 
No. of 
Peers 

Total FTEs per 10,000 DB Plan Members 22.8 11.9 5.2 22.8 7 

Retirement + Member Services + Employer Services 
FTEs per 10,000 DB Plan Members 

11.6 4.2 0.6 11.6 9 

Information Technology FTEs per 10,000 DB Plan 
Members 

4.6 1.8 0.6 4.6 9 

Finance and Accounting FTEs per 10,000 DB Plan 
Members 

3.9 1.2 0.4 3.9 9 

Investment Management FTEs per $1 billion AUM 0.9 0.8 0.5 1.1 7 

Total Budget (less Health and Insurance 
Administration) per DB Plan Member 

$431 $290 $117 $789 7 
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However, most of the peers in this group are larger than OP&F and have greater economies of scale.  In 

addition, none are strictly public safety worker pension plans. 

Peer System Type AUM ($Bils) 

{ǘŀǘŜ ¢ŜŀŎƘŜǊǎΩ wŜǘƛǊŜƳŜƴǘ {ȅǎǘŜƳ ƻŦ hƘƛƻ Integrated $94.8 

Oregon Public Employees Retirement System* Administration only $93.5 

tŜƴƴǎȅƭǾŀƴƛŀ tǳōƭƛŎ {ŎƘƻƻƭ 9ƳǇƭƻȅŜŜǎΩ wŜǘƛǊŜƳŜƴǘ {ȅǎǘŜƳ Integrated $72.5 

Utah Retirement Systems Integrated $39.0 

Indiana Public Retirement System Integrated $36.9 

9ƳǇƭƻȅŜŜǎΩ wŜǘƛǊŜƳŜƴǘ {ȅǎǘŜƳ ƻŦ DŜƻǊƎƛŀϝ Administration only $22.8 

9ƳǇƭƻȅŜŜǎΩ wŜǘƛǊŜƳŜƴǘ {ȅǎǘŜƳ ƻŦ Iŀǿŀƛƛ Integrated $21.4 

Ohio Police & Fire Pension Fund Integrated $19.1 

City of Austin Employees Retirement System Integrated $3.4 

 

There are few statewide public safety public retirement systems in the U.S., and none besides OP&F is in 

the InGov database.  Based upon analysis of their Annual Comprehensive Financial Report (ACFR), the Fire 

& Police Pension Association (FPPA) of Colorado has higher cost levels than OP&F but is also about one-

third the scale of OP&F. 

The Arizona Public Safety Retirement System (PSRS) is another statewide system similar to OP&F and also 

similar in scale, although slightly smaller.  Its overall staffing level relative to the number of members 

appears to be comparable to OP&F.  In FY2020, its total budget per member was also comparable to 

OP&F.  However, in FY2021, the AZ PSRS budget dramatically increased as a new pension administration 

system was being implemented.  We are not aware of any other statewide public safety retirement 

systems in the U.S., but these two examples would indicate that OP&F is comparably staffed after 

accounting for scale.  

Metric OP&F 
FPPA 
CO 

AZ PSRS 
FY2020 

AZ PSRS 
FY2021 

AUM ($Bils) $19.1 $6.9 $10.9 $15.9 

Total FTEs per 10,000 DB Plan Members 22.8 45.5 18.8 19.6 

Total Budget (less Health and Insurance 
Administration) per DB Plan Member 

$431 $760 $380 $648 

 

 

Recommendations for Improvement 

R1.8.1 OP&F should participate in administrative benchmarking with a third-party firm such as 

CEM Benchmarking to develop a more granular understanding of how its costs and staffing 

compare an appropriate peer group.  
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1.9 Communication policies and procedures 

Communication policies and procedures of OP&F between the board, its members, and its 

retirees. 

Expectations  

As a fiduciary, the board has an obligation to provide accurate reports to its fund beneficiaries and 

employers on plan status and performance, as well as submit statutorily required statement of funds 

reports to participants, financial statements and various other reports to participants, legislative oversite 

bodies and interested public.  In addition, accurate stakeholder understanding of pension fund issues is 

ŎǊƛǘƛŎŀƭ ǘƻ ǇŀǊǘƛŎƛǇŀƴǘǎΩ ǊŜǘƛǊŜƳŜƴǘ ǎŜŎǳǊƛǘȅΣ ŀǎ ǿŜƭƭ ŀǎ ǘƻ ǘƘŜ ǇƭŀƴΩǎ ǎǳǎǘŀƛƴŀōƛƭƛǘȅ ŀƴŘ ǎǳŎŎŜǎǎΦ  !ƭƭ 

stakeholder groups are included in access to information and dialogue, generally through the ED and 

senior staff. 

A board policy commonly establishes communications roles for trustees and staff to ensure interactions 

with stakeholders are appropriate and that the information provided is accurate and consistent.  The 

executive director (ED) is normally the designated spokesperson for most matters.  

The ED commonly delegates most day-to-day communications responsibilities to a public information 

officer (PIO).  That can entail leading staff or consultants that manage websites, managing requests for 

information, social media monitoring and usage, and the content and design of official materials and 

maintaining media relations.  The PIO also typically assists trustees with matters that require a public 

response from the board.  Many larger funds now have a team involved in managing external relations 

and communications.  The PIO and ED develop key messages and communication strategies and ensure 

ǘƘŜ ōƻŀǊŘ ƛǎ ǿŜƭƭ ƛƴŦƻǊƳŜŘΦ  ¢ƘŜ ōƻŀǊŘ ŀǇǇǊƻǾŜǎ ǘƘŜ ōŀǎƛŎ ǘƘǊǳǎǘ ƻŦ ŀ ǎȅǎǘŜƳΩǎ ƳŜǎǎŀƎƛƴƎΦ  /ƻƴǎƛǎǘŜƴŎȅ 

and clarity of messages is critical.  The PIO and ED have been well trained in the development and use of 

messaging as a critical component of effective communication. 

The board chair is usually the spokesperson for matters involving board decisions and situations where it 

is inappropriate for the ED to speak on behalf of the board.  Board policy typically directs that other 

trustees speak on behalf of the board only when authorized to do so by the board.  If an individual trustee 

is compelled to comment on a board matter, it is important to indicate if that trustee is voicing a personal 

opinion or speaking for the board.  

tŜŜǊǎΩ ǇƻƭƛŎƛŜǎ ŎƻƳƳƻƴƭȅ ǊŜǉǳƛǊŜ ǘǊǳǎǘŜŜǎ ǘƻ ƛƴŦƻǊƳ ǘƘŜ 95 ƛŦ ǘƘŜȅ ŀǊŜ ŎƻƴǘŀŎǘŜŘ ōȅ ǘƘŜ ƳŜŘƛŀΣ ŜƭŜŎǘŜŘ 

officials, vendors, or by other stakeholders.  Such a policy enables the board and leadership to have a 

more complete picture of matters that interest stakeholders and to provide timely and consistent 

responses and develop important messages.  

In a public retirement system, it is important to engage key stakeholders such as beneficiaries, active 

members, retirees, and the legislature in the strategic planning process, both in the formulation of the 

plan and in its communication plan development for day- to- day communication expectations and for 

crisis communications.  Transparency is important. 

Trustees are typically directed not to provide specific advice regarding the rights or benefits to which an 

individual fund participant may be entitled.  They also should not have access to individual member 

information nor divulge information about individual participants in the fund or divulge other confidential 
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matters they may encounter as they carry out their responsibilities.  Generally, trustees do not have access 

to any individual account information, nor should they ask to access such information; staff provides 

aggregated information routinely, however.  Prior to engaging in external communications on sensitive 

issues, the ED is usually expected to consult with the board or board chair, as circumstances allow.  Some 

policies require that the board or board chair review press releases before they are disseminated to 

ŜƴǎǳǊŜ ǘƘŀǘ ǘƘŜȅ ŀŎŎǳǊŀǘŜƭȅ ǊŜŦƭŜŎǘ ǘƘŜ ōƻŀǊŘΩǎ ǾƛŜǿǎΦ  hǘƘŜǊ ŦǳƴŘǎ ƘŀǾŜ ŘŜƭŜƎŀǘŜŘ ǘƘƛǎ ŦǳƴŎǘƛƻƴ ōǳǘ ŜȄǇŜŎǘ 

the board to be updated in real time. 

In addition, trustees should each have a system-specific email account for several reasons: first, to clarify 

ǘƘŜ ŎŀǇŀŎƛǘȅ ƛƴ ǿƘƛŎƘ ǘƘŜȅ ŀǊŜ ŎƻƳƳǳƴƛŎŀǘƛƴƎ ŜǎǇŜŎƛŀƭƭȅ ƛŦ ǘƘŜȅ ǿŜŀǊ άƳǳƭǘƛǇƭŜ ƘŀǘǎέΣ ŀƴŘ ǎŜŎƻƴŘƭȅ ǘƻ 

keep personal and public accounts separate.  Are they speaking as a trustee, a private citizen, a legislator 

or in their official capacity?   Public retirement systems may receive requests for information and trustees 

may have their email accounts included in such discovery requests.  For these reasons, the prevailing 

practice is for the system to provide system-dedicated email accounts for trustees to be used only for 

system business. 

 

Communication Standards of Comparison and Findings 

Communication Policies and Procedures Standards of Comparison Findings 

There is a robust stakeholder communications policy, communications plan, 
and crisis communications plan. 

Partial 

Communications roles are clear for the Board and senior executives. Yes 

The Board has a policy that the ED speaks for the fund generally, and the 
.ƻŀǊŘΩǎ ŜȄǇŜŎǘŀǘƛƻƴǎ ŦƻǊ ōŜƛƴƎ ŀŘǾƛǎŜŘΦ 

 

¶ The policy applies to media, legislative, or individual requests for 
information or position of the fund on any particular issue. 

Yes 

¶ The ED is accessible and responds timely.  Personal contact with 
legislators and member and retiree groups is a key responsibility 
in representing the fund and keeping stakeholders advised.   

Partial 

¶ Messaging is consistent and clear and is not a recitation of facts.  
Messaging has heart and is stated in a manner to advocate for 
the fund and its beliefs and positions. 

Yes 

Written and oral communications are in plain language and understandable 
for those outside the pension fund administration or investment field. 

Yes 

Policies and practices support a proactive role in keeping legislators 
adequately informed regarding system performance and on any potential 
legislative concerns. 

Yes 

Participants are able to interact with the system and obtain current 
information electronically or in a paper format if preferred. 

Yes 

The system is accessible for individual member communications and 
interaction, and the system can communicate quickly with the vast majority 
of fund participants electronically. 

Partial 
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Communication Policies and Procedures Standards of Comparison Findings 

Stakeholder communication is clearly written, concise, and stakeholders are 
advised on contacts for questions or additional information.  Key staff 
including the ED meet with all stakeholder groups at least twice annually in 
person and listen to questions and share updates on pension fund health and 
issues going forward.  They engage in dialogue around shared issues.   

Partial 

The Fund is literate in multiple communication media including social media 
platforms.  Fund has consultants and staff that are capable of monitoring and 
pushing information via multiple resources. 

Yes 

Meaningful and impactful messaging is consistent across the system and is 
always timely, honest and purposeful.   

Yes 

Trustees utilize a system-specific email account to clarify the capacity in 
which they are communicating and to keep personal and public accounts 
separate. 

Partial 

 

 

Conclusions 

Communication and outreach have improved greatly under this Executive Director, and almost to a person 

Trustees praise her abilities, her communication style and timeliness.  Stakeholders, particularly those 

with whom she has interacted, find the new ED very engaging and an open communicator. 

The ED job description enables the ED to talk for the fund, which she does so capably and in 

communication with the Board chair and other trustees. 

Trustees are disciplined about not speaking for the fund and only communicate Board approved actions 

to stakeholders.  They take issues back to the chair and to the ED and are disciplined about following the 

chain of command.  Trustees stay in regular contact with stakeholders in the field and report that 

complaints have all but gone away in comparison to the high number of previous complaints concerning 

health care changes that they feel were not well communicated. 

The Communications Director and ED work with legislative counsel as well as a general communications 

consultant.  The legislative counsel assists in accessing legislators and monitoring legislative issues, and 

the communications counsel has been very helpful in developing and using a social media presence.  Crisis 

Communication skills are also available through the consultant relationships should it be necessary.  

Working with consultants has been critical since the Communications Department is staffed with three 

people; consultants have augmented staff skills, and the staff attends to standard communications needs, 

externally and internally. 

The Communications Department works with appropriate staff on internal and external communications 

needs, such as talking points on major issues or on legislation information that can be used throughout 

the organization and by the Trustees.  Communications also prepares such support as legislative testimony 

for the ED. 
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Some stakeholder groups call for more proactive communication, more outreach, and a clear customer 

focus in scheduled interactions.  Most stakeholder groups have had no regularly scheduled interaction at 

annual or quarterly member meetings and would look forward to that ED and senior leadership presence 

to discuss key issues and status of their retirement system. 

OP&F has a fairly comprehensive Communications Plan that outlines responsibilities of the Department 

that covers all media relations, including support for Editorial Board visits and requests for information, 

any Interviews, and the development of Opinion Pieces for publication as well as Letters to the Editor.  

The department plan is supportive of proactive and timely communications, regardless of the medium.  

Some stakeholder groups report, however, that they have not received any outreach from OP&F 

leadership, nor any information such as articles for newsletters on such matters as key legislation, status 

of pension fund, or on plans for new member benefit system, although they do receive the member 

newsletter, the employer newsletter, Board Report newsletter and the financial reports.  Most 

stakeholder groups would also ƭƛƪŜ ǊŜǇǊŜǎŜƴǘŀǘƛƻƴ ƻƴ ŀ ǳǎŜǊǎΩ ŦƻǊǳƳ ŀǎ ǘƘŜ ƴŜǿ ƳŜƳōŜǊ ōŜƴŜŦƛǘ ǎȅǎǘŜƳ 

is developed, for example, and would like regular contact on this major project that impacts all members. 

Most stakeholders find the website useful, but some express the desire for an entirely automated system 

for making member updates and for retirement applications.  Most find the website a very good source 

of information and rather user-friendly.  Some stakeholders expressed the desire that more routine 

information and board information/reporting be routinely posted by OP&F. 

OP&F has provided each trustee with their own individual OP&F email account.  While trustees generally 

appear to utilize their OP&F email account for OP&F business, we understand that some trustees 

occasionally utilize their personal or non OP&F business accounts when it is more convenient.  This could 

result in lack of clarity for when they are sending messages in their role as an OP&F trustee and also 

expose their personal email account to discovery in the case of litigation. 

 

Recommendations for Improvement 

R1.9.1    Expand and develop the current communications plan into a more robust communications 

plan, and specifically develop a stakeholder communication plan involving engagement and 

outreach. 

R1.9.2  Review and develop a clear written Board policy on OP&F communication expectations that 

outlines the role of the Executive Director and interaction with Board Chairperson. 

R1.9.3  Clarify in Board Policy the role of the ED in interacting with all stakeholder groups on a 

regular and consistent basis as a key responsibility as expǊŜǎǎŜŘ ƛƴ ǘƘŜ 95Ωǎ Ƨƻō ŘŜǎŎǊƛǇǘƛƻƴΦ 

R1.9.4    Since Stakeholder expectations increasingly favor full electronic support in accessing and 

updating or changing member files and in the retirement application process, continue to 

work toward that goal in developing the new member benefit system and do so with input 

from stakeholders. 

R1.9.5  The ED should develop a calendar of annual stakeholder outreach. 

R1.9.6 The OP&F Board should ensure all its members are consistently utilizing their OP&F email 

account for system-related messages. 
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2. Organizational Structure and Staffing 

The Contractor will perform a review of the overall organizational structure of OP&F and its 

capacity and effectiveness in implementing the policy and assignments delineated by the OP&F 

Board and management.  Specifically, this will include an analysis of: 

2.1 Staffing size, hiring procedures, staff qualifications, roles, compensation, performance 

evaluation requirements, and an analysis of these factors compared to other similar size 

public pensions; 

2.2 Adequacy of process to evaluate and improve customer/member satisfaction; 

2.3 ²ƘŜǘƘŜǊ ŎƻƳǇŜƴǎŀǘƛƻƴ ƭŜǾŜƭǎ ŀǊŜ ǎǳŦŦƛŎƛŜƴǘ ǘƻ ŦŀŎƛƭƛǘŀǘŜ htϧCΩǎ ŀōƛƭƛǘȅ ǘƻ ŀǘǘǊŀŎǘ ŀƴŘ 

retain qualified pension fund professionals; and 

2.4 Monitoring and maintaining staff qualifications and continuing education requirements, 

including leadership development process. 

 

Organization Structure and Staffing Review Activities 

1. Assessed the organization structure, staffing and capabilities of OP&F as compared to peer 

retirement systems;  

2. Reviewed human resources policies and practices and compared to leading practices;  

3. Assessed staff qualifications and hiring and evaluation processes;  

4. Evaluated compensation policies and structure;  

5. Assessed processes for monitoring, measuring, and improving member satisfaction;  

6. Reviewed staff training and continuing education policies and program and compared to peer 

retirement systems 

7. Compared customer service monitoring policies and practices and results with leading practices 

at peer state retirement systems in the U.S.   

8. Reviewed strategic plans, customer service reports, and the most recent CEM Benchmarking 

pension administration report, interviewed senior executives, and utilized the FAS public 

retirement benchmarking knowledgebase to assess member satisfaction monitoring and 

management. 

9. Compared compensation policies and practices with leading practices at peer state retirement 

systems in the U.S.   

10. Reviewed the compensation structure and the latest system-wide Compensation and 

Classification Study. 

11. Utilized the FAS public retirement benchmarking knowledgebase to assess compensation policies 

and structure. 
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Overview of Organizational Structure and Staffing 

Overall, the OP&F organization is consistent with prevailing peer practices in terms of structure and 

staffing.  There should also be separation of responsibilities between investments and investment 

accounting to ensure independence.     

The overall OP&F staffing level appears to be consistent with other state public safety retirement systems.  

Span of control and lines of authority at OP&F are clearly defined with eight senior positions that report 

to the Executive Director (ED).   

One additional notable difference between OP&F organizational design and other public and private 

institutional investors is found in the investment accounting function.  OP&F currently houses both 

functions within the Investment division, which removes this widely accepted check-and-balance based 

organizational construct.  

Human Resources is a priority for the Board and staff has strong capabilities, but limited capacities.  

Staff recruitment is a growing challenge. 

The Head of Human Resources makes presentations to the OP&F board twice annually and addresses key 

issues such as retention and recruitment.  There is a robust set of policies and procedures to support key 

HR.  The HR staff is capable but small. 

Leadership across the organization cites increasing difficulties in recruiting talent into the organization.   

Time-to-fill metrics have elongated significantly, and the pipeline of candidates has dwindled from historic 

norms, especially in key service areas such as technology, member services and finance.   

OP&F has a structured, procedures oriented, and uniform approach to position and performance 

management; however, the number of positions should be streamlined.  Supporting HR systems are 

effective. 

The HR function at OP&F, working with management across the organization, has implemented a highly 

structured, procedures oriented, and uniform approach to position and performance management.  The 

organization maintains approximately 100 position descriptions across all levels within the enterprise, 

including the Executive Director position. 

The responsibilities for both position and performance management are shared between HR and each 

department.  OP&F uses the Taleo talent management system to support performance management for 

the entire cycle from goal setting to evaluation.  The use of Taleo for performance management is 

supported by standardized definitions of staff and managerial competencies and performance, the 

sequencing and logging of key performance events, and detailed procedures across the lifecycle of the 

performance management process. 

OP&F has implemented a succession plan and continues to develop its bench strength. 

Succession planning was first introduced in 2019, and leadership continues to ramp it up more broadly 

across the organization.  Approximately 30% of the positions will soon have a feeder pool in place, with 

the goal of including all critical jobs as quickly as is feasible.   HR has adopted the practice of grooming 

internal candidates when they become aware of a pending vacancy. 

OP&F has had a reasonable level of voluntary turnover in recent years.  However, impending 
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retirements are a risk; HR has taken steps to mitigate risks from a retirement wave. 

Over the past three years, OP&F has averaged a turnover rate of 8%, but potential retirements are a risk 

to higher future turnover.   To mitigate that risk, HR is documenting procedures; implementing a summer 

college intern program; grooming specific staff when an exit is imminent; using succession planning to 

prepare or hire multiple qualified staff for future positions; and evaluating work environment factors to 

attract and retain talent (e.g., hybrid work, flex schedules, dress code, building updates). 

HR has not regularly obtained employee feedback on culture and job satisfaction but should do so. 

The OP&F HR department does not issue a staff culture survey / opinion survey across the organization or 

utilize a third party to do so.  Given the strategic importance of HR, as designated in the OP&F strategic 

goals, this valuable feedback tool is notably absent from the OP&F inventory at the present time. 

Member services reports to the Board focus on volume of applications, member selections of plans, 

disability statistics, and payment initiations, but do not address service levels.   

Most of the member services reports to the Board, including the Benefits Committee, focus on numbers 

and volume of applications, member selections of plans, disability statistics, and payment initiations.  Over 

the past year, there have not been any presentations to the Board that focused on member service levels 

or service cost. 

OP&F does not obtain member satisfaction feedback as extensively as most peer systems and does not 

obtain benchmarking reports on service levels and costs. 

OP&F has metrics in place for managing various member services processes such as processing times, pre-

retirement interview satisfaction, call center performance, and disability exam satisfaction.  The prevailing 

practice is also to conduct customer satisfaction surveys for essentially all member touch points, at least 

on a sampling basis. 

Prevailing practice at peer funds is to regularly participate in pension administration benchmarking to 

better understand how their pension administration operations and costs compare to peers and identify 

opportunities for improvement.  This would be particularly helpful for OP&F, not only in evaluating its 

existing member services, but more importantly, in optimizing the implementation of its new system from 

Lifeworks over the coming years. 

Many of the member services processes are manual, but they function reliably.  A new pension 

administration system is being implemented that will significantly automate many processes and 

increase the level of member self-service. 

OP&F has recognized that its current pension administration benefits payment system is becoming 

outdated and has begun a major information technology initiative to implement a new replacement 

system over the next few years, as mentioned elsewhere in this report.   

The new system should provide significantly higher levels of member self-service, including, for example: 

online retirement applications; secure online benefit calculators linked to actual member data; more self-

maintenance of member data (address, beneficiary, banking information, tax status); online scheduling of 

counseling sessions; and document upload and download.  These system capabilities, which should 

significantly reduce member inquiries and data maintenance, combined with integrated workflow that 
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improves both response time and staff productivity, should reduce demands on staff time and allow for a 

long-term redeployment of portion of member services staff. 

Practices for setting and monitoring compensation across the organization are consistent with 

prevailing practices for public pension plans.   

Compensation practices in the Salary Administration Guidelines are considered in line with prevailing 

practices for public pension plans.  They include roles and responsibilities for Human Resources, the 

Executive Director, Directors, and Managers across the organization.  The document also describes the 

core principles and procedures for setting salary levels based on job grade, job description, and salary 

structure.  Job grades are set against market pricing, established via independent benchmarking on a 

formal five-year cycle with annual refresh processes.   

OP&F typically commissions compensation benchmarking reports every five years; the last report was 

completed in 2015 by Gallagher Benefit Services, an outside consultant.  A new report was completed 

by CBIZ. 

The frequency of compensation benchmarking is set at five-year intervals; however, OP&F postponed the 

commencement of the 2020 planned benchmark effort due to the pandemic.  In between third-party 

formal benchmarking reviews, the head of HR examines existing salary levels using salary.com data to 

inform the annual budget and ensure that the most recent information is utilized in comparing 

compensation. 

OP&F responded to some, but not all of the 2015 compensation recommendations. 

The 2015 study completed by an outside consultant concluded that OP&F aggregate salary levels fell 

approximately 6.9% below the peer average, which was considered competitive with the marketplace.    

Twenty-six jobs were stepped up in grade while only two were reduced.  Further, the consultant found 

ǘƘŀǘ ǘƘŜ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ ƴǳƳōŜǊ ƻŦ ǳƴƛǉǳŜ Ƨƻō ŘŜǎŎǊƛǇǘƛƻƴǎ όŀƴŘ ŀǎǎƻŎƛŀǘŜŘ ƭŜǾŜƭǎύ ǿŀǎ ƘƛƎƘƭȅ ŜƭŜǾŀǘŜŘ 

when considering the total size of the organization.  The number of position descriptions is slightly higher 

today than it was at the time of the compensation benchmark. 

The new compensation benchmark report should be timely and very important to OP&F. 

Lƴ ƭƛƎƘǘ ƻŦ ǘƘŜ ŘƛǊŜŎǘ ŎƻǊǊŜƭŀǘƛƻƴ ōŜǘǿŜŜƴ ŎƻƳǇŜƴǎŀǘƛƻƴ ŘŜŎƛǎƛƻƴǎ ŀƴŘ ǘƘŜ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ нлнн-2024 

strategic planning goals in recruitment, retention and efficiency, the actions of the organization based on 

ǘƘƛǎ ōŜƴŎƘƳŀǊƪ ǎǘǳŘȅΩǎ conclusions should  be a priority.   To the extent that the organization opts to 

introduce an incentive, performance-based component to total compensation for select associates, FAS 

recommends that the organization includes this within the current benchmarking effort. 

OP&F has a strong foundation for staff development; however, several areas could be strengthened. 

OP&F has a breadth and depth of training and educational opportunities that the Human Resources team 

has made available to associates.  However, there are still notable opportunities for improvement to raise 

the overall training and development program within OP&F to maximize the organizŀǘƛƻƴΩǎ ŀōƛƭƛǘȅ ǘƻ 

directly influence the overall performance; to attain the priorities of retention and efficiency outlined in 

the 2022-2024 strategic plan; and to improve the probability of success for existing and future change 

initiatives to attain a desirable outcome. 
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HR has also commenced the practice of integrating training and development into the OP&F succession 

plan. 

By mapping the knowledge and competency requirements of each critical position within the organization 

to an inventory of the skillsets of potential successors, the organization can quickly build customized 

training and education plans to facilitate the transfer of responsibilities when needed.  To evidence the 

importance of succession, these training and education plans should further be integrated into the annual 

goal setting process and be evaluated as part of the performance management cycle at the end of each 

year. 

Greater change management skills are needed at OP&F, in particular in support of the transformational 

new pension administration system being implemented.  

Many OP&F leaders have pointed to a deficiency in change management skillsets across the organization 

as a point of high inherent risk to the success of projects.  While IT has taken steps to improve their project 

management office (PMO), establishing a critical mass set of skills in key project roles traditionally 

executed by the business ς including business requirements development, user acceptance test script 

development, process mapping and documentation, and training material development and delivery ς 

should be a top near-term priority for the organization.  While engagement of third-party consulting firms 

to assist in these project tasks can facilitate their execution, OP&F should endeavor to self-source these 

functions over the longer term for economic and strategic reasons.  
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2.1 Staffing and Compensation 

Staffing size, hiring procedures, staff qualifications, roles, compensation, performance evaluation 

requirements, and an analysis of these factors compared to other similar size public pensions. 

Expectations  

An effective organization structure facilitates overall organization performance.  When assessing the 

organizational structure of a public retirement system, key considerations include: 

¶ Clarity of lines of reporting and responsibilities with appropriate spans of control: 

¶ Appropriate assignment of responsibilities to operating departments to facilitate development of 

capabilities and coordination of work: 

¶ Ability of support functions, combined with external service providers, to effectively serve 

operating departments; 

¶ Delegation and segregation of duties from a control standpoint, where appropriate: and, 

¶ Facilitation of information flow in support of internal and external communications requirements. 

When evaluating the staffing and capabilities of a public retirement system and comparing to peer 

systems, it is important to understand any differences in services provided to members and annuitants, 

use of third-party providers vs. internal staffing, scale of operations, and any other areas which may not 

directly compare.  Taking those factors into consideration, comparisons to peer retirement systems 

ǘȅǇƛŎŀƭƭȅ ǇǊƻǾƛŘŜ ŀƴ ƛƴŘƛŎŀǘƛƻƴ ƻŦ ǘƘŜ ŀǇǇǊƻǇǊƛŀǘŜƴŜǎǎ ƻŦ ŀ ǎȅǎǘŜƳΩǎ ƭŜǾŜƭ ƻŦ ǎǘŀŦŦƛƴƎΦ  ¢ƘŜ capabilities of a 

system should be aligned with the services offered, regardless of whether they are internally staffed or 

from a third-party provider. 

  

 Standards of Comparison and Findings 

Staffing and Compensation Standards of Comparison Findings 

The organization structure and management span of control is appropriate 
for a retirement system of OP&FΩǎ ǎŎŀƭŜΣ ƭƛƴŜǎ ƻŦ ŀǳǘƘƻǊƛǘȅ ŀǊŜ ŎƭŜŀǊΣ ŀƴŘ ƛǘ 
appears to function effectively. 

Yes 

The Chief Financial Officer (CFO) reports directly to the ED. Yes 

There is a separate organization with a director-level leader for its health care 
insurance operations (if applicable). 

NA 

The Board, ED, and CIO work with HR staff to develop a formal/strategic plan 
and program for long-term staff development and retention of expertise. 

Partial 

A position description for each staff member that describes general and 
position-specific requirements. 

Yes 

The system periodically conducts or participates in independent 
compensation studies and utilizes the results to improve its compensation 
structure and ranges.  (See also 2.3) 

Yes 

Recruitment and hiring practices are effective; open positions and time-to-fill Partial 
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Staffing and Compensation Standards of Comparison Findings 

are monitored, and open positions are filled in a timely manner.  (See also 
2.3) 

There is an effective employee performance management system linked to 
the compensation system (See also 2.3). 

Yes 

There is a practice for obtaining employee-level input regarding professional 
satisfaction and retention issues. 

No 

HR staff resources focus on:   

¶ Hiring issues. Yes 

¶ Skills gaps. Partial 

¶ Job rotation and backup capabilities. Partial 

¶ Staff/positions with retirement eligibility. Yes 

¶ Succession planning and talent review. Partial 

A tuition reimbursement program is available to all staff to encourage 
professional development (see also 2.4). 

Yes 

  

 

Conclusions 

Organizational Design  

As referenced in Section 1, Board Governance and Administration, OP&F uses the most common 

structural model among state public retirement systems, i.e., an integrated investment and pension 

administration organization with a single fiduciary board, with an Executive Director (ED) reporting to a 

Board of Trustees as the sole operating report.  The organization structure and staffing should take into 

consideration the services provided by OP&F: defined benefit pensions and health insurance for 

annuitants.  Our assessment in this review is based upon leading and prevailing practices for this type of 

public retirement system which offers these services. 

As noted in section 1.8 Administrative Costs, the overall OP&F staffing level appears to be consistent with 

other state public safety retirement systems. 

Span of control and lines of authority at OP&F are clearly defined.   Eight senior positions that report to 

the Executive Director (ED) include Finance (as DED), Investments, IT, Member Benefits, Communications 

Investments, Human Resources (HR), Audit and Counsel.  Consistent with leading practices, Audit also 

maintains a direct reporting line to the board.  The small HR team is comprised of generalists who also 

bring with them specialist skills to keep up with changing requirements.  Common practice in HR requires 

that all quantitative data that is created by an HR professional is audited by a second.  HR recently was 

asked by the board to take the lead on the ED search effort, and the head of the department reports to 

the board periodically on important and topical matters including succession, recruitment, and staffing.  

Health care services is housed within Member Benefits and includes enrollment and eligibility, the 
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application of stipends, and monitoring.   OP&F has engaged Aon as a broker of health care services.   Goal 

#3 of the OP&F 2022-2024 strategic plan focuses entirely on the strengthening of the healthcare model 

for eligible participants.     

On an annual basis, the Head of Human Resources has two primary interactions with the OP&F board.   As 

described in Section 1.5, HR and Finance jointly present an annual proposed budget to the Personnel 

Committee for staffing expenses ς salaries, wages, taxes, and healthcare.  HR also produces a Staffing, 

Compensation and Benefits Review for the OP&F board.  This document contains important demographic 

and staffing data and trends over a three-year period.  The data within it has served to raise awareness of 

risks associated with retention and recruitment (see below). 

The HR department of OP&F has developed (and maintains) a robust set of policies and procedures to 

support key HR functions including job application, hiring and orientation, pay practices and salary 

administration guidelines, job postings, personal data changes, and terminations.  The details of many of 

these are housed in the Employee Handbook along with other policies governing ethics, code of conduct, 

and standards of behavior.     

One additional notable difference between OP&F organizational design and other public and private 

institutional investors is found in the investment accounting function.   Standard compliance practices 

across the buy-side strongly encourage the separation of responsibilities between investments and 

investment accounting to ensure independence of official books-and-record valuations and reporting 

performance.    OP&F currently houses both functions within the Investment division, which removes this 

widely accepted check-and-balance based organizational construct. 

 

HR Strategy, Organization and Current Challenges 

Imbedded within Goal #5 of the OP&F 2022-2024 strategic plan ς Grow Organizational Strength and 

Increase Efficiency ς ƛǎ ŀ ǎǳǇǇƻǊǘƛƴƎ ǎǘǊŀǘŜƎȅ ǿƘƛŎƘ ǊŜŀŘǎ ά!ƴŀƭȅȊŜ ŜȄƛǎǘƛƴƎ ǎǘŀŦŦƛƴƎ ƭŜǾŜƭǎ ŀƴŘ ǊŜǾƛǎŜ 

organizational strucǘǳǊŜ ǘƻ ƳŜŜǘ ŎǳǊǊŜƴǘ ŀƴŘ ŦǳǘǳǊŜ ƴŜŜŘǎΦέ   ¢Ƙƛǎ ǎƛƴƎƭŜ ǎǘŀǘŜƳŜƴǘ ƛǎ ǘŜǎǘƛƳƻƴȅ ǘƻ ǘƘŜ 

¢ǊǳǎǘŜŜΩǎ ǊŜŎƻƎƴƛǘƛƻƴ ǘƘŀǘ ǘƘŜ ŦǳǘǳǊŜ ǇŜǊŦƻǊƳŀƴŎŜ ƻŦ ǘƘŜ ƻǊƎŀƴƛȊŀǘƛƻƴ ƛƴ ǎŜǊǾƛƴƎ ƛǘǎ Ƴƛǎǎƛƻƴ ǊŜǉǳƛǊŜǎ ŀ 

fresh look at staffing and organizational design with an eye towards the future.  Given the small HR team 

at OP&F, the breadth of services they support, and the high levels of workload found in organizations with 

a strong culture-based attentiveness to procedural detail, establishing and executing a tactical plan to 

achieve this important strategy is expected to be daunting. 

Leadership across the organization cites increasing difficulties in recruiting talent into the organization.   

Time-to-fill metrics have elongated significantly, and the pipeline of candidates has dwindled from historic 

norms, especially in key service areas such as technology, member services and finance.  In the immediate 

term, the implementation of the new mission-ŎǊƛǘƛŎŀƭ ǇŜƴǎƛƻƴ ŀŘƳƛƴƛǎǘǊŀǘƛƻƴ ǇƭŀǘŦƻǊƳ ǿƛƭƭ ŘŜǇŜƴŘ ƻƴ IwΩǎ 

ability to acquire and develop new skillsets (i.e., change management) in these critical areas.  As 

competition for new hires increases, traditional means of talent acquisition will need to be augmented by 

new methods.  On the other end of spectrum, the average age of OP&F staff is 51 years, over a fifth of the 

staff are currently eligible to retire, and almost half of the organization will be retirement eligible within 

the next five years.  Competing for talent in the near and long term will likely require a fresh examination 

across numerous disciplines including salary and benefits, incentive compensation opportunities, talent 

management and succession planning, and recruitment practices. 
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Position and Performance Management and Linkage to Compensation 

The HR function at OP&F, working with management across the organization, has implemented a highly 

structured, procedures oriented, and uniform approach to position and performance management.  The 

organization maintains approximately 100 position descriptions across all levels within the enterprise, 

including the Executive Director position.  Quantitative data is assigned including job grades, FLSA status, 

and compensation ranges.  Qualitative information on each position description is extensive and includes: 

¶ Mission contribution; 

¶ Position summary; 

¶ Essential duties and responsibilities; 

¶ Supervisory responsibilities; and 

¶ Qualifications for the position, containing education / experience requirements, language skills, 

math, skills, reasoning ability, certifications, licenses and registrations, physical demands, and 

work environment. 

The responsibilities for both position and performance management are shared between HR and each 

department.    HR creates templates, standards, and procedures for management to use when creating or 

updating information on a job description or executing periodic performance management functions.  

Maintaining job descriptions requires ongoing diligence and attention.  It is noted that the existing 

position descriptions lack important identifying data including a creation date and name(s) of participating 

authors.  Both would facilitate version management and standardize periodic updating, review and 

approval.  

OP&F benefits from the use of Taleo to support performance management.  The organization leverages 

the platform for the entire cycle from goal setting to evaluation.  While it is primarily in use for staff below 

the director level, OP&F should consider adopting the platform consistently across all levels within the 

organization, including the ED.  The use of Taleo for performance management is supported by 

standardized definitions of staff and managerial competencies and performance, the sequencing and 

logging of key performance events, and detailed procedures across the lifecycle of the performance 

management process. 

Details on the performance management process and links to compensation are included in Section 2.3.    

HR publishes a list of competencies based on core values and managers rate employees on each using a 

five-point performance scale.  

  

Succession Planning, Talent Assessment, and Employee Feedback 

Over and above the aforementioned strategy to support Goal #5 of the 2022-2024 OP&F strategic plan, 

the Board of Trustees has essentially described a goal whose realization will depend on a major concerted 

ŜŦŦƻǊǘ ƭŜŘ ōȅ IǳƳŀƴ wŜǎƻǳǊŎŜǎΦ   Dƻŀƭ Іс ƻŦ ǘƘŜ htϧC ǎǘǊŀǘŜƎƛŎ Ǉƭŀƴ ǊŜŀŘǎΥ ά5ŜǾŜƭƻǇ {ǘŀŦŦ /ƻƳǇŜǘŜƴŎƛŜǎΣ 

tǊŜǇŀǊŜ ŦƻǊ ¦ǇŎƻƳƛƴƎ wŜǘƛǊŜƳŜƴǘǎΣ ŀƴŘ LƳǇǊƻǾŜ tŜǊŦƻǊƳŀƴŎŜΦέ  {ǳǇǇƻǊǘƛƴƎ ǎǘǊŀǘŜƎƛŜǎ ƛƴŎƭǳŘŜΥ  

¶ Reaffirm consistently that the integrity of each employee and the organization as a whole is based 

on accuracy, credibility and ethical conduct at all times. 

¶ Hire, develop and retain staff to meet the present and future needs of OP&F. 
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¶ Continue to ensure diversity, equitable policies and inclusion of all employees in securing our 

mission. 

¶ Establish collaboration as a key organizational priority. 

¶ Support work/life integration practices for employees at all levels. 

¶ Establish and implement a succession planning strategy to ensure business continuity. 

¶ Maintain active recruiting strategies to attract additional qualified applicants. 

¶ Maintain a competitive compensation and benefits package through routine monitoring and 

benchmarking. 

   Supporting (non-quantifiable) success indicators include: 

¶ Staff is well prepared to adapt to changing statutory and business environments.  

¶ Succession planning is responsive to present and future operational needs. 

Succession planning was first introduced to the OP&F Board in 2019, and leadership continues to ramp it 

up more broadly across the organization, most recently publishing a Succession Plan update to the Board 

in September 2021.  Following two feeder-pool based pilots, HR now estimates that approximately 30% 

of the positions will soon have a feeder pool in place, with the goal to include all critical jobs as quickly as 

is feasible.   At present, there is no specific completion data targeted for the roll out of an organization-

wide succession plan, as HR continues to work on critical components of it including an evaluation process.    

HR has adopted a practice of grooming internal candidates when they become aware of a pending 

vacancy.  The organization identifies high potential staff, an important initial step to establishing a viable 

succession plan and has begun to identify and integrate training and development into the process as 

well.  Prior to their focus on succession, OP&F had adopted an Emergency Leadership Replacement Plan 

to ensure business continuity of decision making and leadership.  As part of a broader business continuity 

/ disaster recovery plan, this is considered prevailing practice among institutional investors. 

Over the past three years, OP&F has averaged a turnover rate of 8%.   In its memorandum to the Personnel 

Committee, entitled Aggregate Staffing Data through 9/1/21, the ED and Head of HR identified the 

following strategies to address the potential for a sizable number of retirements within the next 5 years:  

¶ Continuing to document procedures so that knowledge is shared broadly and in writing. 

¶ Implementing a summer college intern program to build a feeder pool of college graduates with 

experience working at OP&F. 

¶ Grooming specific staff when an exit is imminent and a need for knowledge transfer is immediate. 

¶ Utilizing the succession plan to prepare and / or hire multiple qualified staff for future positions. 

¶ Continuing to evaluate work environment factors to attract and retain talent ς (e.g., hybrid work, 

flex schedules, dress code, building updates). 

Finally, the OP&F HR department does not issue a staff culture survey / opinion survey across the 

organization or utilize a third party to do so.  Acquiring staff feedback across a multitude of topics including 

overall satisfaction, training and development, compensation and benefits, and performance 

management and promotional practices is considered best practice in both the public and private sector.    

Given the strategic importance of HR, as designated in the OP&F strategic goals, this valuable feedback 

tool is notably absent from the OP&F inventory at the present time. 
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Recommendations for Improvement   

R2.1.1  Engage a third-party external consultant specializing in HR to develop tactical and project 

plans for the attainment of goal #5 and #6 in the OP&F 2022 ς 2024 Strategic Plan, including 

expanding success indicators to include quantitative metrics and expanding the HR 

organization as needed to support both ongoing responsibilities and the execution of the 

strategic plan. 

R2.1.2  Seek to expand recruitment efforts including: 

¶ Reestablishing relationships with third party recruiters. 

¶ Introducing incentives for onboarding, where appropriate. 

¶ Strengthening and expanding internship programs already in place at local colleges and 

universities in key areas such as member services, finance, and IT. 

R2.1.3  Separate responsibility for investment accounting and performance reporting from within 

the investment management organization.  Consider opportunities to engage third party, 

outsourced solutions for investment accounting. 

R2.1.4  Set specific timeline goals to complete the succession planning effort with a goal of creating 

bench strength for all supervisory and critical skills-based roles within the organization, 

including identification of broad-based and individually designed skills training to close skill 

gaps in identified successors. 

R2.1.5 Introduce an OP&F employee culture survey and execute it no less frequently than 

biennially. 
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2.2 Customer/Member Satisfaction 

Adequacy of process to evaluate and improve customer/member satisfaction. 

Expectations  

A high-performing public retirement system should have a strong focus on providing high-quality services 

to its members.  To ensure that it is meeting its objectives, it should have identified metrics which measure 

the effectiveness of key retirement administration processes and put in place monitoring and reporting 

which provides feedback to staff and allows management to understand how well the system is 

performing and where it can and should improve. 

Key member services processes which are typically measured and monitored, according to CEM 

Benchmarking, include: 

¶ On-time payment performance. 

¶ Pension inception without a cash flow interruption. 

¶ Disability turnaround time. 

¶ Call center outcomes. 

¶ Call center wait time. 

¶ Percentage of members counseled. 

¶ Percentage of members attending presentations. 

¶ Satisfaction with website capabilities. 

In addition, members and annuitants should be surveyed on a regular basis, particularly those which have 

had direct interaction with the system, such as newly retired members, members who have called the 

customer service center, members who have attended counseling sessions or presentations, or members 

ǿƘƻ ƘŀǾŜ ƳŀŘŜ ǇǳǊŎƘŀǎŜǎ ƻǊ ǿƛǘƘŘǊŀǿŀƭǎΦ  ¢ƘŜ ǎǳǊǾŜȅ Řŀǘŀ ƛǎ ŀƴ ƛƴǘŜƎǊŀƭ ǇŀǊǘ ƻŦ ǘƘŜ ǎȅǎǘŜƳΩǎ ƳŜƳōŜǊ 

service performance management processes, and reports should be regularly received by operating 

management.  In addition, the Board should receive periodic reports on member satisfaction, typically 

quarterly. 
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Standards of Comparison and Findings 

Customer/Member Satisfaction Standards of Comparison Findings 

The system has implemented substantial member self-service capabilities on 
their website. 

Partial 

The strategic plan includes a focus on maintaining and improving levels of 
member service. 

Yes 

The customer service system provides a platform to make member service 
improvements. 

No 

Employer and member service systems have extensive self-validation and 
reconciliation capabilities to maintain data integrity without significant 
manual intervention. 

No 

Service levels are rated as satisfactory or higher by participants. Yes 

There is regular monitoring and reporting of member services metrics. Partial 

 

 

Conclusions 

The current member services team at OP&F includes about 55 staff, organized into several sub-teams: 

¶ Operations ς 10 staff: new member applications; DROP program; disability, death, and survivor 

benefits. 

¶ Benefits calculations ς 13 staff: computation of benefits; DROP entry and DROP distribution. 

¶ Benefits payments and compliance ς 9 staff: review calculations; set up payment process; manage 

monthly check runs; manage healthcare eligibility and enrollment. 

¶ Customer service and member education ς 12 staff: call center; member education; interviews; 

counseling; retirement seminars; benefit fairs. 

¶ Records and imaging ς 10 staff: document imaging; records management; mail service. 

We did not hear any complaints regarding pension administration and member services related to the 

pension plan.  There is an acknowledgement that many of the processes are manual, but we were told 

that they function reliably. 

OP&F has metrics in place for managing various member services processes such as: 

¶ Processing times (new member, service retirement, disability retirement, survivor, DROP, benefit 

processing); 

¶ Pre-retirement interview satisfaction; 

¶ Call center performance (wait times, hang-ups, speed of answer, handling time); and 

¶ Disability exam satisfaction. 

Most of the member services reports to the Board, including the Benefits Committee, focus on numbers 

and volume of applications, member selections of plans, disability statistics, and payment initiations.  Over 

the past year, there have not been any presentations to the Board that focused on member service levels 

or service cost. 
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Prevailing practice at peer funds is to regularly participate in pension administration benchmarking to 

better understand how their pension administration operations and costs compare to peers and identify 

opportunities for improvement.  The leading service is provided by CEM Benchmarking Inc. (CEM), based 

in Toronto; the CEM pension administration database includes at least 35 U.S. public retirement systems.  

OP&F utilizes the CEM investment management benchmarking service but has not participated in their 

pension administration studies.  This would be particularly helpful for OP&F, not only in evaluating its 

existing member services, but more importantly, in optimizing the implementation of its new system from 

Lifeworks over the coming years. 

Prevailing practice is also to conduct customer satisfaction surveys for essentially all member touch points, 

at least on a sampling basis.  While OP&F does survey member satisfaction regarding pre-retirement 

interviews, there is not an overall member satisfaction survey program as is typically found at peers. 

Regarding employer services, OP&F maintains an employer services staff within the Finance department 

with 11 employees.  Employees are assigned to each region of the state and regularly work with employer 

representatives to assist them and receive regular feedback in this way.  OP&F has an employer liaison 

whose sole job is to train, assist and provide support to OP&F employers.  The new benefits payment 

system being implemented (described below) will include a specific employer outreach component to 

allow employer feedback on the new system. 

OP&F has recognized that its current pension administration benefits payment system is becoming 

outdated and has begun a major information technology initiative to implement a new replacement 

system over the next few years, as mentioned elsewhere in this report.  The current Vitech system, version 

3, was heavily customized when initially implemented in 2005.  As a result, the system was not easily 

upgraded when new releases became available from the vendor and OP&F did not participate in the 

upgrade process.  The current release of the Vitech software is version 10, and the old version 3 will no 

longer be supported by Vitech. 

As described in section 6.  Information Technology, the intent for implementing the new system, from a 

firm called Lifeworks, is to implement the standard version of the software package in order to take 

advantage of future upgrades and enhancements as they are released by Lifeworks.  This is a sensible 

strategy that should mitigate the issues that required a replacement for the old Vitech system.  For more 

detail, please refer to section 6. 

The new system should provide significantly higher levels of member self-service, including, for example: 

online retirement applications; secure online benefit calculators linked to actual member data; more self-

maintenance of member data (address, beneficiary, banking information, tax status); online scheduling of 

counseling sessions; and document upload and download.  These system capabilities, which should 

significantly reduce member inquiries and data maintenance, combined with integrated workflow that 

improves both response time and staff productivity, should reduce demands on staff time and allow for a 

long-term redeployment of portion of member services staff.  For example, STRS of Ohio reduced its 

member services headcount by over 30% over a 10-year period after it implemented a new pension 

administration system with similar features. 

The Lifeworks system will likely not be available for several years, but OP&F is currently developing 

website upgrades which should provide more limited short-term improvements. 

In 2018, the OP&F Board of Trustees voted to end the OP&F self-insured retiree health care plan and 
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transitioned to a new stipend-based model effective January 1, 2019, for nearly 28,000 retirees.  Although 

this did not impact most Medicare-eligible retirees, it was a significant change for retirees under 65 years 

old, requiring them each to find a new health care plan during fall 2018.  All retirees needed to find a new 

prescription drug plan also.  Aon Retiree Health Exchange was contracted to manage the new program 

and assist retirees in the transition. 

OP&F staff acknowledge that the transition was very challenging and frustrating for many retirees.  There 

was a very high level of expressed retiree dissatisfaction with OP&F entirely due to the new health plan 

changeover. 

Significant changes and improvements were made to the health plan advisory and enrollment processes 

during 2019 and 2020, and it appears that retirees who have retired over the past year have been much 

more satisfied.  Aon now has an on-site service team in the OP&F offices, and the volume of processing is 

much lower, mostly just new retirees.  In early 2021, the Aon contract was extended for three years with 

unanimous trustee support.  Speaking with representatives of member and retiree groups, as well as 

several of the elected trustees, members and retirees now seem satisfied with the services and advice 

available to them for the health care stipend plan. 

 

Recommendations for Improvement 

R2.2.1 OP&F should move forward with the Lifeworks implementation and focus on member 

services improvements as well as productivity enhancements. 

R2.2.2 OP&F should participate in the CEM pension administration benchmarking service and 

utilize the report to identify areas for member service and productivity improvements. 

R2.2.3 OP&F should develop a member satisfaction monitoring program to ensure it is identifying 

any member services issues on a timely basis and effectively addressing them; if necessary, 

an expert third-party consultant could provide assistance.  

R2.2.4 The Board, through the Benefits Committee, should receive an annual briefing on the 

member services program, including progress on the Lifeworks implementation, as well as 

quarterly reports on member service levels using exception reporting. 
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2.3 Compensation 

²ƘŜǘƘŜǊ ŎƻƳǇŜƴǎŀǘƛƻƴ ƭŜǾŜƭǎ ŀǊŜ ǎǳŦŦƛŎƛŜƴǘ ǘƻ ŦŀŎƛƭƛǘŀǘŜ htϧCΩǎ ŀōƛƭƛǘȅ ǘƻ ŀǘǘǊŀŎǘ ŀƴŘ ǊŜǘŀƛƴ 

qualified pension fund professionals. 

Expectations  

An effective compensation policy should be based upon a compensation philosophy designed to support 

the needs of the organization.  The policy should operationalize the compensation philosophy and include 

detailed compensation practices, such as how the basis for compensation will be determined, 

determination of salary grading structure, guidelines for merit increases, and benefits. 

Leading practice for maintaining an effective compensation structure includes periodically benchmarking 

compensation levels for each type of position and aligning the structure to current labor market 

conditions to ensure competitive compensation without significantly exceeding the objectives of the 

overall compensation philosophy. 

  

Standards of Comparison and Findings 

Compensation Standards for Comparison Findings 

The system has defined its employee compensation philosophy and 
compensation goals to guide its compensation policy and structure. 

Yes 

The Employee Compensation Policy defines the compensation approval 
processes and responsibilities for implementing the compensation 
philosophy. 

Yes 

The Board of Trustees is responsible for approval of annual merit increases 
and any incentive plans.   

Partial 

The Board approves commissioning of an independent compensation 
program review at least every five years, at the recommendation of the ED. 

Yes 

For the investment staff, there is a long-term incentive (LTI) compensation 
plan driven by real and relative investment results directly attributable to the 
participating eligible employee. 

No 

The Employee Compensation policy also defines the roles of the ED, Deputy 
ED, and HR in managing and administering the compensation program, 
including: 

 

¶ Review of grade levels and position classifications.  Yes 

¶ Performance management processes.  Yes 

¶ Annual review of salary structure and merit increases and incentive 
awards. 

 Yes 

¶ A comprehensive set of HR policies has recently been reviewed and 
updated and defines the overall compensation and benefits program. 

 Yes 

In addition to the Employee Compensation Policy, there are other HR policies  
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Compensation Standards for Comparison Findings 

which define other aspects of the compensation and benefits program, 
including: 

¶ Assignment of and modifications to salaries.  Yes 

¶ Employee recognition.  Yes 

¶ Compensation for unused leave time. Yes 

The system periodically benchmarks its salary structure through the use of an 
independent third party as its policy specifies. 

Yes 

  

  

Conclusions 

As described in the Ohio Police and Fire Pension Fund Salary Administration Guidelines, the three 

objectives of the Salary Administration Program in use today include: 

¶ To compensate each employee based on the value of individual contribution to the success of the 

organization through our goals, and in relation to assigned job responsibilities, and to provide 

opportunities for advancement without regard to race, sex, creed, color, religion, national origin, 

age, marital status, sexual preference or physical or mental disabilities. 

¶ To pay salaries that are competitive within defined labor markets to attract qualified and 

competent applicants. 

¶ To retain the most competent individuals to continually ǇŜǊŦƻǊƳ ŀǘ ƻǊ ŀōƻǾŜ ŀ άaŜŜǘǎ 

Expectationsέ ƭŜǾŜƭ ƛƴ htϧCΩǎ ǇŜǊŦƻǊƳŀƴŎŜ ǊŜǾƛŜǿ ǇǊƻŎŜǎǎ ŀƴŘ ƛƳǇǊƻǾŜ htϧCΩǎ Ŏƻƴǘƛƴǳƻǳǎ 

growth and customer service focus. 

These three objectives effectively serve to establish compensation practices as critical success factors to 

the realization of key goals in the 202-2024 OP&F Strategic Plan.  Their direct linkage to recruitment, 

retention, and performance-based strategies in the strategic plan should be viewed as an opportunity to 

ƘƻƭƛǎǘƛŎŀƭƭȅ ǊŜǾƛǎƛǘ ǘƘŜ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ ŎǳǊǊŜƴǘ ŎƻƳǇŜƴǎŀǘƛƻƴ ǇǊŀŎǘƛŎŜǎΦ     

The Salary Administration Guidelines, last reviewed in September of 2021, provides a detailed approach 

to setting and monitoring compensation across the organization.  The practices, descriptions, and overall 

governance of the program are considered in line with prevailing practices for public pension plans.  It 

includes roles and responsibilities for Human Resources, the Executive Director, Directors, and Managers 

across the organization.  The key responsibilities of the OP&F BƻŀǊŘΩǎ tŜǊǎƻƴƴŜƭ /ƻƳƳƛǘǘŜŜ Řƻ ƴƻǘ 

explicitly include language to approve the Salary Administration Guidelines, set salary levels across the 

organization, or determine annual merit increase levels; however, the BƻŀǊŘΩǎ ŀƴƴǳŀƭ ǊŜǾƛŜǿ ƻŦ ƘŜŀŘŎƻǳƴǘ 

and approval of the operating budget serves as a de facto measure in that regard. 

The document also describes the core principles and procedures for setting salary levels based on job 

grade, job description, and salary structure.  Job grades are set against market pricing, established via 

independent benchmarking on a formal five-year cycle with annual refresh processes.  The resultant 

analysis produces salary ranges ς min, median, max ς for each of the 90+ job descriptions within the 
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organization.  The Director of HR reviews salary range information annually with the ED, and the resultant 

changes inform the development of the annual operating budget and level of merit increases to be 

distributed to each department.  The Salary Administration Guidelines also link compensation directly to 

performance and recruiting efforts.  Guidelines exist that ensure that only those individuals performing 

ŀǘ ŀ άaŜŜǘǎ 9ȄǇŜŎǘŀǘƛƻƴέ ƭŜǾŜƭ ƻǊ ōŜǘǘŜǊ ǿƛƭƭ ōŜ ŜƭƛƎƛōƭŜ ŦƻǊ ŀƴ ŀƴƴǳŀƭ ƳŜǊƛǘ ƛƴŎǊŜŀǎŜΦ  ¢ƻǇ ƻŦ ǊŀƴƎŜ 

employees may receive a lump sum merit disbursement in lieu of a merit increase to keep their 

compensation within range.    New hires are customarily offered pay within the lowest two quartiles of 

the range, but special exceptions may be granted with ED approval.    

At present, OP&F does not offer incentive-based compensation to investment personnel.  While there are 

opportunities for special adjustments due to reevaluation, adjustment, and promotion, it is notable that 

ŀǇǇǊƻȄƛƳŀǘŜƭȅ фф҈ ƻŦ ǘƘŜ ŎƻƳǇŜƴǎŀǘƛƻƴ ōǳŘƎŜǘ ƛƴ ǘƘƛǎ ȅŜŀǊΩǎ ƻǇŜǊŀǘƛƴƎ Ǉƭŀƴ ƛǎ ǎŜǘ ŀǎƛŘŜ ŦƻǊ ǎǘŀƴŘŀǊŘ ƳŜǊƛǘ 

increases, thereby limiting opportunities for special adjustments.  The annual process for setting 

compensation in the operating budget is well documented.  Currently, there is no pre-defined 

compensation benefit attached to the achievement of certification or degree-based educational 

advancement; however, service award opportunities are available. 

OP&F HR regularly benchmarks the salary structure of its associates through the use of an independent 

third party.    The most recent formal examination was conducted in 2015 by Gallagher Benefit Services, 

an outside consultant.   The frequency of this benchmark is set at five-year intervals; however, OP&F 

postponed the commencement of the 2020 planned benchmark effort due to the pandemic.  In between 

third-party formal benchmarking reviews, the head of HR will examine existing salary levels using 

salary.com data to inform the annual budget and ensure that most recent information is utilized in 

comparing compensation. 

A few conclusions and recommendations from the 2015 benchmarking analysis are worthy of 

reconsideration at this time.  At the time of the study by Gallagher Benefit Services, an outside consultant 

concluded that OP&F aggregate salary levels fell approximately 6.9% below the peer average, which was 

considered competitive with the marketplace.    Twenty-six jobs were stepped up in grade while only two 

ǿŜǊŜ ǊŜŘǳŎŜŘΦ  CǳǊǘƘŜǊΣ ǘƘŜ Ŏƻƴǎǳƭǘŀƴǘ ŦƻǳƴŘ ǘƘŀǘ ǘƘŜ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ ƴǳƳōŜǊ ƻŦ ǳƴƛǉǳŜ Ƨƻō ŘŜǎŎǊƛǇǘƛƻƴǎ 

(and associated levels) was highly elevated when considering the total size of the organization.  They 

attributed this conclusion to an intent to reward long-term employees through the creation of title 

adjustments as opposed to the practice of establishing new job descriptions and grades as representative 

of significant and transparent job differences.  It is noteworthy that the number of position descriptions 

is slightly higher today than it was at the time of the compensation benchmark.  As a result of the study, 

OP&F awarded compensation study adjustments in lieu of merit increases to associates whose wages 

were less than 86% of the median benchmark. 

At the time of this fiduciary performance audit, CBIZ, an Ohio-based management consulting company, 

completed a full benchmarking analysis.  In light of the direct correlation between compensation decisions 

ŀƴŘ ǘƘŜ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ нлнн-2024 strategic planning goals in recruitment, retention and efficiency, the 

timing of subsequent actions of the organization based on its conclusions should carry a high level of 

importance.   To the extent that the organization opts to introduce an incentive, performance-based 

component to total compensation for select associates, FAS recommends that the organization includes 

this within the current benchmarking effort. 
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Recommendations for Improvement 

R2.3.1 Seek to reduce the number of distinct job descriptions and grades across the organization 

and end any remaining vestiges of practices that establish levels and compensation bands 

on the basis of employee longevity. 

R 2.3.2  In consideration of challenges in recruiting, temper the existing practice of compensating 

new hires into the lowest two bands of the compensation range.  Seek to bring in new talent 

at or near the midpoint level, which is defined as the compensation they could expect to 

receive on the outside. 

R2.3.3 Consistent with other public pension plans in the peer group, examine opportunities to 

enhance compensation opportunities for associates who complete certification or formal 

education milestones or for special performance recognition. 

R2.3.4  Consider the following structural modifications to the compensation program: 

¶ Including variable compensation in the annual operating budget. 

¶ Establishing independence in the calculation of performance from investment 

management (see Section 2.1). 

¶ Constructing new procedures and arithmetic formula for variable compensation which 

should include multiple years of investment performance. 

¶ Defining clear roles and responsibilities for the Director of HR, DED, and Head of 

Finance, the ED, and the board for approving the pool and individual awards. 
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2.4 Staff Qualifications and Continuing Education 

Monitoring and maintaining staff qualifications and continuing education requirements. 

Expectations  

Leading practices for staff training and continuing education policies within public retirement systems 

include: 

¶ A staff training policy which requires minimum annual levels of training 

o Mandatory for all employees (e.g., fiduciary, compliance, information security) 

o Department specific (e.g., investments, IT, member services) 

o Role-specific (e.g., leadership training for managers and directors) 

¶ Training roles and responsibilities 

¶ New employee orientation requirements 

¶ Types of acceptable training (e.g., on-the-job training, on-site training classes, self-study including 

online training available through other state agencies, external training programs) 

¶ Employee reimbursement policy for external training 

¶ Tuition reimbursement policy 

¶ Professional certification expense reimbursement policy 

A well-executed employee training program should include a comprehensive training plan and program 

for the organization which identifies training needs and monitors participation at the individual level.  

Typically, the Human Resources (HR) department will have a central leadership and coordinating role in 

providing training which is common across the organization, and each department head has a lead role 

for department-specific training, with support from HR. 

 

Standards of Comparison and Findings 

Staff Qualifications and Continuing Education Standards of Comparison Findings 

Staff development design and offerings are well structured to support the 
ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ ǎǘǊŀǘŜƎƛŎ ǇƭŀƴΦ    

Partial 

There are effective staff training and continuing education practices, and 
these are included in formal policy statements. 

Partial 

There is an onboarding program for new employees which includes training 
and a structured review process. 

Yes 

There are tuition and professional certification reimbursement policies for 
staff. 

Yes 

An organization-wide staff development program includes tracking individual 
skills and experiences, completed education, monitoring the relationship 
between development, performance, and retention, and establishing a 
continuous improvement culture for training and development needs. 

Partial 
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Conclusions 

Achieving success in staff development begins with a culture and mindset that emphasizes training and 

education to foster continuous improvement and achieve critical organizational goals.  A thoroughly 

integrated and mature program of learning and development includes a holistic approach that considers 

the essential skills and aptitudes to not only fulfill the mission of the organization, but also to deliver upon 

its strategic goals and objectives.  This construct should be supported by individually tailored development 

plans that are integrated into both the performance management and succession planning processes for 

the organization.  Evidence of this operating model exists at OP&F beginning with the breadth and depth 

of training and educational opportunities that the Human Resources team has made available to 

associates.  However, there are still notable opportunities for improvement to raise the overall training 

ŀƴŘ ŘŜǾŜƭƻǇƳŜƴǘ ǇǊƻƎǊŀƳ ǿƛǘƘƛƴ htϧC ǘƻ ƳŀȄƛƳƛȊŜ ǘƘŜ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ ŀōƛƭƛǘȅ ǘƻ ŘƛǊectly influence the 

overall performance; to attain the priorities of retention and efficiency outlined in the 2022-2024 strategic 

plan; and to improve the probability of success for existing and future change initiatives to attain a 

desirable outcome. 

There are many positive aspects to the OP&F training and development program.  The OP&F Board 

Governance Policy Document explicitly states within the Personnel Committee Charter that one of the 

ǇǳǊǇƻǎŜǎ ƻŦ ǘƘŜ tŜǊǎƻƴƴŜƭ /ƻƳƳƛǘǘŜŜ ƛǎ ǘƻ άfoster and support the education and training of the staff and 

9ȄŜŎǳǘƛǾŜ 5ƛǊŜŎǘƻǊΦέ  ¢Ƙƛǎ ǊŀƛǎŜǎ ǘƘŜ ƛƳǇƻǊǘŀƴŎŜ ƻŦ ǘƘŜ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ ŎƻƳƳƛǘƳŜƴǘ ǘƻ ǎǘŀŦŦ ŘŜǾŜƭƻǇƳŜƴǘ 

to the Board and should be considered a best practice.    Key operational practices that support this role 

would include the communication of an annual development plan across the organization and a year-end 

review of actual participation levels in training and education against that plan.  At present, the core 

strength of the training and development program lies within the internal and external educational 

offerings that are available to associates. 

Training and development opportunities at OP&F are well documented, easily accessible, and tracked.   

They range from mandatory compliance training up to and including formal degree-based programs at 

over eleven local accredited colleges and universities in the Columbus area.  A synopsis of programs 

includes: 

1. New hire orientation, containing both a core component and material developed departmentally; 

2. Biz Library, providing online learning for business skills, HR compliance, IT, and leadership and 

management skills; 

3. Coursework through the Management Advancement for the Public Services (MAPS) through the 

John Glenn College of Public Affairs at The Ohio State University; 

4. The Executive Management Institute (EMI), mandatory for all covered associates (management 

and lead exempt positions) which contains three aspects ς 

a. Certified Manager Program; 

b. Pension System Series including investments, healthcare and actuarial; and 

c. MAPS coursework. 

5. Citywide Training and Development in organizational and personal development through the City 

of Columbus; and 

6. Educational Fairs with local institutions of higher education for employees to seek degrees in 

higher education. 

 Recently, OP&F raised their education assistance / tuition reimbursement upper limits from $5,000 to 
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$7,000 and earmarked $45,000 - $50,000 in the Operating Budget.   Fewer than a handful of associates 

have taken advantage of it recently, likely in part due to the pandemic.   Actual spending levels have yet 

to reach tuition reimbursement budgeted forecasts. 

HR has also commenced the practice of integrating training and development into the OP&F succession 

plan.  By mapping the knowledge and competency requirements of each critical position within the 

organization to an inventory of the skillsets of potential successors, the organization can quickly build 

customized training and education plans to facilitate the transfer of responsibilities when needed.  To 

evidence the importance of succession, these training and education plans should further be integrated 

into the annual goal setting process and be evaluated as part of the performance management cycle at 

the end of each year. 

Throughout the OP&F 2022-2024 Strategic Plan, there are references to strategies that emphasize 

improved service, process improvements, cost savings, and efficiency achievement.  Goal # 6 contains a 

ǎǘǊŀǘŜƎȅ ǘƻ άƘƛǊŜΣ ŘŜǾŜƭƻǇ ŀƴŘ ǊŜǘŀƛƴ ǎǘŀŦŦ ǘƻ ƳŜŜǘ ǘƘŜ ǇǊŜǎŜƴǘ ŀƴŘ ŦǳǘǳǊŜ ƴŜŜŘǎ ƻŦ htϧCέΦ    Lƴ ǎǳǇǇƻǊǘ ƻŦ 

these goals and strategies, there are major mission critical business systems initiatives underway within 

the organization, some of which are designed to replace unsupported technologies and others intended 

to introduce new ways of doing business within the organization and with critical partners (i.e., self 

service).  In our interview process, many OP&F leaders have pointed to a deficiency in change 

management skillsets across the organization as a point of high inherent risk to the success of projects.    

While IT has taken steps to improve their project management office (PMO), establishing a critical mass 

set of skills in key project roles traditionally executed by the business ς including business requirements 

development, user acceptance test script development, process mapping and documentation, and 

training material development and delivery ς should be a top near-term priority for the organization.    

While engagement of third-party consulting firms to assist in these project tasks can facilitate their 

execution, OP&F should endeavor to self-source these functions over the longer term for economic and 

strategic reasons.   

 

Recommendations for Improvement 

R2.4.1  Cross reference training and development offerings against the strategic plans goals and 

strategies and fill in gaps where needed.   Develop change management competencies 

across member services, finance, investment accounting, and investment operations.     

R2.4.2  Informed by the succession plan, strategic planning document, and tactical objectives, 

ƛƴŎƻǊǇƻǊŀǘŜ ŀǘ ƭŜŀǎǘ ƻƴŜ ŘŜǾŜƭƻǇƳŜƴǘ ŀƴŘκƻǊ ǎƪƛƭƭǎ ŀŎǉǳƛǎƛǘƛƻƴ Ǝƻŀƭ ƛƴǘƻ ŀƭƭ ŀǎǎƻŎƛŀǘŜΩǎ 

annual performance management plan.      

R2.4.3  Develop annual development plan across the organization and share with the Personnel 

Committee annually.   Present actual training and development accomplishments against 

targets at year end. 

R2.4.4  Analyze existing HR headcount and capacity to broaden training and development 

recommendations.   Increase or augment staff levels as required. 
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3. Investment Policy and Oversight 

Overview of Investment Policy and Oversight 

The OP&F Board has chosen to hire a small, but highly qualified in-house investment staff with extensive 

use of external investment advisors and investment managers to invest the portfolio.  No funds are 

managed directly in-house.   

The Ohio Police and Fire Pension Fund Board (OP&F Board) is entrusted with the role of overseeing the 

investment of the Retirement and HealthCare assets of police and fire officers in  Ohio.  Today the plan 

size of $18.5 billion ranks OP&F as the 60st largest public pension fund in the US according to Pension and 

Investments data. 

OP&F is among a very small number of major institutional investors to have adopted a risk parity 

ƛƴǾŜǎǘƳŜƴǘ ŀǇǇǊƻŀŎƘ ŀŎǊƻǎǎ ǘƘŜ tƭŀƴΩǎ ŜƴǘƛǊŜ ƛƴǾŜǎǘƳŜƴǘ ǎǘǊǳŎǘǳǊŜΦ   

Following the 2008 financial crisis, the Board and Staff, after extensive research and education provided 

by both consultants and industry practitioners, adopted a highly diversified investment strategy based on 

an investment concept known as risk parity.  The approach has led the OP&F fund to adopt different 

portfolio structure decisions when compared to peer funds that have taken a more traditional portfolio 

ǎǘǊǳŎǘǳǊƛƴƎ ŀǇǇǊƻŀŎƘΦ  9ȄŀƳǇƭŜǎ ƻŦ Ƙƻǿ htϧCΩǎ ƛƴǾŜǎǘƳŜƴǘ ŀǇǇǊƻŀŎƘ ŘƛŦŦŜǊǎ ƛƴŎƭǳŘŜ ƳŜŀƴƛƴƎŦǳƭ ǳǎŜ ƻŦ 

portfolio leverage, especially with fixed income investments, a very significant portfolio position in 

inflation linked bonds, holding meaningful positions in gold, pipelines (through Master Limited 

Partnerships (MLPs)), and other real asset portfolios.  OP&F has also made extensive use of an alpha 

seeking investment strategy known as portable alpha.  

OP&F 10-year performance is in the top quartile (14th percentile) among peer public pensions, and over 

135 basis points annualized performance above the policy benchmark on an after-fee basis. 

!ŎŎƻǊŘƛƴƎ ǘƻ ǘƘŜ ²ƛƭǎƘƛǊŜ ƛƴǾŜǎǘƳŜƴǘ ǊŜǇƻǊǘ ǘƻ ǘƘŜ htϧC .ƻŀǊŘ ŦǊƻƳ CŜōǊǳŀǊȅ нлннΣ ǘƘŜ ŦǳƴŘΩǎ мл-year 

annual return performance through December 31, 2021, was 10.81%, compared to a peer group (over 

400 funds) median of 9.81%.  The OP&F policy return of 9.43% for that period was third quartile, indicating 

that staff and managers added 138 bps of value above benchmark levels. 

The OP&F Board, Staff and Consultŀƴǘǎ ŀǊŜ ŎƭŜŀǊƭȅ ǘƘƛƴƪƛƴƎ άƻǳǘǎƛŘŜ ǘƘŜ ōƻȄέ ƛƴ ǘƘŜƛǊ ǎŜŀǊŎƘ ŦƻǊ Ǌƛǎƪ 

adjusted returns for the OP&F beneficiaries.   

The Board and Staff are well informed of the benefits and risks of the risk parity approach and understand 

that meaningful differences can result with respect to investment performance and fees when compared 

to peers.  Our findings, typically stated as lagging, prevailing and leading policies or practices, are 

developed for this fiduciary performance audit with the overriding knowledge that the OP&F Board and 

staff has embraced the risk-parity based investment structure. 
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3.1 Investment Policy and Procedures  

The OP&F Board follows prevailing practices in the development of their IPS.  A separate Statement of 

Investment Beliefs should be developed by the Board. 

Input is solicited from multiple sources by the Board and Staff, including input from the actuaries, 

investment consultants, investment managers, stakeholder input, solicitation (and proactive legislative 

actions) regarding funding rules established by the Ohio Legislature are all evidenced in the Board 

materials and minutes.  All are acting with a high level of knowledge regarding the key issues impacting 

the OP&F investment program and liability structure.  The Board is acting with diligent interest and 

knowledge regarding all aspects of the investment structure. 

The OP&F Investment Policy and Guidelines Statement (IPS) is at prevailing practice levels in most areas. 

The IPS is detailed, yet clear and concise and outlines policies relating to many key asset implementation 

areas including rebalancing, derivatives, proxy voting, Ohio investments, trading, securities lending, 

valuations, and performance measurement.  The IPS statement is supplemented by more detailed policy 

and guideline statements that detail many of the policies and procedures followed in the implementation 

of the IPS.  There could be a more explicit link for the investment allocation to the unique liability 

characteristics and funding policies. 

The IPS articulates investment implementation guidelines and guidance regarding implementation 

policies and procedures well.   

There is a well-developed understanding of the liquidity risks inherent in the approach OP&F is taking to 

implement their investment program.  The daily liquidity monitoring in place is at a leading practice level.  

OP&F should develop a clear articulation of the methodologies used in calculating fund and asset class 

level benchmarks; this is currently an area with lagging practices. 

OP&F should develop a separate IPS for the OP&F Post Employment Healthcare plan (PEHC).   

This separate pool of assets overseen by the OP&F Investment Department, currently about $900 million 

in assets, on behalf of the OP&F Board, does not have its own IPS.  The different purposes, different 

potential investment structures and different cash flows of this plan warrant a separate logic and review 

process from the defined benefit plan.  The actuarial reports suggest, given current spending and 

contribution rates, this plan will run out of money during the period between 2035 and 2038.  The 

materially different liability position of this plan warrants separate consideration from an investment 

perspective by the Board.   

Staff should create a summarized monthly compliance report that includes long-term and interim 

investment guidelines, asset allocation ranges, and an affirmation of compliance with these ranges over 

the past monthly period. 

The OP&F system of ensuring the investment portfolio is kept within the approved asset allocation is 

working well.  All necessary information is available on a timely basis to all appropriate decision makers 

and compliance/monitoring agents.  The information to create a new summary report is contained in the 

reports already delivered and compliance is implied in the approach to reporting being utilized.  The 

monthly compliance report would improve the understanding of the Board and constituents not as 

ŦŀƳƛƭƛŀǊ ǿƛǘƘ ǘƘŜ ƛƴƴŜǊ ǿƻǊƪƛƴƎǎ ƻŦ htϧCΩǎ ƛƴǾŜǎǘƳŜƴǘ ǎǘǊǳŎǘǳǊŜΦ 
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The Board is currently conducting a new asset-liability study and recently lowered the expected rate of 

return from 8% to 7.5%, which is still high relative to peers. 

The ALM study currently underway will provide staff and Board a significant opportunity to review the 

overall health of the OP&F liability and question the underlying assumptions that have been in place since 

the last full ALM study and experience review was conducted in 2017.  During the beginning stages of this 

review, the Board lowered the discount rate for the plan liability from 8.0% (which was a true outlier 

among public pensions) to 7.5%, which is still high.  The National Association of State Retirement 

Administrators (NASRA) recently published research that indicated the average expected rate of return 

assumption among U.S. state retirement systems is now 6.99%. 

OP&F has a high degree of cash awareness and attentiveness on their alternative positions. 

The interplay between staff and service providers and the technology infrastructure provides a high 

degree of confidence that the information is available for all involved to make rebalancing decisions in a 

proactive and timely basis.  There appears to be a keen awareness of policy versus actual positioning and 

the awareness of when the need to rebalance should market positions warrant. 

While we found the awareness of the rebalancing process and practices followed to be at standard 

industry practices, the documentation of the processes followed by the various parties connected to this 

process is lagging practice.  We found little evidence that the roles and responsibilities of the various 

parties that are being implemented well were documented. 

OP&F should establish a new uniform template for Board investment approval packets that includes a 

short cover page summary. 

Documentation of due diligence and fit within investment policy and strategy is consistent with standard 

industry practices.  Nevertheless, approval packets are inconsistent in organization and style.  Although a 

multiple-page summary was usually contained at the beginning of the typically 50 to 100+ page packet, a 

short summary page covering specified key points that both summarize the transaction, identify primary 

reasons for its recommendation, and note potential risks, could be included as part of the preferred 

format.  

The external manager compliance monitoring system is prevailing practice level. 

There are external compliance monitoring systems that could be employed by OP&F to improve the 

accuracy and efficiency of this process.  We understand that these systems are being actively explored 

and believe the systems transition that would be required would be positive for OP&F. 

OP&F should collect all significant policies, statutes, and rules within a single reference document (e.g., 

the Governance Manual) that is regularly updated. 

¢ƘŜ htϧC DƻǾŜǊƴŀƴŎŜ aŀƴǳŀƭΣ ǘƻƎŜǘƘŜǊ ǿƛǘƘ htϧCΩǎ ŀŘŘƛǘƛƻƴŀƭ ǇƻƭƛŎƛŜǎΣ ŎƻǾŜǊ Ƴƻǎǘ ƻŦ ǘƘŜ ǘopics that are 

usually included in peer governance or policy manuals.  Some, but not all, are identified for review and 

updating after a specific time period.  We recommend that OP&F bring all of its substantive policies 

together in a comprehensive manual.  The manual could be provided to trustees, staff, and stakeholders, 

with a copy posted on the OP&F website.  Each policy, or groups of policies, could be assigned a time 

period for review, with oversight responsibility for the review assigned to a committee or staff position. 
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The Board should establish a policy for either internal or external benchmarking of policies on a set 

periodic or policy by policy basis. 

OP&F does not have a policy that requires a benchmarking process when policies are updated.  In order 

to ensure that policies remain up to date as circumstances and peer practices change, OP&F could conduct 

periodic policy benchmarking reviews or engage a consultant to advise on industry changes and trends. 

 
3.2 Investment oversight and review.  

OP&F follows prevailing industry practices when generating performance measurement reports and 

monitoring their external investment managers. 

The measurement of after-fee performance benchmarking through CEM is a prevailing practice for large 

public funds.  The past retention by Aksia TorreyCove to perform a review of private equity performance 

and fees based on OP&F historic cash flow records assures accuracy and transparency of CEM after fee 

results across the portfolio. 

The quality of the regular board reporting should be improved. 

The Wilshire reports are the primary source of performance and portfolio information for the Board, and 

staff provides portfolio valuation summaries.  Both provide adequate levels of quantitative information 

but do not get into the detailed issues generated by the sophisticated strategies being followed by OP&F 

nor do they provide an interpretive analysis.  For both reports, a written top-level Executive Summary 

discussion and analysis of results versus expectations is missing.  This type of Executive Summary analysis 

from an independent third party such as an investment consultant is a prevailing practice. 

The regular asset class reviews provided by Wilshire, Townsend and Aksia/TorreyCove ς separate from 

the quarterly performance reporting process - provide a greater level of detail on the investment 

structure and philosophy behind the portfolio strategy. 

These periodic structure review presentations are essential elements of the OP&F monitoring process and 

help develop and enhanŎŜ ǘƘŜ .ƻŀǊŘΩǎ ǳƴŘŜǊǎǘŀƴŘƛƴƎ ƻŦ ǘƘŜ ƛƴǾŜǎǘƳŜƴǘ ǇƻǊǘŦƻƭƛƻ ǇƘƛƭƻǎƻǇƘȅΦ  ¢ƘŜ ǊŜǾƛŜǿ 

of risk, liquidity, interim target allocations and alpha expectations from the structure and individual 

managers are or should be contained in these review documents and outline the risks and potential 

rewards of each element of the portfolio structure.  These reviews should be presented at least annually 

ŦƻǊ ŜŀŎƘ ŀǎǎŜǘ Ŏƭŀǎǎ ŀƴŘ ǘƘŜ tƭŀƴ ŀǎ ŀ ǿƘƻƭŜ ǘƻ ŀǎǎǳǊŜ ǘƘŜ .ƻŀǊŘΩǎ ǳƴŘŜǊǎǘŀƴŘƛƴƎ ƻŦ ŜŀŎƘ ŀǎǎŜǘ Ŏƭŀǎǎ ƛǎ 

current with respect to these important portfolio structure decisions inherent in the OP&F investment 

program.   

More detailed information should be provided to the Board regarding investment performance. 

On the quantitative side, plan level attribution and analysis are needed.  On the asset class level, security 

level portfolio structure reviews compared to plan benchmark should demonstrate the active risk of the 

portfolio.  There are only a limited number of portfolio structure reviews comparing performance versus 

benchmark for the underlying portfolio managers, and none occur at the asset class level.  There is also 

limited analysis and reporting on liquidity estimates and outlook as a regular part of the monitoring effort.  

Overall, there is significant room for improvement in the quality and quantity of information delivered to 

the Board in order to aid in their mandated monitoring requirements of the OP&F portfolio. 
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The due diligence process utilized in the monitoring of external managers is both thorough and 

thoughtful. 

The Investment Manager Monitoring and Evaluation Policy outlines the process and procedures well.  

Also, the manager review and rating process that takes place at the Board level ς supported by external 

opinions of the general and specialty consultants ς can be considered leading practice. 

The discipline of having internal investment professionals and external investment 

providers/employees certify confirmation with CFA Institute standards and applicable ethics laws is a 

standard practice. 

The adoption of a manager reporting requirement detailing the actual standards OP&F expects service 

providers to comply with and to request each individual or organization involved with the investment 

process of OP&F funds to annually certify compliance with these standards would provide meaningful 

reinforcement of expectations that these standards are adhered to when implementing investment 

decisions on behalf of OP&F members.    

Transaction cost management and broker practices are controlled and monitored at OP&F and 

considered consistent with peer practices.   

Externally managed funds are required to transmit all purchase and sales information for publicly traded 

securities to Zeno for third party trade cost analysis (TCA).  The vendor provides TCA reports in aggregate 

and broken out by individual managers within its domestic and global Sponsor Monitor Report each 

quarter to OP&F.  The Zeno trade cost analysis, with accompanying OP&F commentary, should be included 

in the external manager fee report to the Board. 

¢ƘŜǊŜ ŀǊŜ ŀ ƴǳƳōŜǊ ƻŦ .ƻŀǊŘ ŀǇǇǊƻǾŜŘ ǘǊŀƴǎƛǘƛƻƴ ōŜƴŎƘƳŀǊƪǎ ǊŜǎǳƭǘƛƴƎ ƛƴ άǇƻƭƛŎȅ ōŜƴŎƘƳŀǊƪǎέ ŦƻǊ ōƻǘƘ 

the Plan and Asset Class level that exist in the calculation of results.   

These benchmarks are necessary to aid in the understanding of the portfolio given the large number of 

portfolio structure transitions that have occurred over time.  While these transition benchmarks aid in the 

accurate comparison of performance results during these transition periods, it can be difficult to fully 

grasp an understanding of top-level structure decisions versus benchmarks that represent possible 

investable alternatives.   

OP&F should conduct a Plan and asset class level benchmark review in the investment structure reviews 

provided by Board consultants.   

Periodic review of Plan and Asset Class level benchmarks by the Board is a leading practice.  Ongoing 

reviews of the Plan Level and individual asset class level benchmarks should be reviewed every 3-5 years.  

Moving the structure reviews of each asset class to an annual basis would provide an opportunity to 

include a brief review of benchmarks and periodically include a more thorough review of benchmark 

possibilities.   

On an overall basis, OP&F has leading or prevailing practices for managing external manager fees both 

in public accounts and alternative based accounts.        

Fee schedules and guidelines for externally managed portfolios containing publicly traded securities are 

codified in Exhibit B to Investment Management Agreements and within Limited Partnership Agreements 
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for privates and alternatives.  OP&F policy is supported by regular practices in both the validation and 

reporting of external manager fees, which are well documented.   

The validation and oversight practices for external manager fees at OP&F are considered thorough and 

well controlled and we understand practices for private assets are being improved. 

The investment team manages spreadsheets for all public market funds and prepopulates them with the 

terms found in Appendix B of the investment management agreement.  Management fee risks and 

controls are included in the enterprise risk framework and control factors are in place that describe 

htϧCΩǎ ƳŀƴŀƎŜƳŜƴǘ ƻŦ ǘƘŜ ǊƛǎƪǎΦ 

Private / alternative asset procedures and practices for external manager fund fee validations have 

historically been less robust than the procedures covering publicly traded funds.  Investment associates 

manage spreadsheets to oversee fund fees as they ae described in quarterly GP statements.  OP&F lags 

many other public pension plans in their adoption and enforcement of the Institutional Limited Partners 

Association (ILPA) standards for their GPs to follow.  We understand OP&F has  entered into a contractual 

arrangement with a third party for the purpose of consolidating, validating,  and reporting of private fund 

management fees, against both a cost basis of AUM and as a percent of committed capital, similar to some 

other funds.  This should be an improvement. 

The annual manager fee report to the board and in the annual comprehensive financial report could be 

enhanced by adding relative and absolute performance information and breaking out management fees 

from performance fees, and including carried interest costs, where applicable.    

External manager fee reporting is performed by the OP&F investment team on a regular basis.  In the 

spring, OP&F includes an annual fee report in materials provided to the Investment Committee of the 

Board, although there is not a formal presentation on the subject.  The audited Annual Comprehensive 

Financial Report (ACFR) contains a schedule of external management fees by asset class.  In the annual 

fee reports produced for the Investment Committee of the Board, fees are listed by the manager and 

aggregated by asset class, with totals shown as basis points against AUM at year end. 

htϧCΩǎ ŜȄǘŜǊƴŀƭ ƳŀƴŀƎŜǊ ŦŜŜǎΣ ǿƘŜƴ ŀŘƧǳǎǘŜŘ ŦƻǊ ƛǘǎ ƛƴǾŜǎǘƳŜƴǘ ǎǘǊŀǘŜƎȅΣ ŀǊŜ Ŏomparable to peers. 

OP&F has engaged the benchmarking services of CEM to analyze investment performance and cost.  In 

the most recent CEM report for calendar year 2020, CEM reported that OP&F external manager costs 

compared favorably to peers, and on an overall basis were 0.8 bps below median external manager costs 

for their peer group when examined across 19 asset classes and investment styles. 

htϧCΩǎ ƳŀƴŀƎŜǊ ǎŜŀǊŎƘ ǇǊƻŎŜǎǎ ƛǎ ŜŦŦŜŎǘƛǾŜ ŀƴŘ ǿŜƭƭ ŘƻŎǳƳŜƴǘŜŘ ƛƴ ǘƘŜ LƴǾŜǎǘƳŜƴǘ aŀƴŀƎŜǊ {ŜŀǊŎƘ 

Policy document.   

A close partnership has developed between the Staff and Consultants, producing a strong investment 

manager candidate sourcing stream.  OP&F appears to be in compliance with the Ohio-Qualified 

Investment Manager Policy during the manager search processes we observed.    The real estate and real 

asset manager search process is driven more by Townsend ς the real asset and real estate consultant ς 

than staff, a typical practice among many OP&F peer organizations for specialty asset classes.  Private 

Equity due diligence is a team effort between staff and Aksia/TorreyCove, with Aksia/TorreyCove leading 

the operational due diligence effort.  Wilshire participates in Private Credit and public market search 
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investment and operational due diligence processes for new managers and investment opportunities. 

OP&F external manager monitoring processes are appropriate. 

The policies and procedures that OP&F follows when performing ongoing manager due diligence are 

thorough and well documented and at prevailing practice levels.  The quarterly monitoring process and 

annual deep dive review process staff follows is detailed a policy document and is being executed well.   

   

3.3 Investment and fiduciary risk.  

OP&F guidelines for investment risk are appropriate and prevailing practice. 

The IPS as well as individual investment guidelines for the managers employed to implement the OP&F 

investment portfolio contain relevant investment guidelines including Plan, Asset Class and Manager 

benchmarks.  The investment manager compliance and monitoring process followed by staff and 

consultants appears robust ς although we encourage the development of a more systems-based 

compliance process monitoring which allows a security level look through to portfolio positioning and risk 

positioning in the future. 

The process of defining and understanding soft risks associated with the OP&F investment portfolio is 

less well developed.   

The reliance on risk-parity and portable alpha in the search for risk adjusted returns has implementation 

risks attached to it that cannot be measured through traditional portfolio management analysis.  As 

mentioned in 3.1.1, a Statement of Investment Beliefs (SIB) covering areas such as the ability to hire/train 

and develop staff, peer comparison risks from the perspective of the public plan universe, ESG risks, 

actuarial estimation risks, liquidity risks, etc., should be addressed by the staff and Board to develop a 

better understanding and appreciation of these very real economic and soft risks associated with the 

management of the OP&F portfolio.  The analysis and reporting on the potential and actual risks of the 

OP&F Post Employment Health Plan are also lacking. 

Developing and maintaining staffing and talent on the OP&F investment team is a key risk. 

There is a strong commitment to the cause of supporting the Police and Fire officers of Ohio with OP&F 

ǎǘŀŦŦΦ  ¢ƘŜ ǇƻǘŜƴǘƛŀƭ ƭƻǎǎ ƻŦ ǘƘƛǎ ŎǳƭǘǳǊŜ ƛǎ ŀ ƪŜȅ Ǌƛǎƪ ǘƻ ǘƘŜ ƳŀƴŀƎŜƳŜƴǘ ƻŦ htϧCΩǎ ƛƴǾŜǎǘƳŜƴǘ ǇƻǊǘŦƻƭƛƻΦ  

Connected to this issue, inevitable investment officer transition is a key, non-quantitative risk for OP&F 

to consider.  OP&F will need both compensation and non-compensation incentives such as maintenance 

of a great work environment to attract and retain future investment talent.  Sustaining the management 

skills required to maintain a successful investment culture over time is an extremely important 

management risk for the OP&F Board and management to consider and monitor.   

 

3.4 Custodian policy. 

Custody of public assets at OP&F is contracted with Huntington National Bank for domestic securities, 

and through Huntington to Northern Trust Bank (as sub-custodian) for international securities, 

respectively.  Northern Trust also provides foreign exchange trading, derivatives servicing and collateral 
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management, and investment risk and analytic services. 

The banking relationships are managed through the Treasurer of State (TOS), who performs this function 

for all Ohio state public pension plans and other agencies with asset safekeeping needs.   RFPs are issued 

every four years.  Additional fee-based service offers provided by the banks are contracted directly 

through the participating agency. 

During the most recent selection process, which concluded in 2020, the TOS included OP&F staff in the 

development of the RFPs and in evaluation of proposals.  The selection process resulted in OP&F receiving 

services from the custodial bank it wanted.  However, OP&F was not part of the contractual negotiations. 

The Ohio custodian policy, with the Treasurer of State selecting custodial banks, and the requirement 

for an international sub-custodian, has over time resulted in OP&F following an in-house strategy, with 

support from other third-party providers, and minimizing services from the custody banks. 

Back-office investment services functions and technology are supported in house at OP&F while fund-

based, front-office and middle-office services are included into external manager IMAs.  OP&F Investment 

Management manages the official books-and-records for the pension fund, and accordingly the 

associated business systems, and all the required interfaces with the custodians and downstream 

performance and general ledger business systems.     

tǊŜǾŀƛƭƛƴƎ ǇǊŀŎǘƛŎŜ ŀǘ ǇŜŜǊ ǇǳōƭƛŎ ŦǳƴŘǎ ƛǎ ǘƻ ƭŜǾŜǊŀƎŜ ǘƘŜ ŎǳǎǘƻŘƛŀƭ ōŀƴƪΩǎ ŜȄǘŜƴǎƛǾŜ ǘŜŎƘƴƻƭƻƎȅ ǎǳƛǘŜΣ 

supplemented by other providers as necessary. 

The investment application-centric model (as used by OP&F) has been replaced over time by a nimbler, 

integrated, data-centric approach at most institutional investors of similar scale.  Custodians have been 

at the forefront of this transformation, expanding their service offers beyond recordkeeping, 

reconciliation, and compliance to include more sophisticated capabilities such as performance attribution 

and risk analytics.  As proliferation of outsourced accounting and reconciliation has grown, internal 

investment operations and accounting staff have been redeployed to deliver more sophisticated services, 

such as portfolio modelling, compliance monitoring, performance attribution and risk analytics, external 

manager operational due diligence, as well as offloading time-consuming components of external 

manager oversight from the investment professional staff. 

Within the narrower scope of external services provided to OP&F, the relationship and operating 

environment between the agency and its two custodial banks can effectively be summarized as an 

άƻǇǘƛƳƛȊŀǘƛƻƴ ƻŦ ǘƘŜ ǎǳōƻǇǘƛƳŀƭέΦ 

Our analysis concludes that existing (limited) services offered by Huntington National Bank and Northern 

Trust to OP&F are operational sound, form the basis of a highly collaborative relationship, and are 

supported by an effective scorecard and oversight program.  While TOS owns the custodial contracts, 

OP&F is considered a partner to it, provides significant input to the RFP process and in the review of 

ongoing monthly and semi-annual scorecards.    According to both custodians, OP&F leverages only a small 

portion of the service offerings of the banks.  Detailed operating procedures are in place across all 

processes for each custodian and kept current through the Treasurer of State.    

All parties view the currently defined service levels and scorecard reporting process as effective.   

Huntington National Bank is not equipped to support SWIFT at the present time, which lags industry 
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standard practices in the critical area of transactional communications with external managers.   While 

OP&F utilizes its internal PAM system for investment accounting, other oversight functions are primarily 

supported through spreadsheets.   The scorecard processes are considered industry leading insofar as 

ǘƘŜȅ ƳŜŀǎǳǊŜ ǘƘŜ ŎǳǎǘƻŘƛŀƴǎΩ ǇŜǊŦƻǊƳŀƴŎŜ ƛƴ ǎǳǇǇƻǊǘ ƻŦ htϧC ŀƎŀƛƴǎǘ ǘƘŜ ōŀƴƪǎΩ ƻǾŜǊŀƭƭ ǇŜǊŦƻǊƳŀƴŎŜ 

across nine key support functions (Huntington National Bank) and twelve distinct support functions 

(Northern Trust). 

The cash management services provided to OP&F by Huntington and Northern Trust are considered 

robust and well controlled.   

The cash management services provided to OP&F by Huntington National Bank and Northern Trust are 

considered robust and well controlled.    The custodians effectively manage cash balances to ensure that 

investment operations are not adversely impacted by the absence of funds (i.e., purchase settlements) 

and that cash available is effectively and efficiently invested in either short-term investment funds (NT) 

or money market funds (HNB).      

Ohio has a unique custodial services model that does not lend itself to comparison to peers with respect 

to cost. 

The uniqueness of the Ohio custodial service model ς resulting in a state domiciled provider for domestic 

securities and another (often more highly sophisticated) bank for international securities ς makes it 

somewhat challenging to perform an effective economic comparative analysis of services received. 

Although the Ohio statutory ŎǳǎǘƻŘƛŀƭ ǎŜǊǾƛŎŜǎ ƳƻŘŜƭ ƛǎ ŀ ƭŀƎƎƛƴƎ ǇǊŀŎǘƛŎŜΣ ǘƘŜ ¢ǊŜŀǎǳǊŜǊ ƻŦ {ǘŀǘŜΩǎ ƻŦŦƛŎŜ 

has improved custody bank selection and oversight processes. 

The lack of authority for the OP&F Board of Trustees to select the custodial banks is a lagging practice, as 

is the lack of authority for OP&F staff to directly manage the custodial bank relationship on a day-to-day 

basis.  Having said that, the current TOS staff are to be commended for taking a constructive and 

collaborative approach to working with OP&F to select and contract with the appropriate custodial banks 

and proactively monitoring and managing performance.  Under the current statutory requirement for the 

TOS to serve as custodian of the OP&F funds, this could be considered to be an effective approach.    

TOS and OP&F should take steps to ensure that the current positive custody relationships and processes 

continue to improve. 

We recommend that the Treasurer of State and OP&F develop a Memorandum of Understanding that 

documents current policies and procedures with respect to selection and oversight of the custodial banks 

to ensure that the effective current policies and processes remain and are improved in the future, even 

as new Treasurers are in office. 

¢ƘŜ ƭŀǿ ƛƴ hƘƛƻ wŜǾƛǎŜŘ /ƻŘŜ морΦлоΣ άLƴǎǘƛǘǳǘƛƻƴǎ ŜƭƛƎƛōƭŜ ŀǎ ǇǳōƭƛŎ ŘŜǇƻǎƛǘƻǊƛŜǎέΣ ŀƴŘ ƛǘǎ ƛƴǘŜǊǇǊŜǘŀǘƛƻƴΣ 

severely restricts the selection of potential custodial banks which can serve OP&F.   

²ƘƛƭŜ ǘƘŜ ǎǘŀǘǳǘŜ ǎǘŀǘŜǎΣ ά!ƴȅ national bank, any bank doing business under authority granted by the 

superintendent of financial institutions, or any bank doing business under authority granted by the 

regulatory authority of another state of the United States, located in this state, is eligible to become a 

ǇǳōƭƛŎ ŘŜǇƻǎƛǘƻǊȅΣ ǎǳōƧŜŎǘ ǘƻ ǎŜŎǘƛƻƴǎ морΦлм ǘƻ морΦнм ƻŦ ǘƘŜ wŜǾƛǎŜŘ /ƻŘŜΦέ  Lǘ ƛǎ ƻǳǊ ǳƴŘŜǊǎǘŀƴŘƛƴƎ ǘƘŀǘ 

ǘƘŜ ǇƘǊŀǎŜ άƭƻŎŀǘŜŘ ƛƴ ǘƘƛǎ ǎǘŀǘŜέ Ƙŀǎ ōŜŜƴ ƛƴǘŜǊǇǊŜǘŜŘ ƛƴ ŀ ǿŀȅ ǘƘŀǘ ŜƭƛƳƛƴŀǘŜǎ ŀƭƭ ōǳǘ ƻƴŜ ƻŦ ǘƘŜ ƳŀƧƻǊ 
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global custodial banks.  As a result, an additional sub-custodial bank has been selected to handle 

investment manager accounts with international holdings. 

This legal requirement is highly unusual for U.S. state public pension funds.  FAS is not aware of any other 

state which has an in-state custodial bank requirement.  As a result, all state funds outside of Ohio utilize 

a single custodial bank for their global custody services.  This results in more efficient processing and 

reporting, fewer reconciliation requirements, and lower costs. 

The legislature should eliminate the requirement for the OP&F custodial bank to have a presence in 

Ohio to allow for a single global custodial bank to serve OP&F to reduce costs and complexity. 

While many states, including Ohio, have laws encouraging selection of in-state investment managers, 

there is typically a qualifier that the managers must offer competitive services to other managers being 

ŎƻƴǎƛŘŜǊŜŘΦ  LƴŘŜŜŘΣ ǘƘŜ hƘƛƻ ǎǘŀǘǳǘŜ ŜƴŎƻǳǊŀƎŜǎ ǘƘŜ ǎŜƭŜŎǘƛƻƴ άǿƘŜƴ ŀƴ hƘƛƻ-qualified agent offers 

quŀƭƛǘȅΣ ǎŜǊǾƛŎŜǎΣ ŀƴŘ ǎŀŦŜǘȅ ŎƻƳǇŀǊŀōƭŜ ǘƻ ƻǘƘŜǊ ŀƎŜƴǘǎ ƻǘƘŜǊǿƛǎŜ ŀǾŀƛƭŀōƭŜΦέ  !ǎ ŀƭƭ ōǳǘ ƻƴŜ ƻŦ ǘƘŜ hƘƛƻ-

based custodial banks do not offer international support, they do not offer comparable services to the 

many other global custodial banks available to serve OP&F.   

 

 

  



2022 Fiduciary Performance Audit of the Ohio Police & Fire Pension Fund 

87 

 

3.1 Investment policy and Procedures.  

Scope of Review 

The Contractor will perform an evaluation of the board investment policy and procedures.  The 

Contractor will: 

3.1.1 Review the process by which the investment policy is adopted and compare that process to 

best practices; 

3.1.2 Review the Investment Policy Statement and compare it to industry best practices; 

3.1.3 Determine whether OP&F investment policy includes all critical elements, acknowledging an 

ǳƴŘŜǊǎǘŀƴŘƛƴƎ ƻŦ htϧCΩǎ ŦƛƴŀƴŎƛŀl and actuarial characteristics, and in accordance with 

established investment and funding goals, and risk tolerances; 

3.1.4 Evaluate whether the asset allocation is tied to the investment policy statement; 

3.1.5 Evaluate whether OP&F investment policy is compatible with the most recent asset/liability 

study and five-year experience review; 

3.1.6 Evaluate the adequacy of the mechanisms and decision-making processes utilized for 

setting, periodically reviewing, and rebalancing the asset allocation; 

3.1.7 Evaluate whether OP&F policy specifies to what extent the basis for particular investment 

decisions should be articulated in writing by the Board or OP&F staff; 

3.1.8 Evaluate the extent to which OP&F observes its formal written investment policies and 

procedures, and identify what, if any, practical problems have resulted either on a 

systematic or isolated (but significant) basis; and 

3.1.9 9ǾŀƭǳŀǘŜ Ƙƻǿ ƻŦǘŜƴ ŀƴŘ ōȅ ǿƘŀǘ ǇǊƻŎŜǎǎ ǘƘŜ ōƻŀǊŘ ƻǊ ǎǘŀŦŦ ǊŜǾƛŜǿǎ htϧCΩǎ ǿǊƛǘǘŜƴ ǇƻƭƛŎƛŜǎΣ 

guidelines, and procedures. 

 

Review Activities 

CƻǊ ƻǳǊ ŀǎǎŜǎǎƳŜƴǘ ƻŦ ǘƘŜ .ƻŀǊŘΩǎ LƴǾŜǎǘƳŜƴǘ tƻƭƛŎȅ ŀƴŘ DǳƛŘŜƭƛƴŜǎ {ǘŀǘŜƳŜƴǘΦ  ²Ŝ ǳǘƛƭƛȊŜŘ ǘƘŜ ŦƻƭƭƻǿƛƴƎ 

sources of information to complete our assessment and comparison to leading, prevailing and lagging 

practices:  

¶ htϧCΩǎ Ŏurrent Investment Policy and Guidelines Statement (IPS) dated 3/31/21 and prior 

versions available 

¶ Interviews with OP&F investment staff 

¶ Interview with the OP&F general investment consultant - Wilshire 

¶ Interview with the prior general investment consultant - Russell 

¶ Interview with OP&F specialty investment consultants ς Townsend (Real Estate) and Aksia 

TorreyCove (Private Equity) 

¶ Interviews with Bridgewater Associates and Grosvenor and Russell Investments ς current 

investment managers 

¶ Interviews with OP&F Custodians Northern Trust and Huntington Bank 

¶ Interview with the OP&F actuary ς Cavanaugh Macdonald 
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¶ Risk reports and analyses provided to the OP&F Board  

¶ Investment compliance reports 

¶ Performance reports and investment structure reports from Wilshire, Townsend and Aksia 

TorreyCove 

¶ FAS investment policy and operations knowledgebase 

¶ htϧCΩǎ ŀƴƴǳŀƭ ƛƴǾŜǎǘƳŜƴǘ ǊŜǇƻǊǘǎ ǎƛƴŎŜ нлму 

¶ OP&F CEM reports 

¶ htϧCΩǎ Ƴƻǎǘ ǊŜŎŜƴǘ ŀǎǎŜǘ-liability study (and discussions regarding the asset-liability study now 

underway) and annual Actuarial Valuations delivered 

¶ htϧCΩǎ Ƴƻǎǘ ǊŜŎŜƴǘ ŦƛǾŜ-year experience review 

¶ htϧCΩǎ ǊŜōŀƭŀƴŎƛƴƎ ǊŜǾƛŜǿǎ ŀƴŘ ƳƻƴǘƘƭȅ ǇƻǊǘŦƻƭƛƻ Ǿŀƭǳŀǘƛƻƴǎ 

¶ htϧCΩǎ .ƻŀǊŘ ƳƛƴǳǘŜǎ 

¶ htϧCΩǎ LƴǾŜǎǘƳŜƴǘ wŜǇƻǊǘǎ ŘŜƭƛǾŜǊŜŘ ǘƻ ǘƘŜ .ƻŀǊŘ 

¶ htϧCΩǎ ƛƴǾŜǎǘƳŜƴǘ ǇƻƭƛŎȅ ŘƻŎǳƳŜƴǘǎ ŦƻǊ ŜŀŎh asset class, Proxy Voting, Sudan/Iran, Broker 

policies 

¶ htϧCΩǎ ƛƴǾŜǎǘƳŜƴǘ ŦƛƭŜǎ ǊŜƭŀǘŜŘ ǘƻ ǎǇŜŎƛŦƛŎ ƛƴǾŜǎǘƳŜƴǘǎ 

¶ wŜƭŜǾŀƴǘ htϧCΩǎ ƛƴǘŜǊƴŀƭ ŀǳŘƛǘ ǊŜǾƛŜǿǎ ŀƴŘ {ǘŀŦŦ LƴǾŜǎǘƳŜƴǘ /ƻƳƳƛǘǘŜŜ ό{L/ύ ŘƻŎǳƳŜƴǘŀǘƛƻƴ 

¶ LƴǾŜǎǘƳŜƴǘ DǳƛŘŜƭƛƴŜǎ ŀƴŘ ŦŜŜ ŀƎǊŜŜƳŜƴǘǎ ŦƻǊ htϧCΩǎ Ŝxternal asset managers 

To develop our assessment, we utilized the knowledge of our team members and the FAS knowledgebase 

to assess the contents of the IPS.  The FAS team reviewed the IPS, the asset-liability study, investment 

reports and rebalancing reports to evaluate consistency of investment staff actions with policies.  Using 

the information described above, the FAS team: 

1. Assessed how the IPS is developed and updated and compared to leading and prevailing practices  

2. Reviewed the content of the IPS and compared it to peer leading practices  

3. Determined whether OP&F IPS includes an understanding of OP&F financial and actuarial 

characteristics and is developed in accordance with established investment and funding goals and 

risk tolerances 

4. Assessed consistency between the IPS and the asset allocation, the asset/liability study, and the 

most recent five-year experience study.    

5. Reviewed mechanisms and decision-making processes for periodically reviewing and rebalancing 

the asset allocation  

6. 9ǾŀƭǳŀǘŜŘ htϧCΩǎ ǇƻƭƛŎƛŜǎ ŀƴŘ ǇǊŀŎǘƛŎŜǎ ŦƻǊ ŘƻŎǳƳŜƴǘŀǘƛƻƴ ƻŦ ƛƴǾŜǎǘƳŜƴǘ ŘŜŎƛǎƛƻƴǎ 

7. !ǎǎŜǎǎŜŘ htϧCΩǎ ŎƻƳǇƭƛŀƴŎŜ ǿƛǘƘ ŘƻŎǳƳŜƴǘŜŘ ƛƴǾŜǎǘƳŜƴǘ ǇƻƭƛŎies and procedures and identified 

any issues  

8. Reviewed OP&F Board and staff policies and processes for periodic review and updating or 

investment policies, guidelines, and procedures  

9. Observed how the Board assesses risk during the asset allocation process; and,  

10. Observed how the system identifies and controls investment and fiduciary risk and compared to 

leading practices  

Note: our review activities did not include tests of transaction compliance with policy.  
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3.1.1 Investment Policy Development Process 

Review the process by which the investment policy is adopted and compare that process to best 

practices. 

Expectations  

Good governance practices create a formal decision-making process that guides the establishment and 

implementation of investment policies following fiduciary standards.  The formality and accountability 

that derives from good governance practices, including the development and adoption of clear and 

comprehensive policies (and compliance with such policies), is essential to demonstrating prudence.  The 

twin duties of prudence and care combine to create the core fiduciary responsibilities for those charged 

with investing retirement assets.  

A Statement of Investment Beliefs (SIB), written and adopted by the Board, is typically developed as a 

separate document although occasionally incorporated into the IPS.  The outcome of this exercise is 

generally used as a basis for understanding the various implementation policies utilized by the staff and 

outlined in the IPS.  In the SIB, the Board agrees to the general philosophies that guide staff when 

implementing the investment portfolio (beliefs about market efficiency, risk, active vs. passive, internal 

management vs. external management, approach to ESG, etc.), establish appropriate investment time 

horizons, discuss fee sensitivity, discuss sensitivity to external influences such as liquidity constraints as 

well as stakeholder interests.  The SIB documents these philosophies as a guide for use by the staff when 

implementing the investment portfolio and provides guidance to the Board and external stakeholders 

when reviewing results. 

An Investment Policy and Guidelines Statement (IPS) is the overarching document which establishes the 

intended policies and procedures for the management and operations of a ŦǳƴŘΩǎ ƛƴǾŜǎǘƳŜƴǘ ǇǊƻƎǊŀƳ 

consistent with the SIB.  It is meant to establish guidelines that will be followed yet not be formulaic by 

requiring actions when circumstances may not warrant such actions.  It should be reviewed and approved 

by the ultimate fiduciary for the Plan ς the Board - and kept current, reflecting input from all aspects of 

the sponsoring organization and service providers assisting the staff/Board.  In situations that a formal SIB 

does not exist, the IPS establishes - in accordance with appropriate Laws, Rules and Regulations - the 

desired approach the Board intends to follow to ensure both the payments of benefits and maintenance 

of fiscal soundness of the Plan. 

The IPS typically documents the conclusions of a strategic asset allocation plan that considers both the 

opportunities from an asset perspective and the unique liability needs of the Pension Plan and is adopted 

for a multi-year (typically 3-5-years) period.  Most plans, including OP&F, conduct asset / liability studies 

as part of the process of establishing a strategic asset allocation plan.  The asset side of this study considers 

the current investment portfolio, anticipated asset class assumptions for beta returns and risks and 

correlations between asset classes, anticipated risk adjusted alpha potential and the operational ability to 

ƛƳǇƭŜƳŜƴǘ ŘŜǎƛǊŜŘ ŎƘŀƴƎŜǎ ƻǾŜǊ ǘƘŜ tƭŀƴΩǎ ƛƳǇƭŜƳŜƴǘŀǘƛƻƴ ƘƻǊƛȊƻƴΦ  ¢ƘŜ ǳƴƛǉǳŜ ƭƛŀōƛƭƛǘȅ ŎƘŀǊŀŎǘŜǊƛǎǘƛŎǎ 

of the plan are typically incorporated into the ALM analysis ς with an analysis of the asset returns, 

expected contribution policies or possible variations in expected contributions and also an outlook for 

funding levels.  Although it may be revisited annually, both to examine progress towards meeting long-

term goals and to consider whether the assumptions and conditions extant at the point of adoption are 

still valid, rapid changes to the asset allocation are generally discouraged.  Rebalancing to maintain asset 
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allocation targets within acceptable ranges is generally mandated unless extraordinary circumstances are 

encountered and discussed with the Board. 

The Board typically actively participates in the establishment of strategic asset allocation targets through 

the ALM study.  This participation allows the Board to consider its expectations for the future economic 

environment, reach consensus on its views of the potential capital market assumptions (expected 

risk/return/correlation) of various asset classes, develop an understanding of key actuarial characteristics 

and expected outcomes, consider all implicit issues such as economic leverage, transparency, fee levels, 

liquidity, and whether the Board has reason to believe its staff and managers have the resources and skills 

required to implement the expected goals coming out of the ALM analysis.   

When asset allocation changes are suggested that require meaningful changes in the asset allocation 

targets established previously, the documentation of the strategic asset allocation process should include 

implementation schedules, approved by the Board, that outline expectations for the investment office to 

move to the new asset allocation over time   Also, the strategic asset allocation process allows a thorough 

ǊŜǾƛŜǿ ƻŦ ǘƘŜ tƭŀƴΩǎ ŀŎǘǳŀǊƛŀƭ ŎƘŀǊŀŎǘŜǊƛǎǘƛŎǎ ŀƴŘ ŀǎǎǳƳǇǘƛƻƴǎ ƛƴƘŜǊŜƴǘ ƛƴ ǘƘŜ ŘŜǘŜǊƳƛƴŀǘƛƻƴ ƻŦ ǘƘŜ ǇƭŀƴΩǎ 

makeup.  Fiduciaries need to evaluate the ability of the Plan Sponsor to continue making required 

contributions to fund the plan going forward, the governance context the plan is working under and the 

ǇƭŀƴΩǎ ŀōƛƭƛǘȅ ǘƻ ǎǳǎǘŀƛƴ Ǉotential challenges to the current governance structure and other relevant 

externally imposed changes to the current plan situation.  From this perspective, inclusion of an Enterprise 

Risk Management assessment is ideal.  This process allows the Board to understand and evaluate whether 

both investment risks and possible externally imposed governance changes that exist in any target 

investment allocation are appropriate for the Plan and its participants.   

The process and frequency for reporting on investment strategies and the portfolio risk management 

program should be defined and documented in the IPS. 

 

IPS Development Standards of Comparison and Findings 

IPS Development Standards of Comparison Findings 

The IPS typically includes the conclusions of a strategic asset allocation plan 
and is adopted for a multi-year (typically 3-5-years) period.   

Yes 

The Board actively participates in a robust strategic asset allocation process 
through the ALM study.   

Yes 

The strategic asset allocation process should include implementation 
schedules, approved by the Board, which outlines expectations for the 
investment office to move to the new asset allocation over time when there 
are significant allocation changes. 

Yes 

A Statement of Investment Beliefs (SIB), written and adopted by the Board, is 
typically either incorporated into a Statement of Investment Policy or 
developed separately with the outcome incorporated into this document. 

No 

The process and frequency for reporting on investment strategies and the 
portfolio risk management program is defined and documented in the IPS. 

Yes 
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Conclusions 

The OP&F Board follows standard practices in the development of their Investment Policy Statement (IPS).  

Input is solicited from multiple sources by the Board and Staff, including input from the actuaries, 

investment consultants, investment managers, stakeholder input, solicitation (and proactive legislative 

actions) regarding funding rules established by the Ohio Legislature are all evidenced in the Board 

materials and minutes.  Our interviews with the Staff suggest all are acting with a high level of knowledge 

regarding the key issues impacting the OP&F investment program and liability structure.  Our interviews 

with Trustees suggest the Board is acting with diligent interest and knowledge regarding all aspects of the 

investment structure.  We found the level of discussion surrounding the development of the investment 

policy to be at the prevailing practice level compared to peer organizations.  We were particularly 

impressed by the level of respect and caring both the Board and Staff pay to the Plan beneficiaries ς the 

police and fire officers of Ohio.   

There are many points typically brought up in a Statement of Investment Beliefs (SIB) contained 

ǘƘǊƻǳƎƘƻǳǘ ǘƘŜ htϧC ƛƴǾŜǎǘƳŜƴǘ ŘƻŎǳƳŜƴǘŀǘƛƻƴΦ  htϧCΩǎ .ƻŀǊŘ ǎƘƻǳƭŘ ŎƻƴǎƻƭƛŘŀǘŜ ǘƘŜǎŜ ǘƘƻǳƎƘǘǎ ŀƴŘ 

include in a separate SIB.  This document would provide the philosophical foundation for the approach 

that OP&F is using to manage and administer the retirement plans for the organization.  In particular, this 

could include: the reasoning behind the adoption of risk parity as the overriding investment structure; the 

acknowledgement of the ability to garner the tools and resources required to implement this approach 

on a plan-wide level; the utilization of active and passive strategies; the reasoning behind the use of 

portable alpha strategies; the use of diversifying investments; and the philosophical approach to topical 

areas such as ESG. 

The gradual transition of Board membership over time and the reliance on investment strategies that 

many would consider non-traditional suggest that investment education is particularly important for the 

OP&F Board.  We observed evidence of  two in-house investment trainings conducted during COVID and 

three since January during the investment committee on portfolio construction.  During our interviews 

we observed strong interest among Board members in becoming integrally involved in overseeing the 

investment portfolio ς including interviewing all new managers employed by OP&F.  We see a 

continuation of the recent trend of almost monthly educational sessions during investment meetings 

would be viewed positively by the Board.  While ongoing education is part of the process of getting Board 

members up to speed on the overall workings of OP&F, staff should provide regular focused workshops 

with the assistance of consultants and managers on the concepts involved with overseeing institutional 

investment portfolios and the benefits and risks of risk parity as an overriding  structural strategy used 

when implementing the OP&F portfolio.  Creation of content for these workshops by staff could be an 

undue burden; we strongly suggest the consultants and investment managers provide most of the content 

for this investment workshop/ education program, with oversight and agenda-based leadership from 

staff.  For example, Wilshire ς supplemented by Bridgewater - should continue providing training on the 

risks and benefits of the risk parity approach including liquidity management under stress scenarios even 

in non-ALM related periods.  Russell should present and provide education on their liquidity management 

role.    
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Recommendations for Improvement 

R3.1.1.1  The OP&F Board should develop a Statement of Investment Beliefs (SIB). 

R3.1.1.2 The OP&F investment staff and consultants/managers should provide focused workshop/ 

education programs for all Trustees on the investment concepts, in particular regarding the 

benefits and risks of the risk parity approach adopted by OP&F. 
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3.1.2 The Investment Policy Statement 

Review the investment policy statement and compare it to industry best practices. 

Expectations 

The IPS serves as a strategic guide in the planning and implementation of an investment program.  The 

IPS articulates unique issues related to governance of the investment program, establishes appropriate 

asset allocation targets, incorporates policies and beliefs used to implement an investment program with 

internal and/or external managers, and establishes the approaches and frequency of monitoring results 

and risks.  The IPS also establishes accountability for the various entities that may work on behalf of an 

asset owner.  Most importantly, the IPS serves as a policy guide that offers an objective course of action 

to be followed during periods of disruption when emotional or instinctive responses might otherwise 

result in less prudent actions.  It is meant to establish guidelines that will be followed yet not be formulaic 

requiring actions when circumstances may not warrant such actions.  The IPS should be consistent with a 

Statement of Investment Beliefs (SIB) that is reflective of the approach fiduciaries believe is appropriate 

to implement the investment program.   

 

Investment Policy Statement Standards of Comparison and Findings 

 Investment Policy Statement Standards of Comparison Findings 

The Investment Policy Statement (IPS) specifies delegations and 
responsibilities, including: 

  

¶ Defines the major risks and risk management approaches, including 
links to underlying liability structure. 

Partial 

¶ Includes the asset allocation, implementation approach, rebalancing, 
and performance benchmarks both for asset classes and for the fund 
as whole. 

Yes 

¶ Makes levels of delegations and related accountabilities explicit. Yes 

¶ Incorporates a Statement of Investment Beliefs (may also be free-
standing). 

No 

¶ It is detailed, yet clear and concise. Yes 

¶ The IPS articulates the principles that are important to the Board to 
provide guidance to staff rather than a rules-based approach with 
limited flexibility. 

Partial 

The IPS should focus on investment portfolio structures and policies that 
govern investment functions and practices. 

Yes 
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 Conclusions  

The OP&F Investment Policy and Guidelines Statement (IPS) is at prevailing practice levels in most areas. 

It is detailed, yet clear and concise.  It outlines policies relating to many key asset implementation areas 

including rebalancing, derivatives, proxy voting, Ohio Investments, Trading, Securities Lending, Valuations 

and Performance Measurement.  The IPS statement is supplemented by more detailed policy and 

guideline statements that detail many of the policies and procedures followed in the implementation of 

the IPS.  These supplemental statements include the OP&F Proxy Voting Policies (separate US and 

international policies), Securities Lending policies, Manager Search, Investment Manager Evaluation and 

Monitoring policies, Private Credit Policies, Private Markets Investment Policies, Real Asset Policies, Real 

Estate Policies, Securities Litigation policies, Iran/Sudan (and presumably Russian) investment policies and 

reports, Derivatives Policy, and the Broker Selection policies.  

We observed an acknowledgement of the linkage between the investment objectives and the Plan liability 

in the language of the IPS.  The desire to maintain 30-year funding and achieving full funding on an 

actuarial accrued liability is stated, but there does not appear to be an understanding of the explicit 

linkage and a sensitivity analysis regarding these key assumptions.  Leading practice organizations link the 

investment allocation detailed in the IPS to the unique liability characteristics and funding policies of that 

ǎǇŜŎƛŦƛŎ ǇƭŀƴΦ  !ōǎŜƴǘ ǘƘƛǎ ŀƴŀƭȅǎƛǎΣ ǘƘŜ ƭƻƎƛŎ ŦƻǊ Ƙƻǿ ǘƘŜ Lt{Ωǎ ǘŀǊƎŜǘ ŀƭƭƻŎŀǘƛƻƴ ǎǳǇǇƻǊǘǎ htϧCΩǎ ǎǇŜŎƛŦƛŎ 

actuarial goals is missing.  The IPS can be improved by incorporating a Board approved understanding of 

the key actuarial assumptions utilized when developing the IPS.  This is timely, as discussions of the key 

actuarial goals and risks is taking place during the ALM study currently underway.  For instance, a synopsis 

of the February 2022 Wilshire presentation on upcoming capital market return expectations and active 

ǊŜǘǳǊƴ ŀǎǎǳƳǇǘƛƻƴǎ ǎƘƻǳƭŘ ōŜ ƛƴŎƭǳŘŜŘ ƛƴ ǘƘŜ Lt{ ŀǎ ŀ ōŀǎƛǎ ŦƻǊ ǘƘŜ ǎǳǇǇƻǊǘ ŦƻǊ htϧCΩǎ тΦр҈ ŘƛǎŎƻǳƴǘ rate 

assumption.  

Similar to prevailing practice in the corporate pension sector, a more fully developed discussion of the 

impact changes in the plan liability such as salaries, contribution rates, mortality assumptions could 

provide additional insights for the Board.  We suggest Wilshire and Cavanaugh MacDonald could work 

together to identify key liability-related variables that could impact funding levels and develop enhanced 

ǉǳŀǊǘŜǊƭȅ ǊŜǇƻǊǘƛƴƎ ǘƻ ōŜ ƛƴŎƭǳŘŜŘ ƛƴ ²ƛƭǎƘƛǊŜΩǎ ǉǳŀǊǘŜǊƭȅ ǇŜǊŦƻǊƳŀƴŎŜ ǎǳƳƳŀǊȅ  ƻƴ ǘƘŜ ŜȄǇŜŎǘŜŘ Ǿǎ actual 

outcome of these various factors going forward.  While we recognize this type of reporting is more 

commonly adopted in the corporate world than in the public plan world, we feel this could be particularly 

instructive for OP&F Trustees given the size and complexity of liability and many areas of potential change.  

Estimates of changes in the time to close the funding gap and estimated funded status at the end of each 

quarter are an example of the type of reporting that could be developed that are typical with corporate 

plans.  The expectations/understanding of these factors could be included as a new section in the IPS ς 

similar to the way capital market assumptions are outlined in the IPS today ς to emphasize the importance 

of expected actuarial outcomes.  The goal would be to develop an enhanced appreciation by all regarding 

the importance of expected actuarial outcomes to the funded health of the plan and the fact that 

investment outcomes, while vitally important, are not the only factor that impact the health of the DB 

plan.  

Additionally, articulating a Statement of Investment Beliefs (SIB) (see above) by the Board would provide 

better support and justification for the approach staff utilizes in the implementation of the investment 

program.  In particular, an understanding of the reliance on leverage required from the risk parity 
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approach should be mentioned in the SIB.  Having the Board adopt a SIB would provide strong direction 

to the investment team regarding the appropriate investment strategies for plan participants.  The SIB 

ŎƻǳƭŘ ŀƭǎƻ ǎŜǘ ŦƻǊǘƘ htϧCΩǎ ŀǇǇǊƻŀŎƘ ǘƻ 9ƴǾƛǊƻƴƳŜƴǘŀƭΣ {ƻŎƛŀƭ ŀƴŘ DƻǾŜǊƴŀƴŎŜ ό9{Dύ ƛǎǎǳŜǎ ƛƴŎƭǳŘƛƴƎ 

Responsible Investment issues.  By articulating the logic for the investment program and the approach 

being utilized we believe this will allow greater transparency to stakeholders ς and hopefully furtherance 

of trust will result.   

 

Recommendations for Improvement 

R3.1.2.1  The IPS should be modified to reflect the unique liability and risk assumptions of the OP&F 

DB Plan, including a statement of understanding of critical assumption that leads to the 

overall asset allocation plan. 

R.3.1.2.2 The IPS should set forth the return and risk expectations for the Total Plan and each 

underlying asset class, including the logic used to develop each of the assumptions.  The 

active return assumptions for each asset class should also be included and discussed in the 

IPS, including separating between short and long term expected results given the current 

economic outlook. 
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3.1.3 IPS Completeness 

Determine whether OP&FΩǎ ƛƴǾŜǎǘƳŜƴǘ ǇƻƭƛŎȅ ƛƴŎƭǳŘŜǎ ŀƭƭ ŎǊƛǘƛŎŀƭ ŜƭŜƳŜƴǘǎΣ ŀŎƪƴƻǿƭŜŘƎƛƴƎ ŀƴ 

understanding of OP&FΩǎ ŦƛƴŀƴŎƛŀƭ ŀƴŘ ŀŎǘǳŀǊƛŀƭ ŎƘŀǊŀŎǘŜǊƛǎǘƛŎǎΣ ŀƴŘ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ ŜǎǘŀōƭƛǎƘŜŘ 

investment and funding goals, and risk tolerances. 

Expectations  

The IPS should define all key policy issues, including actuarial assumptions, and articulate responsibilities 

and accountabilities for them.  

 

IPS Completeness Standards of Comparison and Findings 

IPS Completeness Standards of Comparison Findings 

Overall structure for setting and reviewing the asset allocation is provided in 
the IPS, including the risk profile and return targets. 

Partial 

Documents the policies, processes, and responsibilities for:   

¶ Selection and use of benchmarks No 

¶ Rebalancing for both asset classes and sub-asset classes or styles, 
including levels of tactical over/under weights 

Yes 

¶ Liquidity Partial 

¶ Securities lending, including collateral management and policies Yes 

¶ Foreign exchange Yes 

¶ Transition management Yes 

¶ Use of brokers Yes 

¶ The standards for permitted and prohibited investments Yes 

¶ ESG considerations No 

¶ Any specials programs (e.g., in-state, MWBE, Iran/Sudan, etc.) Yes 

Monitoring methodology for portfolios, whether external or internal Yes 

Prohibited investments are specified. Yes 

Delegations to the investment staff are explicit, as are the conditions for 
those delegations.   

Yes 

Decisions reserved for the Board are explicit.   Yes 

The framework and process employed for development of internal 
management strategies (if applicable) is documented. 

N/A 

If there are other retirement plans, for example DC or hybrid plans or 
healthcare plan, they have their own separate IPS document. 

No 

Conclusions  
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The IPS articulates investment implementation guidelines and guidance regarding implementation 

policies and procedures well.  As described earlier, the IPS omits an explanation of the origin of these 

policies sourcing from the actuarial assumptions and plan characteristics.  It also omits a discussion of the 

investment return target and an explanation of how the capital market returns and active management 

returns are developed.  Our analysis and recommendation regarding this omission is contained above in 

Section 3.1.2. 

Our interviews with staff, external advisors and managers suggested a well-developed understanding of 

the liquidity risks inherent in the approach OP&F is taking to implement their investment program.  The 

daily liquidity monitoring in place is comprehensive and at a leading practice level.  We did not find 

documentation of the sophisticated liquidity monitoring process included in the IPS.  Liquidity planning, 

monitoring and a full exploration of the liquidity assumptions are particularly important to document for 

the Board and external stakeholder understanding given the risk parity approach in place.   

One additional area of the OP&F IPS we found missing was a clear articulation of the methodologies used 

in calculating Plan and asset class level benchmarks.  We find this a lagging practice.  Given the use of 

leverage required in the implementation of the risk-parity based investment structure, clear 

understanding of the OP&F Plan level and asset class level benchmarks is particularly important.  We 

would expect to see detailed documentation of the historical benchmarks in the IPS ς as well as 

expectations for future benchmarks including any transition benchmarks that are in place given 

meaningful asset class transitions in illiquid investments that may be underway.  

While Wilshire reports frequently detailed aspects of the required information ς we expect this 

information to be contained in the IPS.  For example, the January 2019 Wilshire presentation on the 

possible choices for the MidStream Energy Infrastructure was well documented.  This omission can be 

easily rectified by developing a separate Statement of Historic and Prospective Plan and Asset Class 

Benchmarks.  Consultant educational input in developing this document would be helpful in assisting the 

.ƻŀǊŘΩǎ ǳƴŘŜǊǎǘŀƴŘƛƴƎ ƻŦ ǿƘŀǘ ōŜƴŎƘƳŀǊƪ ŎƘƻƛŎŜǎ ŀǊŜ ŀǾŀƛƭŀōƭŜ ŀƴŘ ǿƘŀǘ ǇŜŜǊ ƻǊƎŀƴƛȊŀǘƛƻƴǎ Řƻ ǿƘŜƴ 

faced with similar benchmarking issues. 

A separate IPS should be developed for the OP&F Post Employment Healthcare plan (PEHC).  This separate 

pool of assets overseen by the OP&F Investment Department on behalf of the OP&F Board is missing an 

IPS from our review of the documents.  The different purposes, different potential investment structures 

and different cash flows of this plan warrants a separate logic and review process from the DB plan.  The 

actuarial reports suggest, given current spending and contribution rates, this plan will run out of money 

during the period between 2035 and 2038.  The materially different liability position of this plan warrants 

separate consideration from an investment perspective by the Board.  The Board took action to improve 

the fiscal viability of the PEHC fund in 2019 when the future viability was in serious question.  The low 

level of contributions into the fund versus the revised benefit structure places the long-term viability of 

this fund in question. 
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Recommendations for Improvement 

R3.1.3.1  A supplemental policy document detailing the OP&F Plan and Asset Class level Benchmarks 

should be added to the series of Supplemental IPS reports, including transition benchmarks 

when they apply.   

R3.1.3.2 A supplemental policy document should be developed supporting the IPS, detailing the 

liquidity management program in place, the assumptions regarding various investment 

categories, and best/worst case analyses for liquidity.   

R3.1.3.3       Establish a Statement of Investment Policy and Guidelines (IPS) and monitoring process for 

the Post Employment Health Plan reflecting the short- and long-term fiscal outlook for the 

PEHC Plan. 
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3.1.4 Linkage of Asset Allocation to the IPS 

Evaluate whether the asset allocation is tied to the investment policy statement. 

Expectations 

Real time asset allocation is kept within the standards set by the IPS. 

 

Linkage of Asset Allocation to the IPS Standards of Comparison and Findings 

Linkage of Asset Allocation to the IPS Standards of Comparison Findings 

Investment Beliefs, IPS and asset allocation are consistent. Yes 

Processes in the IPS for the development, delivery, approval, and oversight of 
strategic and tactical investment plans, including rebalancing, are followed. 

Yes 

There are measures in place to monitor the asset allocation on a real-time, or 
reasonably real time, basis. 

Yes 

Where it is impractical to achieve the asset allocation in the IPS (for instance 
where there is a major change to a private asset class) there is a transition 
plan in place, and it is monitored and reported upon. 

Yes 

There are appropriate periodic reports on the actual asset allocation to the 
Board. 

Yes 

  

 

Conclusions 

The OP&F system of ensuring the investment portfolio is kept within the approved asset allocation is 

working well.  All necessary information is available on a timely basis to all appropriate decision makers 

and compliance/monitoring agents.  Discussions with the Investment Operations officer regarding the 

checks and balances of cash management operations as well as discussions with the Russell PM were 

particularly enlightening and provided strong evidence this area is being managed with care.  The dual 

and complementary approach of documenting daily investment positions and cash flows between Russell 

and htϧCΩǎ LƴǾŜǎǘƳŜƴǘ hǇŜǊŀǘƛƻƴǎ ǎǘŀŦŦ ŀǇǇŜŀǊŜŘ ǇŀǊǘƛŎǳƭŀǊƭȅ ŀǇǇǊƻǇǊƛŀǘŜ ƎƛǾŜƴ ǘƘŜ ƛƳǇƻǊǘŀƴŎŜ ƻŦ ǘƘƛǎ 

area to the OP&F investment approach.  It was beyond the scope of this review to evaluate the efficiency 

of the in-house developed accounting system of linking multiple service providers and understanding 

reviews of alternative accounting systems may be in place.  The chart below from the IPS dated March 

2021 is indicative of the IPS documentation.  Monitoring based on the guidelines detailed in this chart is 

available in the regular monthly reporting that the Board receives from the monthly portfolio valuation 

reports delivered to the Board report.  This monthly report includes details of the interim targets (that 

may be different from the long-term notional target), rebalancing activities that took place during the 

prior month, and estimated returns.  The quarterly Wilshire reports, independently produced, show actual 

versus long-term target allocations at the end of each quarter and separately calculated performance 

results. 
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We recommend an abbreviated compliance report be produced and delivered to the Board that provides 

assurance of compliance with the short- and long-term policy guidelines as part of the monthly portfolio 

valuation reports delivered to the Board.  The information to create this summary report is contained in 

the reports already delivered and compliance is, we believe, implied in the approach to reporting being 

utilized.  This added level of documentation would be additive to the understanding of the Board and 

constituents not as familiar with the inner woǊƪƛƴƎǎ ƻŦ htϧCΩǎ ƛƴǾŜǎǘƳŜƴǘ ǎǘǊǳŎǘǳǊŜΦ  

 

 

Asset Class 
Notional Exposure 

Target Range 

Growth Assets   

Equity ς Dom 21% +/- 6.3% 

Equity-LƴǘΩƭ 14% +/- 4.2% 

Private Markets 8% +/- 2.4% 

High Yield 7% +/- 2.1% 

Private Credit 5% 6%-13% 

Total Growth 55% +/- 9.5% 

    

Safety-Oriented   

Core Fixed 23% +/- 4.6% 

Cash 0% +/- 3.0% 

Total Safety-Oriented Assets 23% -4.6% / + 7.6% 

    

Inflation Linked   

US IL Bonds 17% +/- 3.4% 

Real Estate 12% +/- 3.6% 

Real Assets 8% +/- 2.4% 

Midstream Energy 5% +/- 1.5% 

Gold 5% +/- 1.5% 

Total Inflation 47% +/- 9.4% 

    

Total 125% +/- 5% 
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Recommendations for Improvement 

R3.1.4.1 OP&F staff should create a summarized monthly compliance report that includes long-term 

and interim investment guidelines, asset allocation ranges, and an affirmation of 

compliance with these ranges over the past monthly period to enhance the level of program 

understanding among Board members and constituents not closely involved in the 

investment process.  
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3.1.5 IPS Compatibility with Asset/Liability Study and Experience Review 

Evaluate whether OP&F investment policy is compatible with the most recent asset/liability study and 

five-year experience review. 

Expectations  

These overarching governance documents (e.g., SIB and the IPS) should be informed by the relevant 

studies (asset/liability study and experience study).  Decisions to deviate from the findings of the studies 

in creating the IPS and asset allocation should be noted and explained. 

 

IPS Compatibility with Asset/Liability Study and Experience Review Standards of Comparison and 

Findings 

IPS Compatibility with Asset/Liability Study and Experience Review 
Standards of Comparison Findings 

The IPS is compatible with the most recent asset/liability study and five-year 
experience review. 

Yes 

Should there be major differences between the most recent asset/liability 
study or experience review, the reasons should have been made explicit and 
the Board should have taken affirmative action to accept them.   

Yes 

 

 

Conclusions  

The ALM study currently underway will provide staff and Board a significant opportunity to review the 

overall health of the OP&F liability and question the underlying assumptions that have been in place since 

the last full ALM study and experience review was conducted in 2017.  During the beginning stages of this 

review, during their February 2022 meeting, the Board decided to lower the discount rate for the plan 

liability from 8.0% (which was a true outlier among public pensions) to 7.5%.   The National Association of 

State Retirement Administrators (NASRA) recently published research that indicated the average 

expected rate of return assumption among U.S. state retirement systems is now 6.99%, indicating the 

OP&F is still a full 50 bps above the average.  The assumptions for after-fee active returns imbedded in 

the Wilshire presentation are high for the public asset categories but in keeping with the risk parity-based 

investment approach adopted by OP&F.   

The ALM process undertaken during 2017 by Wilshire was consistent with prevailing practices among peer 

organizations.  The reporting and processes used by Buck/Conduent and Cavanaugh McDonald during the 

prior 5- year period ending December 2021, including the annual actuarial updates, were in keeping with 

standard industry reporting practices.  We have confidence in the content of these reports.  We encourage 

the Board to make use of the 2022 ALM study being performed by Wilshire and the 2022 actuarial 

experience study to deepen their understanding of the key assumptions included in these analyses as well 

as the sensitivities surrounding the actuarial and planning process.   
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Recommendations for Improvement  

No recommendations at this time. 
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3.1.6 Asset Allocation Review and Rebalancing 

Evaluate the adequacy of the mechanisms and decision-making processes utilized for setting, 

periodically reviewing, and rebalancing the asset allocation. 

Expectations  

A written rebalancing policy should specify the criteria for rebalancing and procedures to faithfully 

implement that rebalancing policy and should be reasonably designed to achieve the approved asset 

allocation. 

 

Asset Allocation Review and Rebalancing Standards of Comparison  

Asset Allocation Review and Rebalancing Standards of Comparison Findings 

There are adequate processes in place to monitor actual asset allocation so as 
to be able to recognize the need to rebalance in a timely manner. 

Yes 

Rebalancing responsibilities, processes, and provisions are well defined. Yes 

Rebalancing decisions are well-documented.  The files are reflective of the 
processes and actions undertaken and the reason for those actions is 
documented. 

No 

The actual process of rebalancing is risk-based, sophisticated, and consistent 
with the investment philosophy of the fund overall. 

Yes 

 

  

Conclusions  

As was referenced in Section 3.1.4, OP&F has set up a dual and complementary monitoring system for 

public market investments between the OP&F Investment Operations staff and Russell Investments ς the 

manager of derivatives positions for OP&F.  We observed a high degree of cash awareness and 

attentiveness on the alternative positions during our interviews with the Alternatives Consultants 

Townsend and Aksia / TorreyCove and the staff overseeing these positions ς the Deputy Chief Investment 

Officer and the investment officer overseeing Private Equity investments.  The interplay between these 

individuals and service providers and the technology infrastructure in place provided a high degree of 

confidence that information is available for all involved to make rebalancing decisions in a proactive and 

timely basis.  Our interview with the Chief Investment Officer suggests a keen awareness of policy versus 

actual positioning and the awareness of when the need to rebalance should market positions warrant.  

Our multiple interviews with Russell Investments suggest the process of rebalancing is thoughtful and 

efficient among the various derivative and physical markets and in keeping with the overall philosophy of 

the fund and leading practices among public pensions. 

While we found awareness of the rebalancing process and practices followed to be at prevailing industry 

practices, the documentation of the processes followed by the various parties connected to this process 

are a lagging practice.  While the retention of a derivatives manager to assist in rebalancing was 
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mentioned in section 3 of the IPS, we found little evidence that the roles and responsibilities of the various 

parties that are being implemented well were documented.  This lack of documentation is a lagging 

practice by OP&F.  Without this documentation slippage is possible and lack of accountability could result 

over time.  The rebalancing decisions that result from this process are reported factually in the Monthly 

Activity report.  Listening to the OP&F Board meetings we observed the Chief Investment Officer giving 

thorough explanations for the logic behind the rebalancing decisions that were made.  We did not observe 

the same level of written documentation for these decisions compared to the verbal explanation.  We 

believe this lagging practice should be remedied with a more thorough written explanation of all 

investment decisions connected with the rebalancing process. 

  

Recommendations for Improvement 

R3.1.6.1 Create a Rebalancing Policies and Procedures document and reference this document in the 

IPS.  In this document define the various roles and responsibilities of the parties involved in 

all the parties involved with the OP&F rebalancing process. 

R3.1.6.2 Add a written description to the Monthly Investment Activities report that factually 

describes the rebalancing decisions that were made as well as the context and outcomes of 

the decisions made each month.  
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3.1.7 Due Diligence Documentation 

Evaluate whether OP&F policy specifies to what extent the basis for particular investment 

decisions should be articulated in writing by the Board or OP&F staff. 

Expectations  

All investment decisions should be documented to the extent necessary for an observer to understand 

what information and analyses the decision maker had at the time, and the rationale for and 

appropriateness of the investment.   

 

Due Diligence Documentation Standards of Comparison and Findings 

Due Diligence Documentation Standards of Comparison Findings 

Due diligence processes and standards are well documented for:  

¶ Investment fit Yes 

¶ Investment due diligence Yes 

¶ Operational due diligence Yes 

Due diligence activities and reports and investment memos are retained 
electronically to document strategy and processes. 

Yes 

Investment decisions and rationale are well-documented.   Yes 

The files are reflective of the processes and actions undertaken.   Yes 

The Investment Committee periodically (e.g., biennially/triennially) reviews 
strategic and decision-making documentation formats from time-to-time to 
enable assessment/ suggestions as to their fiduciary/communication 
effectiveness. 

No 

 

 

Conclusions  

We reviewed a sample of eight Board investment approval files and found documentation of due diligence 

and fit within investment policy and strategy to be consistent with standard industry practices.  Board 

approval packets described the investments in detail and included staff and adviser analyses of strategy, 

performance, staffing, risk exposures, operational capacity, market context, fees, portfolio fit and deal 

terms, as well as due diligence, reporting practices, reference checks and recommendations from the CIO 

ŀƴŘ ǘƘŜ .ƻŀǊŘΩǎ ƛƴŘŜǇŜƴŘŜƴǘ ŀŘǾƛǎŜǊΦ  The files are retained electronically at OP&F and were made 

available to us electronically.  No indication of adviser dissent or adviser / staff disagreement was evident 

in the documentation. 

Nevertheless, while basically covering the same ground, approval packets were inconsistent in 

organization and style.  Although a multiple-page summary was usually contained at the beginning of the 

typically 50 to 100+ page packet, we did not see any concise front-page summaries of key points.  Use of 
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a more user-ŦǊƛŜƴŘƭȅΣ ǳƴƛŦƻǊƳ ŦƻǊƳŀǘ ŦƻǊ ƛƴǾŜǎǘƳŜƴǘ ŀǇǇǊƻǾŀƭ ǎǳōƳƛǎǎƛƻƴǎ ƳƛƎƘǘ ƳŀƪŜ ǘƘŜ .ƻŀǊŘΩǎ Ƨƻō 

easier.  A short summary page covering specified key points that both summarize the transaction, identify 

primary reasons for its recommendation and note potential risks, could be included as part of the 

preferred format.  

 

Recommendations for Improvement  

R3.1.7.1  Establish a new uniform template for Board investment approval packets that includes a 

short cover page summary. 
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3.1.8 Implementation Compliance 

Evaluate the extent to which OP&F observes its formal written investment policies and 

procedures, and identify what, if any, practical problems have resulted either on a systematic or 

isolated (but significant) basis. 

Expectations  

There is a comprehensive investment compliance program in place that incorporates pre-trade and post-

trade compliance with investment guidelines, and compliance at the prohibited security, portfolio, asset 

class and fund levels.  Other parties to the investment program (consultants, brokers, custodians) are 

utilized to increase the reliability of the compliance rules (including personal trading and ethics rules as 

well as investments).  

 

Implementation Compliance Standards of Comparison and Findings  

Implementation Compliance Standards of Comparison Findings 

There is a comprehensive compliance program that monitors fund 
compliance with investment policies, and it is adequately resourced. 

Yes 

Compliance technology is used appropriately. Partial 

The Compliance function is independent of the Investment function. Partial  

Compliance has the access needed to books, records and personnel to 
perform its function. 

Yes 

Due diligence compliance checklists are used, and reviews are documented 
and monitored. 

Yes 

Due diligence is handled by competent personnel. Yes 

There are no perverse incentives regarding compliance or due diligence. Yes 

A policy for handling investment compliance exceptions is clearly articulated, 
including when the Board should be informed.   

Yes 

Compliance exceptions are documented. Yes 

Compliance applies to both externally and internally managed investments. Yes 

An effective internal audit capability and process that monitors investment 
processes and controls. 

Yes 

 

 

  

Conclusions  

As was referred to in section 3.1.4, OP&F has set up an effective reporting system to provide appropriate 

real time investment position monitoring to the Investment Office to be used when making asset 
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allocation and rebalancing decisions.  As the OP&F investment portfolio is entirely externally managed, a 

άǎŜŎƻƴŘ ƭŜǾŜƭέ ƻŦ ŎƻƳǇƭƛŀƴŎŜ ƳƻƴƛǘƻǊƛƴƎ ƛǎ ǊŜǉǳƛǊŜŘ ǘƻ ŀǎǎǳǊŜ ŜŀŎƘ ƻŦ ǘƘŜ ƛƴǾŜǎǘƳŜƴǘ ƳŀƴŀƎŜǊǎ ŜƳployed 

remain in compliance with the investment guidelines established for their individual portfolios.  This 

system should incorporate pre- and post-trade compliance reporting against investment guidelines at the 

manager level   We found an external manager compliance monitoring system in place and believe OP&F 

is acting at prevailing practice levels with this manager compliance monitoring effort.  Over time ς as is 

described in Section 3.4 below ς we believe there are external compliance monitoring systems that could 

be employed by OP&F to improve the accuracy and efficiency of this process.  We understand from our 

interviews with staff that these systems are being actively explored and believe the systems transition 

that would be required would be positive for OP&F over time. 

At the manager level, compliance efforts are summarized in the quarterly compliance reports to the 

Board.  We found this report structure complete and in keeping with prevailing industry standards.  The 

report summarizes reports required from each of the active managers that require written certification 

on a monthly basis that their portfolios were in compliance with their investment guidelines.  As is detailed 

in the Investmeƴǘ aŀƴŀƎŜǊ tƻƭƛŎȅ ŀƴŘ tǊƻŎŜŘǳǊŜ ŘƻŎǳƳŜƴǘΣ ŜŀŎƘ άLƴǾŜǎǘƳŜƴǘ aŀƴŀƎŜǊ ƛǎ ǊŜǎǇƻƴǎƛōƭŜ ŦƻǊ 

self-monitoring of the portfolio and notifying the Staff when there are any deviations from the guidelines 

ŀƴŘ ǿƘŜƴ ƳƻŘƛŦƛŎŀǘƛƻƴǎ ǘƻ ǘƘŜ ƎǳƛŘŜƭƛƴŜǎ Ƴŀȅ ōŜ ŀǇǇǊƻǇǊƛŀǘŜΦέ  We noted a similar self-reliance reporting 

to the ORSC for compliance with Sudan/Iran and potentially Russian investments.  While FAS industry 

ƪƴƻǿƭŜŘƎŜ ǎǳƎƎŜǎǘǎ ǘƘƛǎ άǎŜƭŦ-ƳƻƴƛǘƻǊƛƴƎέ ŀǇǇǊƻŀŎƘ ǘƻ ōŜ ŀǘ ǇǊŜǾŀƛƭƛƴƎ ǇǊŀŎǘƛŎŜ ƭŜǾŜƭΣ ƭŜŀŘƛƴƎ ǇǊŀŎǘƛŎŜ ƛǎ 

to establish a real time, systems-based compliance monitoring system ς typically through a custodian or 

similar service provider.  The OP&F reliance on many collective trusts to implement their portfolio 

approach in public markets ς such as the Bridgewater Pure Alpha relationship and the Grosvenor Flight 

Fund ς suggest such an external compliance monitoring system could be more difficult to implement for 

htϧC ǾŜǊǎǳǎ ƻǘƘŜǊ ǇŜŜǊ ƻǊƎŀƴƛȊŀǘƛƻƴǎΦ  ¢ƘŜ ǳǎŜ ƻŦ άǎŜƭŦ-ƳƻƴƛǘƻǊƛƴƎέ ŀ ǇƻǊǘƛƻƴ ƻŦ ǘƘŜ ǇƻǊǘŦƻƭƛƻ Ƴŀȅ ǎǘƛƭƭ ōŜ 

required.  Over time, we believe consideration of a real time monitoring effort would be appropriate for 

OP&F but recognize the investment approach could make implementation more difficult than with peer 

organizations that do not follow a risk-parity based approach for plan level asset allocation and extensive 

use of portable alpha-based strategies. 

The fact that all funds are managed externally suggests independence in the compliance reporting process 

against guidelines.  Other aspects of this fiduciary performance audit report raise the issue of whether the 

Investment Operations area ς currently reporting to the Office of the Chief Investment Officer ς should 

report separately to the Finance Department to assure independence.  We acknowledge that this move 

could be particularly relevant should an incentive compensation program be considered or adopted for 

OP&F investment staff as a hiring and retention effort. 

     

Recommendations for Improvement 

R3.1.8.1 Continue to evaluate external systems for monitoring external manager compliance against 

guidelines.  
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3.1.9 Policy Review 

Evaluate how often and by what process the board or staff reviews OP&FΩǎ ǿǊƛǘǘŜƴ ǇƻƭƛŎƛŜǎΣ 

guidelines, and procedures. 

Expectations   

Good governance pǊŀŎǘƛŎŜǎ ŎǊŜŀǘŜ ǘƘŜ ŦƻǊƳŀƭ ƛƴŦǊŀǎǘǊǳŎǘǳǊŜ ǘƘŀǘ ƎǳƛŘŜǎ ŦƛŘǳŎƛŀǊȅ ŘŜŎƛǎƛƻƴπƳŀƪƛƴƎΦ  The 

formality and accountability that derives from good governance practices, including the development and 

adoption of clear and comprehensive policies (and compliance with such policies), is essential to 

demonstrating prudence.  The duty of prudence is a core fiduciary principle; while the standard of care 

may vary based on applicable state law, most states (including Ohio) apply a prudent expert standard 

which requires the fiduciary to exercise the care, skill, prudence, and diligence that a prudent expert 

would use in a similar enterprise.   

Policy setting is one of the key powers reserved for a board.  A comprehensive set of governance policies 

will provide consistency and guidance to the board and staff, establishing clear limits or standards to be 

met in the execution and implementation of board-approved objectives.   

In establishing policies, it is important that trustees periodically benchmark their governance practices 

against that of their peers.  Peer benchmarking requires ongoing education regarding evolving 

practices.  This can be accomplished through structured board training and education programs.  Peer 

benchmarking also requires fiduciaries to actively seek the advice of consultants, counsel and/or other 

experts who have access to such information.  Reviewing and analyzing peer practices can assist fiduciaries 

ƛƴ ŘŜǘŜǊƳƛƴƛƴƎ ƴƻǘ ƻƴƭȅ Ƙƻǿ ǘƘŜƛǊ ŦǳƴŘ ƻǊ ǎȅǎǘŜƳΩǎ ƎƻǾŜǊƴŀƴŎŜ ǇǊŀŎǘƛŎŜǎ ŀƭƛƎƴ ŀƎŀƛƴǎǘ ǘƘŜƛǊ ǇŜŜrs, but in 

ƛŘŜƴǘƛŦȅƛƴƎ ƎŀǇǎ ŀƴŘ ǎǘǊŜƴƎǘƘŜƴƛƴƎ ǘƘŜ ǎȅǎǘŜƳΩǎ ƎƻǾŜǊƴŀƴŎŜ ǇǊŀŎǘƛŎŜǎ ŀƴŘ ǇƻƭƛŎƛŜǎΦ   

A prevailing practice among pension funds is to establish a governance policy framework and compile 

governance policies in a governance policy manual. The governance policy manual is a central repository 

ŦƻǊ ŀƭƭ ƻŦ ǘƘŜ ōƻŀǊŘΩǎ ƎƻǾŜǊƴŀƴŎŜ ŘƻŎǳƳŜƴǘǎ ŀƴŘ ǎƘƻǳƭŘ ōŜ ǳǎŜǊ-friendly since it is an important resource 

for the board, staff, professional service providers, participants, and stakeholders. 

 

Policy Review Standards of Comparison and Findings 

Policy Review Standards of Comparison Findings 

Each policy includes a minimum timeframe (e.g., annually, biennially, 
triennially) for review and updating, as appropriate. 

Partial 

The Board obtains peer policy comparisons when reviewing each policy.  Partial 

Policy review responsibilities are clearly assigned to the appropriate Board 
committees. 

Partial 
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Conclusions  

¢ƘŜ htϧC DƻǾŜǊƴŀƴŎŜ aŀƴǳŀƭΣ ǘƻƎŜǘƘŜǊ ǿƛǘƘ htϧCΩǎ ŀŘŘƛǘƛƻƴŀƭ ǇƻƭƛŎƛŜǎΣ ŎƻǾŜǊ Ƴƻǎǘ ƻŦ ǘƘŜ ǘƻǇƛŎǎ ǘƘŀǘ ŀǊŜ 

usually included in peer governance or policy manuals.  Some, but not all, are identified for review and 

updating after a specific time period.  OP&F does not have a policy that requires a benchmarking process 

when policies are updated.  There are also a number of additional policy recommendations contained in 

this report and which are summarized in Exhibit B. 

We recommend that OP&F bring all of its substantive policies together in a comprehensive manual.  That 

would be a valuable trustee training tool and provide easier access to governing policies for users.  The 

manual could be provided to trustees, staff, and stakeholders, with a copy posted on the OP&F website.  

Each policy, or groups of policies, could be assigned a time period for review, with oversight responsibility 

for the review assigned to a committee or staff position.  In order to ensure that policies remain up to 

date as circumstances and peer practices change, OP&F could conduct periodic policy benchmarking 

reviews or engage a consultant to advise on industry changes and trends. 

 

Recommendations for Improvement 

R3.1.9.1  OP&F should collect all significant policies, statutes, and rules within a single reference 

document (e.g., the Governance Manual) that is regularly updated and make it available to 

trustees, staff, and stakeholders, including on the website.  See also Recommendation 1.3.3. 

R3.1.9.2 The Board should establish a policy for either internal or external benchmarking of policies 

on a set periodic or policy by policy basis. 
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3.2 Investment oversight and review.  

Scope of Review 

The Contractor will perform an evaluation of the oversight and control of investments.  The 

Contractor will: 

3.2.1  Evaluate the appropriateness of board and staff controls, procedures, and capabilities 

to regularly review and monitor the performance of the investments and the practices 

of investment managers, as well as ensuring compliance with policies; 

3.2.2  9ǾŀƭǳŀǘŜ htϧCΩǎ ǇǊƻŎŜǎǎ ŦƻǊ ƳŜŀǎǳǊƛƴƎΣ ŜǾŀƭǳŀǘƛƴƎΣ ŀƴŘ ŎƻƴǘǊƻƭƭƛƴƎ ǘǊŀƴǎŀŎǘƛƻƴ ŎƻǎǘǎΣ 

directed brokerage and commission recapture (if any), and compare the process to 

other funds as well as public or private third-party industry surveys. 

3.2.3  Evaluate the process used to determine and measure investment performance, 

including how performance data is collected and verified and selection of appropriate 

benchmarks; 

3.2.4 Evaluate the basis and methodology for the compensation of external investment 

managers and advisors and payments to others, if any; 

3.2.5  Evaluate the written policies and procedures currently in place to monitor and guard 

against professional conflicts of interest; and 

3.2.6  Analyze how investment managers are selected, including the transparency in the 

decision-making process, due diligence provisions, whether specific criteria and 

procedures govern the selection process, whether they are actually observed in the 

selection process, and whether there is adequate documentation of selection process  

 

Review Activities 

CƻǊ ƻǳǊ ŀǎǎŜǎǎƳŜƴǘ ƻŦ ǘƘŜ .ƻŀǊŘΩǎ LƴǾŜǎǘƳŜƴǘ tƻƭƛŎȅ ŀƴŘ DǳƛŘŜƭƛƴŜǎ {ǘŀǘŜƳŜƴǘ ǿŜ ǳǘƛƭƛȊŜŘ ǘƘŜ ŦƻƭƭƻǿƛƴƎ 

sources of information to complete our assessment and comparison to leading, prevailing and lagging 

practices: 

htϧCΩǎ ŎǳǊǊŜƴǘ LƴǾŜǎǘƳŜƴǘ tƻƭƛŎȅ ŀƴŘ DǳƛŘŜƭƛƴŜǎ {ǘŀǘŜƳŜƴǘ όLt{ύ ŘŀǘŜŘ оκомκнм ŀƴŘ ǇǊƛƻǊ ǾŜǊǎƛƻƴǎ 

available 

¶ Interviews with OP&F investment staff 

¶ Interview with the OP&F general investment consultant - Wilshire 

¶ Interview with the prior general investment consultant - Russell 

¶ Interview with OP&F specialty investment consultants ς Townsend (Real Estate) and Aksia 

TorreyCove (Private Equity) 

¶ Interviews with Bridgewater Associates and Grosvenor and Russell Investments ς current 

investment managers 

¶ Interviews with OP&F Custodians Northern Trust and Huntington Bank 

¶ Interview with the OP&F actuary ς Cavanaugh Macdonald 
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¶ Risk reports and analyses provided to the OP&F Board  

¶ Investment compliance reports 

¶ Performance reports and investment structure reports from Wilshire, Townsend and Aksia 

TorreyCove 

¶ FAS investment policy and operations knowledgebase 

¶ htϧCΩǎ ŀƴƴǳŀƭ ƛƴǾŜǎǘƳŜƴǘ ǊŜǇƻǊǘǎ ǎƛƴŎŜ нлму 

¶ OP&F CEM reports 

¶ htϧCΩǎ Ƴƻǎǘ ǊŜŎŜƴǘ ŀǎǎŜǘ-liability study (and discussions regarding the asset-liability study now 

underway) and annual Actuarial Valuations delivered 

¶ htϧCΩǎ Ƴƻǎǘ ǊŜŎŜƴǘ ŦƛǾŜ-year experience review 

¶ htϧCΩǎ ǊŜōŀƭŀƴŎƛƴƎ ǊŜǾƛŜǿǎ ŀƴŘ ƳƻƴǘƘƭȅ ǇƻǊǘŦƻƭƛƻ Ǿŀƭǳŀǘƛƻƴǎ 

¶ htϧCΩǎ .ƻŀǊŘ ƳƛƴǳǘŜǎ 

¶ htϧCΩǎ LƴǾŜǎǘƳŜƴǘ wŜǇƻǊǘǎ ŘŜƭƛǾŜǊŜŘ ǘƻ ǘƘŜ .ƻŀǊŘ 

¶ htϧCΩǎ ƛƴǾŜǎǘƳŜƴǘ ǇƻƭƛŎȅ ŘƻŎǳments for each asset class, Proxy Voting, Sudan/Iran, Broker 

policies 

¶ htϧCΩǎ ƛƴǾŜǎǘƳŜƴǘ ŦƛƭŜǎ ǊŜƭŀǘŜŘ ǘƻ ǎǇŜŎƛŦƛŎ ƛƴǾŜǎǘƳŜƴǘǎ 

¶ wŜƭŜǾŀƴǘ htϧCΩǎ ƛƴǘŜǊƴŀƭ ŀǳŘƛǘ ǊŜǾƛŜǿǎ ŀƴŘ {ǘŀŦŦ LƴǾŜǎǘƳŜƴǘ /ƻƳƳƛǘǘŜŜ ό{L/ύ ŘƻŎǳƳŜƴǘŀǘƛƻƴ 

¶ Investment Guidelines and fee ŀƎǊŜŜƳŜƴǘǎ ŦƻǊ htϧCΩǎ ŜȄǘŜǊƴŀƭ ŀǎǎŜǘ ƳŀƴŀƎŜǊǎ 

To develop our assessment, we utilized the knowledge of our team members and the FAS knowledgebase 

to assess the contents of the reporting and compliance function at OP&F.  The FAS team reviewed the IPS, 

the board reports, consultant reports, monthly investment summaries, structure analyses received by the 

board, actuarial studies including prior experience studies, ORSC reports, manager due diligence reports 

provided by staff and consultants, interviews with staff, consultants and trustees and other materials 

relevant to the oversight and control of the investment program.   
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3.2.1 Monitoring and Compliance 

Evaluate the appropriateness of board and staff controls, procedures, and capabilities to 

regularly review and monitor the performance of the investments and the practices of 

investment managers, as well as ensuring compliance with policies. 

Expectations  

The IPS should allocate responsibility for monitoring investment performance at Board, staff and 

consultant levels.  Monitoring by the Board should be frequent enough and detailed enough to be timely 

and provide complete information on critical issues ς yet should emphasize the oversight and policy roles 

of the Board and not be used as part of an investment decision-making process.   Monitoring reports 

should include whether portfolio, asset class and total fund performance are within expectations with 

regard to both performance and risk.  Outliers should be explained, and, where appropriate, action plans 

detailed to the senior investment staff and/or Board, as appropriate.   

 

Monitoring and Compliance Standards of Comparison and Findings  

Monitoring and Compliance Standards for Comparison Findings 

Performance and risk reports are compiled at least quarterly.  Appropriate 
flash reports are available to the investment staff.  A manager/GP monitoring 
policy defines frequency of due diligence visits, as well as whether in-person 
and/or on-site visits are required and conditions which dictate a special visit. 

Partial 

Monitoring policy and practice include benchmark comparisons, personnel 
and other organizational change notices, regulatory notices, etc.  

Partial 

Investment management agreements provide for external managers to 
provide notice to system in the event of material personnel changes, changes 
in corporate structure, regulatory investigations or findings, etc. 

Yes 

Investment management agreements and broker agreements provide for 
annual ethics confirmations. 

No 

Investment management agreements with outside managers, and the 
equivalent policies for internal management, should define appropriate 
benchmarks, expected risk profiles, permissible and prohibited investments. 

Yes 

A general investment consultant that is hired by the board, provides counsel 
to both the board and investment staff, and opines on investment staff 
decisions.  The consultant reviews both internal and external management. 

Yes 

Specialty consultants (where appropriate) hired by the board, provide counsel 
to both the board and investment staff, and opines on investment staff 
decisions.  The consultant reviews both internal and external management. 

Yes 
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Conclusions  
 
OP&F appears to follow prevailing industry practices when generating performance measurement reports 

and monitoring their external investment managers.  The measurement of after-fee performance 

benchmarking through CEM is a prevailing practice for large public funds.  The past retention of Aksia / 

TorreyCove to perform a review of private equity performance and fees based on OP&F historic cash flow 

records assured accuracy and transparency of CEM after-fee results across the portfolio.    However, given 

the sophistication level of the OP&F portfolio we view the quality of the regular board reporting as lagging 

expectations. 

The Wilshire reports are the primary source of performance and portfolio information for the Board.  The 

monthly Portfolio Valuation summaries provided by staff are timely and can be considered a flash 

reporting estimate of results and an assurance of compliance with overall guidelines.  Both provide 

adequate levels of quantitative information for the Board to generate a general level of understanding of 

the investment program, but do not get into the detailed issues generated by the sophisticated strategies 

being followed by OP&F, nor do they provide an interpretive analysis.  For both reports, a written top-

level Executive Summary discussion and analysis of results versus expectations is missing.  The provision 

of this type of Executive Summary analysis from an independent third party such as an investment 

consultant is a prevailing practice for Board reporting of investment results.   This type of interpretive top-

level analysis should be added going forward to aid the Board in understanding and interpreting the 

results of the investment program. 

The regular asset class reviews provided by Wilshire, Townsend and Aksia/TorreyCove ς separate from 

the quarterly performance reporting process ς provide a greater level of detail on the investment 

structure and philosophy behind the portfolio strategy.  These periodic structure review presentations are 

essential elements of the OP&F monitoring proŎŜǎǎ ŀƴŘ ƘŜƭǇ ŘŜǾŜƭƻǇ ŀƴŘ ŜƴƘŀƴŎŜ ǘƘŜ .ƻŀǊŘΩǎ 

understanding of the investment portfolio philosophy.  The review of risk, liquidity, interim target 

allocations and alpha expectations from the structure and individual managers, in a build-up approach, 

are or should be contained in these review documents and outline the risks and potential rewards of each 

element of the portfolio structure.  As an example, the beta and correlation assumption process for 

Bridgewater Global Macro strategy and the Grosvenor Flight Fund inherent in the domestic equity 

portable alpha program should be detailed in a structure review document for the domestic equity 

program.  Alpha assumptions from the portable alpha program described above should tie to the overall 

alpha assumption for domestic equity detailed in the ALM analysis.  While we observed these reviews 

were periodically presented, they should be presented at least annually for each asset class and the Plan 

ŀǎ ŀ ǿƘƻƭŜ ǘƻ ŀǎǎǳǊŜ ǘƘŜ .ƻŀǊŘΩǎ ǳƴŘŜǊǎǘŀƴŘƛƴƎ ƻŦ ŜŀŎƘ ŀǎǎŜǘ Ŏƭŀǎǎ ƛs current with respect to these 

important portfolio structure decisions inherent in the OP&F investment program.   

While the performance monitoring received by the OP&F Board at the asset class level is summarized 

logically and is inclusive in the Wilshire quarterly reports, due to the level of investment sophistication 

being utilized by OP&F staff, consultants, and managers, more detailed information should be provided.  

On the quantitative side, as mentioned, we did not observe a plan level attribution and analysis in the 

quarterly Wilshire monitoring reports and found only limited asset class level attribution and limited 

analysis.  On the asset class level, we would expect to find point in time security level portfolio structure 

reviews compared to plan benchmark to demonstrate the active risk of the portfolio.  We observed a 

limited number of points in time portfolio structure reviews versus benchmark for the underlying portfolio 
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managers and none at the asset class level.  There is also a lack of analysis and reporting on liquidity 

estimates and outlook as a regular part of the monitoring effort.  Given potential liquidity stresses due to 

the risk parity and portable alpha approaches followed, better historic and prospective reporting on 

liquidity is required.  Draw down analyses highlighting the potential liquidity requirements from each 

manager, strategy, and the total portfolio should become a regular component of the overall quarterly 

report.  Overall, there is significant room for improvement in the quality and quantity of information 

delivered to the Board in order to aid in their mandated monitoring requirements of the OP&F portfolio.  

Potential systems enhancements through the custodian or other service provider(s) could be required to 

deliver what is necessary to report the level of portfolio risk and position reporting and analysis for the 

OP&F Board.  We consider the quality and depth of reporting being delivered today lagging at OP&F ς 

especially given the level of sophistication evident in the investment program. 

We found the due diligence process utilized in the monitoring of external managers both thorough and 

thoughtful.  The Investment Manager Monitoring and Evaluation Policy outlines the process and 

procedures well.  Also, the manager review and rating process that takes place at the Board level ς 

supported by external opinions of the general and specialty consultants ς can be considered leading 

practice.  While OP&F appears to be at a lagging industry practice with respect to consolidated 

performance attribution, performance, and risk reporting and analysis, we believe OP&F excels at Board 

transparency at the manager level review process.   We believe that over time, the OP&F Board should 

become more focused on top level oversight and ǘƘŜ .ƻŀǊŘΩǎ ŜƳǇƘŀǎƛǎ ƻƴ ƳŀƴŀƎŜǊ ƭŜǾŜƭ ǊŜǾƛŜǿǎ ǊŜŘǳŎŜŘΦ  

We view this delegation of investment manager decisions to staff a leading practice among peer 

organizations. 

Finally, the discipline of having internal investment professionals and external investment 

providers/employees certify confirmation with CFA Institute standards and applicable ethics laws is a 

prevailing practice among OP&F peers.  The adoption of a manager reporting requirement detailing the 

actual standards OP&F expects service providers to comply with would provide meaningful reinforcement 

of expectations that these standards are adhered to when implementing investment decisions on behalf 

of OP&F members.  This should also include a request to each individual or organization involved with the 

investment process of OP&F funds to annually certify compliance with these standards.    

 

Recommendations for Improvement  

R3.2.1.1  OP&F should revamp the Board quarterly reporting content to include a qualitative 

discussion of results versus expectations in Executive Summary form, including a discussion 

of attribution and performance highlights reviews at the Plan level. 

R3.2.1.2 9ƴƘŀƴŎŜ ǘƘŜ .ƻŀǊŘΩǎ ǊŜŎŜƛǇǘ ƻŦ tƭŀƴ ƭŜǾŜƭ ŀƴŘ ŀǎǎŜǘ ƭŜǾŜƭ ǎǘǊǳŎǘǳǊŜ ǊŜǾƛŜǿǎ ōȅ ŎƻƴŘǳŎǘƛƴƎ 

these reviews at least annually.  

R3.2.1.3 Enhance quarterly OP&F Board reporting at the asset class level by including risk-based 

analyses of holdings versus benchmark, including liquidity analyses and forecasts and draw 

down analyses, at each asset class level and manager level in the review quarterly.  
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R3.2.1.4  Establish an annual ethics confirmation for all investment professionals / organizations 

responsible for managing OP&F assets that details ethics expectations and requests annual 

certification of compliance.   
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3.2.2 Transaction Costs 

9ǾŀƭǳŀǘŜ htϧCΩǎ ǇǊƻŎess for measuring, evaluating, and controlling transaction costs, directed 

brokerage and commission recapture (if any), and compare the process to other funds as well as 

public or private third-party industry surveys. 

Expectations  

Prevailing practice with respect to public asset brokerage includes a best execution policy which requires 

the pension fund and its managers to take all reasonable efforts to obtain the best possible result in 

trading securities on a consistent basis, taking into account both quantitative factors (e.g., price, 

commission, spread, implicit market impact, and size of the trade relative to volume) and qualitative 

factors (e.g., likelihood of execution within a desired time frame, market conditions, ability to act on a 

confidential basis, ability to handle large trades in securities having limited liquidity without undue market 

impact, creditworthiness, willingness to commit capital to a particular transaction, market knowledge, 

and  back office infrastructure).  

Prevailing practice is also to generally allow each investment manager to select their brokerage firms 

through which trading will be completed for the pension fund.  Each investment manager is also 

responsible for conducting all appropriate due diligence on the brokerage firms it selects.  

Many public funds also provide the option for their investment staff or board to retain the right to direct 

brokers and enter into brokerage commission recapture agreements.  Directed commission brokers are 

selected by the investment staff, often with consultant assistance.  Investment managers mutually agree 

ǘƻ ŘƛǊŜŎǘ ŀ ǇŜǊŎŜƴǘŀƎŜ ƻŦ ǘƘŜƛǊ ǇƻǊǘŦƻƭƛƻ ǳƴŘŜǊ ƳŀƴŀƎŜƳŜƴǘ ǘƻ ǘƘŜ ŦǳƴŘΩǎ ŘƛǊŜŎǘŜŘ ŎƻƳƳƛǎǎƛƻƴ ōǊƻƪŜǊǎΦ  

The objective is to select a percentage amount that generates substantial commission savings, without 

hindering the investment manager's ability to execute investment strategies that meet the objectives set 

forth in the investment management agreement (IMA).  Many funds of the scale of OP&F choose to not 

utilize directed brokerage based upon a cost/benefit analysis and the desire to allow investment managers 

to make their own selection and be responsible for their net returns.  

Each investment manager is typically required to report on brokerage firms they are using and the terms 

of those relationships.  The disclosure usually covers payment for order flow, soft dollars, covered 

ŜȄǇŜƴǎŜǎΣ ŀƴŘ ǘƘŜ ƴŀǘǳǊŜ ƻŦ ǘƘŜ ōǊƻƪŜǊ ǎŜƭŜŎǘƛƻƴ ǇǊƻŎŜǎǎΦ  ¢ƘŜ ǘŜǊƳ άǎƻŦǘ ŘƻƭƭŀǊǎέ ǘȅǇƛŎŀƭƭȅ ǊŜŦŜǊǎ ǘƻ ǘƘŜ 

amount by which a commission exceeds the price of executing a transaction.   In some cases, that amount 

is converted to credits and given to the investment manager by the executing broker for the manager to 

pay third parties for certain research, trading software and subscriptions.   Soft dollar practices are 

regulated by the Securities and Exchange Commission.  However, critics argue that soft dollar trades are 

less transparent and may result in more benefit to the manager than the client or more benefit to clients 

other than the one for whom the broker was making the trade.  The use of soft dollars has been declining 

with public pension funds and is considered a lagging practice.  

At a minimum, the investment staff reviews investment manager transactions and arrangements for 

ŎƻƳǇƭƛŀƴŎŜ ǿƛǘƘ ǘƘŜ ŦǳƴŘΩǎ ǇƻƭƛŎƛŜǎ ǘƘrough a best execution analysis.  The investment managers and 

custodian provide the information necessary to conduct this review. 
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Leading practice is for a public pension fund to periodically engage a trade analytics firm to independently 

monitor public equity transactions over a specified period.  Typically, the firm maintains a trading 

database with institutional averages for commissions, fees, and market impact costs in most markets in 

which the public fund invests.  Reports usually compare the trading Ŏƻǎǘǎ ƻŦ ǘƘŜ ŦǳƴŘΩǎ ǇǳōƭƛŎ ŜǉǳƛǘƛŜǎ 

investment managers to those benchmarks.  While the trading analytics firms also provide similar services 

for fixed income trades, this service is less often used and provides less benefit due to much lower fixed 

income trading costs.  

  

Transaction Costs Standards of Comparison and Findings   

 Transaction Costs Standards for Comparison  Findings  

There is a program to evaluate external trading to ensure that all securities 
transactions be affected to the best advantage of the system regarding price 
and execution. 

Yes 

Investment Managers provide an accounting of soft dollar transactions and an 
explanation of the goods or services received by the Investment Manager. 

Yes 

Internal audit and/or the Board periodically reviews soft dollar and 
commission sharing arrangement usage. 

Partial 

There is a policy for oversight of foreign exchange by staff.  (See Section 3.4.2) Yes 

For funds with internal management, a continuously updated and vetted 
database of broker-dealers qualified to perform execution services for all 
internally managed portfolios. 

N/A 

 

  

Conclusions   

Transaction cost management and broker practices are controlled and monitored at OP&F and considered 

on par with standard practices across the public pension plan space.  The overarching policy that governs 

the program is the Ohio Police and Fire Pension Fund Broker Policy (last updated 1/24/08).  Within the 

document, a number of key aspects of the policy are detailed including: 

¶ The delegation of discretion from the board to external managers for placement and execution 

of trades; 

¶ The establishment of objectives that the practice of selected trading counterparties must be to 

the benefit of OP&F members and consider the standard of best execution above all others; 

¶ The utilization of third-party transaction measurement service reports as an evaluation of trade 

efficiency and the sharing of results with external managers; 

¶ The rules regarding soft dollar transactions; 

¶ Conditions under which the board may direct external managers to use their best efforts to 

execute a certain percentage of their commission business with designated brokerage firms;  

¶ The limitations and process for commission recapture and the reporting of it; 

¶ The reference of Ohio statutes governing the use of Ohio domiciled brokers and the objectives 
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for consideration of women- and minority-owned brokers; and 

¶ The criteria to be considered by external managers when determining their pool of eligible broker-

dealŜǊǎ ǿƛǘƘ ǿƘƻƳ ǘƻ ŎƻƴŘǳŎǘ ǘǊŀŘƛƴƎ ƻƴ htϧCΩǎ ōŜƘŀƭŦΦ 

The Ohio statute governing broker selection is considered a typical and prevailing practice, and while a 

targeted goal to increase utilization of Ohio-qualified brokers would not be considered as such, the best 

execution policies for trading take clear precedence over all other factors.  In other words, while policies 

and practices comply with the statutory requirement to attempt to increase the use of Ohio-certified, 

women-owned, and minority-owned brokers, those practices are subordinate to best execution policies.   

In essence, Ohio-ōŀǎŜŘ ŀƴŘ ƻǘƘŜǊ ōǊƻƪŜǊŀƎŜ ǳǘƛƭƛȊŀǘƛƻƴ ǊŜǉǳƛǊŜƳŜƴǘǎ ǿƛƭƭ ƻƴƭȅ ŀŎƘƛŜǾŜ ǘƘŜ ƭŜǾŜƭ ƻŦ άŜǉǳŀƭ 

ŎƻƴǎƛŘŜǊŀǘƛƻƴέ ǘƻ ǘƘŜ ōǊƻŀŘŜǊ ǳƴƛǾŜǊǎŜ ƻŦ ŀǇǇǊƻǾŜŘ ōǊƻƪŜǊǎΦ   ¢Ƙƛǎ ŜǎǎŜƴǘƛŀƭƭȅ ŜƴǎǳǊŜǎ that above all other 

decision criteria, the best interest of OP&F members takes overarching priority in the selection of brokers 

to support OP&F public securities trading.   As further evidence of this important prioritization, language 

in the template of the investment management agreement reads άOP&F can direct any transaction that 

ƎƛǾŜǎ ǊƛǎŜ ǘƻ ŀ ōǊƻƪŜǊ ŎƻƳƳƛǎǎƛƻƴΣ ǇǊƻǾƛŘŜŘ ǘƘŀǘ ǎǳŎƘ ŘƛǊŜŎǘƛƻƴ ƛǎ ƴƻǘ ŎƻƴǘǊŀǊȅ ǘƻ ǘƘŜ LƴǾŜǎǘƳŜƴǘ aŀƴŀƎŜǊΩǎ 

obligation to provide best executionΦέ 

The above policy is backed up by a plethora of reporting requirements.   Requests by the board to the 

external manager to direct broker commissions must be provided in writing.   On a semiannual basis, 

external managers are required to submit both the current list of approved brokers along with additions 

and deletions.   Managers must also document all soft dollar trade activity during the same six-month 

period.  OP&F provided examples of documentation that evidenced adherence to this policy.  Historic 

annual reporting of women, minority and Ohio-based broker activity was provided to ORSC only.  There 

was no corresponding required reporting regimen on this topic to the board.  ORSC terminated the 

reporting requirement several years ago; however, since the language remains on the broker policy in 

ǇƭŀŎŜΣ ǘƘŜ ŀōǎŜƴŎŜ ƻŦ ǊŜǇƻǊǘƛƴƎ Ƙŀǎ ƛƴŀŘǾŜǊǘŜƴǘƭȅ ŎǊŜŀǘŜŘ ŀ ŎŀǇ ƛƴ htϧCΩǎ ŀōƛƭƛǘȅ ǘƻ ŜǾƛŘŜƴŎŜ ŀŘƘŜǊŜƴŎŜ 

to the policy.  Managers are required to submit trade activity to Zeno for inclusion in the trade cost 

analysis reports.  Finally, the Annual Comprehensive Financial Report contains a schedule of broker fees 

paid over the fiscal year, illustrating both total fees paid and average cost per unit traded. 

   

Trade Cost Analysis and Benchmarking 

Externally managed funds are required to transmit all purchase and sales information for publicly traded 

securities to Zeno for third party trade cost analysis.  The vendor provides TCA reports in aggregate and 

broken out by individual managers within its domestic and global Sponsor Monitor Report each quarter 

to OP&F.   The report benchmarks the performance of external manager trading effectiveness on a 

quarterly and rolling four-quarter basis against execution efficiency, use of brokers, commissions, and 

traded returns, and provides specific recommendations for follow up where needed.   

Finally, the most recently received CEM Investment Cost Effectiveness Analysis Report references a 

transaction cost survey.  CEM cites that on a historic basis, there has lacked enough plans that were able 

to provide this data consistently.   In the report received by OP&F, the benchmark provider highlights the 

increasing trend of pension plans to provide this information and presents initial qualitative results 

including percentile transaction costs by asset class and transaction costs as a percentage of purchases 

and sales.   OP&F transaction cost data is not included in the paper. 
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Recommendations for Improvement   

R3.2.2.1  Amend broker policy and/or introduce external manager semiannual reporting to the board 

regarding trading and commission history with Ohio-based, and women- and minority-

owned brokers. 

R3.2.2.2  Enhance investment management agreement (IMA) template to explicitly require 

ƳŀƴŀƎŜǊǎ ǘƻ ǊŜǇƻǊǘ ƻƴ ǘǊŀŘƛƴƎ ŀƴŘ ŎƻƳƳƛǎǎƛƻƴ ŀŎǘƛǾƛǘȅ ǘƻ htϧCΩǎ ǘƘƛǊŘ-party benchmark 

provider, and to deliver semiannual list of eligible brokers and selection criteria used at 

manager and list of soft-dollar trades with accompanying rational.  

R3.2.2.3  On an annual basis, place results of third-party Zeno trade cost analysis, with accompanying 

OP&F commentary, into appendix of external manager fee report to the Board. 

R3.2.2.4  In Zeno trade cost analysis report, segregate trade cost analysis for every instance where 

the OP&F BƻŀǊŘ ŘƛǊŜŎǘŜŘ ǘƘŜ ŜȄǘŜǊƴŀƭ ƳŀƴŀƎŜǊΩǎ ǎŜƭŜŎǘƛƻƴ ƻf brokers and compare results 

against other trading in period to ensure that best execution practices were evidenced. 

R3.2.2.5  Seek to provide CEM with granular transaction cost data from Zeno for public asset classes 

for use in future trading cost benchmark analyses. 
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3.2.3 Performance Measurement 

Evaluate the process used to determine and measure investment performance, including how 

performance data is collected and verified and selection of appropriate benchmarks. 

Expectations  

There should be performance benchmarks appropriate to each asset class and investment strategy.  The 

Total Fund benchmark should allow for a build up from the asset classes ς which should incorporate the 

weighting scheme for the underlying strategies and managers.  Performance should be monitored 

regularly at the strategy, asset class and total fund level by both the Board and the staff.  The staff should 

also regularly monitor performance at the individual manager level.  

 

Performance Measurement Standards of Comparison and Findings 

Performance Measurement Standards for Comparison Findings 

There are appropriate performance benchmarks for every portfolio, whether 

internal or external. 

Yes 

There are appropriate performance benchmarks for all asset classes. Yes 

There are appropriate performance benchmarks for the entire fund that both 

benchmarks return relative to the market and return relative to liabilities. 

Partial 

Where there are aspirational benchmarks (i.e., a benchmark which is 

unrelated to the asset class such as S&P + some percentage used for private 

equity), there should be some basis for understanding if the fund can, or has, 

achieved that benchmark over a market cycle. 

Not applicable 

Benchmarks should be explicitly approved by the Board. Partial 

 

 

 Conclusions  

The benchmark process at OP&F is complete, but complicated.  There are a number of Board approved 

ǘǊŀƴǎƛǘƛƻƴ ōŜƴŎƘƳŀǊƪǎ ǊŜǎǳƭǘƛƴƎ ƛƴ άǇƻƭƛŎȅ ōŜƴŎƘƳŀǊƪǎέ ŦƻǊ ōƻǘƘ ǘƘŜ tƭŀƴ ŀƴŘ !ǎǎŜǘ /ƭŀǎǎ ƭŜǾŜƭ ǘƘŀǘ ŜȄƛǎǘ 

in the calculation of results.  These benchmarks are necessary to aid in the understanding of the portfolio 

given the large number of portfolio structure transitions that have occurred over time.  While these 

transition benchmarks aid in the accurate comparison of performance results during these transition 

periods, we found it difficult to fully grasp an understanding of top-level structure decisions versus 

benchmarks that represent possible investable alternatives.  The benchmark development process for 

individual portfolio managers appears to be based on the preference of the individual managers.  

Weighting analyses of individual portfolio managers given the segment benchmark are prevailing practice 

among OP&F peers.  We believe from our discussions with OP&F staff and consultants that the weighting 

scheme is thoughtfully produced, but we did not find documentation of how the weighting targets for 

individual managers results from either Board analyses or for process retention files.  Overall, there is, at 

the very least, documentation work to be done on the Plan and Asset class level benchmarks and manager 
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weighting schemes in place at OP&F.     

Periodic review of Plan and Asset Class level benchmarks by the Board is a leading practice.  We 

recommend ongoing reviews of the Plan Level and individual asset class level benchmarks, with a 

thorough review every 3-5 years at a minimum.  The Wilshire / Townsend / Aksia-TorreyCove structure 

reviews of each asset class, which we recommend should be moved to an annual cycle, would provide an 

opportunity to include a brief review of benchmarks and periodically include a more thorough review of 

benchmark possibilities.  FAS experience is the private equity and real asset areas can be particularly 

difficult to benchmark.  The use of the actual plan results in the Wilshire report is an example of a 

prevailing industry solution to this taxing issue.  Given the significant industry attention to private equity 

by the press and other industry constituents, the Board should be provided with a good roadmap for the 

decision for this and other benchmark possibilities.  A historic analysis among possible choices and the 

decision logic for the choice that is ultimately made is a leading practice.  This analysis trail at the Plan and 

Asset Class level is missing.   

Consistent with our comments in the IPS review section of this report, we did not find ongoing reporting 

on the progress OP&F is making against liability measures in the performance reporting process.  Given 

the inherent linkage between the investment performance of the plan and the various actuarial statistics 

ƳŜŀǎǳǊƛƴƎ ǘƘŜ ǇƭŀƴΩǎ ŦǳƴŘƛƴƎ ǎǘŀǘǳǎ ŀƴŘ ƻǘƘŜǊ ŀŎǘǳŀǊƛŀƭ ƳŜŀǎǳǊŜǎΣ ƛƴŎƭǳǎƛƻƴ ƻŦ ƭƛŀōƛƭƛǘȅ ƳŜŀǎǳǊŜǎ ǎǳŎƘ ŀǎ 

funded status and other relevant actuarial areas would be additive to helping improve the Board 

understanding of the health of the pension. 

 

Recommendations for Improvement   

R3.2.3.1  OP&F should consider including a brief overview of the measures of the actuarial health of 

the Plan in the Wilshire quarterly report by reporting updates common in the corporate 

world, including estimates of funding status, time to close the funding gap, and other 

relevant top-level measures of actuarial health. 

R3.2.3.2 Conduct a Plan and asset class level benchmark review in the investment structure reviews 

provided by Board consultants on an annual cycle.   
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3.2.4 External Manager Compensation 

Evaluate the basis and methodology for the compensation of external investment managers and 

advisors and payments to others, if any. 

Review Activities  

Much of the information for the FAS analysis of external investment manager fees was collected directly 

from internal interviews with Investments, the review of policy and risk documentation containing 

language about external manager fees, and examination of the fund fee worksheets used by OP&F to 

validate fee invoices.    FAS examined additional documentation including operating budgets, the Annual 

Consolidated Financial Review, the Annual Manager Fee Report presentation to the board, and the 2020 

/9a ōŜƴŎƘƳŀǊƪ ǊŜǇƻǊǘ ƛƴŦƻǊƳŀǘƛƻƴ ŎƻƳǇŀǊƛƴƎ htϧCΩǎ ǇŜǊŦƻǊƳŀƴŎŜ ƛƴ ƳŀƴŀƎƛƴƎ ŜȄǘŜǊƴŀƭ ǘƻ ŀ ǇŜŜǊ ƎǊƻǳǇ 

and of similar sized plans in the US public pension plan space.  

  

Expectations   

Fees and payments due to an external investment manager are typically defined in an Investment 

Manager Agreement (IMA) or Limited Partnership Agreement (LPA) signed by the manager and the 

pension fund.  Investment managers agree to a payment schedule, often on a quarterly basis in the case 

of the IMA.  Public market investment fund-fee terms are usually a straightforward calculation of a 

percentage fee based upon assets under management at a point in time or weighted across a defined 

time period.  Occasionally, a manager of public assets, commonly a hedge fund investor, will receive an 

incentive fee based upon investment performance.  

Private market (e.g., private equity, real estate) investment fund fee arrangements are often more 

complex, usually containing both a management fee and a performance fee.  However, the basis of the 

private market calculations can be more variable (e.g., committed vs. invested capital) and there can be 

various offsets which reduce fees which are not visible to the pension fund.  Unlike public funds, the 

invoicing of fees for private market funds lacks simplicity and standardization.  Fees are commonly 

blended into capital calls and the levels of transparency vary greatly.  The lack of standards and 

transparency from General Partners (GPs) have led to efforts on the part of the Institutional Limited 

Partners Association (ILPA) to use communications protocols and documentation requirements to enforce 

standards in information sharing, classifications, and terms.  In a very recent publication, which will likely 

be embraced by the broader limited partnership (LP) community ς inclusive of public pension plans ς the 

SEC has proposed bringing much needed transparency and standardization to fee billing practices in the 

alternative investment space.     

Leading and prevailing practices for the payment and verification of investment manager fees is designed 

to ensure that the public pension fund has processes in place which independently calculate invoiced fees 

and validate manager invoices on a regular basis.  When there are discrepancies, the manager is 

contacted, and any differences are promptly resolved.  
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External Manager Compensation Standards of Comparison and Findings  

 External Manager Compensation Standards for Comparison  Findings  

There is a documented fee policy that is constructed around the concept of 
alignment of interests and articulates staff authority for fee negotiations.    

Partial 

Manager fee reporting annually summarizes fee levels (direct and indirect, 
including carried interest at all levels) by manager and in the context of 
relative and absolute performance. 

Partial 

Investment management costs are periodically benchmarked with peers by a 
third-party firm to compare costs on a basis adjusted for differences in asset 
allocation. 

 Yes 

There is an effective process for ensuring payments to investment managers 
of public assets are appropriate. 

Yes 

There is an effective process for ensuring payments to managers of private 
assets are appropriate. 

Partial 

The system works with ILPA and peers in support of the Transparency 
Initiative. 

Partial 

 

  

Conclusions   

As an asset owner, Ohio Police & Fire engages outside investment advisors to manage the suite of funds 

across all public and private asset classes.  The costs associated with these services are among the highest 

expenses in the overall annual budget, significantly exceeding internal staffing costs, which is common for 

asset owners such as OP&F.  The staff and the board share in the responsibilities to ensure that the highest 

levels of diligence are applied to establishing and overseeing external manager fees.  In the charter of the 

LƴǾŜǎǘƳŜƴǘ /ƻƳƳƛǘǘŜŜ ƻŦ ǘƘŜ htϧC .ƻŀǊŘΣ ƛǘ ǎǘŀǘŜǎ ǘƘŀǘ άǘƘŜ ōƻŀǊŘ ǊŜǾƛŜǿǎ ǘƘŜ ǇǊƻǇƻǎŜŘ ŘŜǇŀǊǘƳŜƴǘ 

budget for the ƛƴǾŜǎǘƳŜƴǘ ŘŜǇŀǊǘƳŜƴǘέΣ ǿƘƛŎƘ ǎŜǊǾŜǎ ŀǎ ŜǾƛŘŜƴŎŜ ƻŦ ǘƘŜ ƛƳǇƻǊǘŀƴŎŜ ƻŦ ƻǾŜǊǎŜŜƛƴƎ 

external investment management expenses by the Board.  Further in the OP&F Investment Manager 

aƻƴƛǘƻǊƛƴƎ ŀƴŘ 9Ǿŀƭǳŀǘƛƻƴ tƻƭƛŎȅ όaŀǊŎƘ нфΣ нлмтύΣ ƛǘ ǎǘŀǘŜǎ ǘƘŀǘ άLƴǾŜǎǘƳŜƴǘ aŀƴagement Fees shall be 

ŎƻƳǇŜǘƛǘƛǾŜ ŀƴŘ ƻŦ ŀƴ ŀǇǇǊƻǇǊƛŀǘŜ ǎǘǊǳŎǘǳǊŜ ŦƻǊ ǘƘŜ ǇǊƻŘǳŎǘ ǘȅǇŜ ŀƴŘ ŀǎǎŜǘǎ ǳƴŘŜǊ ƳŀƴŀƎŜƳŜƴǘΦέ 

Fee schedules and guidelines for externally managed portfolios containing publicly traded securities are 

codified in Exhibit B to Investment Management Agreements and within Limited Partnership Agreements 

for privates and alternatives.  OP&F policy is supported by regular practices in both the validation and 

reporting of external manager fees, which are well documented.  On an overall basis, they compare very 

well to best practices in public pension plans for external managers of both public accounts and alternative 

based accounts.        

  

Policies and Standards 

Ohio Police & Fire does not formally publish an external manager fee policy document, per se.   Fees that 
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are established or negotiated at the time of contract development bear in mind comparisons to 

competitive fee levels for the asset class as well as performance objectives net of fees.    Where 

appropriate, performance-incentive fees are considered by investment teams and with guidance from 

OP&F investment consultants.    The collection of these guidelines and policies serves as the foundation 

for highly effective processes such as setting external manager fees, mandating, and standardizing 

reporting, clarifying roles and responsibilities in performing effective oversight, and ensuring the 

submission of timely and accurate payments.  Contractual language in IMAs set the standard for external 

manager submission of fee invoices and calculation of fees  

  

Monitoring, Processing and Validation 

The validation and oversight practices for external manager fees at OP&F are considered thorough and 

well controlled.   The investment team manages spreadsheets for all (public) funds and prepopulates them 

with the terms found in Appendix B of the investment management agreement.     Upon receipt of the 

manager invoices and verification of market values and returns, OP&F investments compares the amounts 

due against an internal calculation as a point of validation prior to remitting payments.  Wilshire reports 

fees by asset class in their expansive quarterly investment performance book, and the OP&F staff prepares 

and submits an annual manager fee report to the board.     

The OP&F Risk Management Policy (presented to the Board in February 2021) devotes a section in their 

Operational Risks and Controls to Investment Management Fees.    Inclusion of management fee risks and 

ŎƻƴǘǊƻƭǎ ǿƛǘƘƛƴ ŀƴ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ ŜƴǘŜǊǇǊƛǎŜ Ǌƛǎƪ ŦǊŀƳŜǿƻǊƪ ƛǎ ŀƴ ŜȄŀƳǇƭe of a leading practice for public 

pension plans.  Within the policy document, the organization identifies five inherent risks, including: 

¶ Payments are made that are inappropriate, unauthorized, or lacking adequate support 

¶ Manager invoices are not paid timely 

¶ Affected general ledger accounts are not reviewed on a routine basis 

¶ Management fees and profit sharing deducted from portfolio holdings are not verified 

¶ Management fees and profit sharing are unreasonably high 

The control factors in place that describŜ htϧCΩǎ ƳŀƴŀƎŜƳŜƴǘ ƻŦ ǘƘŜ Ǌƛǎƪǎ ƛƴŎƭǳŘŜ: 

¶ For the managers whose fees are invoiced on a quarterly basis, OP&F makes payment 

electronically via ACH. 

¶ Spreadsheets containing criteria for calculating the management fee are maintained for each 

manager and the invoice/deduction amount is verified by matching the amount calculated in the 

spreadsheet to the amount invoiced. 

¶ Audited financial statements are received for private asset managers to verify the accuracy of fees 

deducted. 

¶ When possible, OP&F requires verification through third party audits that fees and profit sharing 

are paid in accordance with the terms of the agreements. 

¶ Consultants with knowledge of competitive fees for strategy are utilized to assist with fee 

negotiation. 

¶ The accuracy of historical fees for private equity and private credit managers were verified by a 

private market consultant. 
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Private / alternative asset procedures and practices for external manager fund fee validations are less 

robust than the procedures covering publicly traded funds.   Investment associates manage spreadsheets 

to oversee fund fees as they ae described in quarterly GP statements.     Despite additional challenges in 

transparency across the industry, OP&F lags many other public pension plans in their adoption and 

enforcement of ILPA standards for their GPs to follow.    In response to the recent cost benchmark analysis, 

OP&F hired Aksia to consolidate and validate historical private fund fee information captured on 

spreadsheets and to submit it to CEM on their behalf.    It is noted here that other Ohio public pension 

funds have entered into contractual arrangements with other third parties for the purpose of 

consolidating, validating, remitting, and reporting of private fund management fees, against both a cost 

basis of AUM and as a percent of committed capital.  Because of the persistence of significant variability 

across GP practices, this effort can be quite burdensome and frustrating for LPs to perform on their own.   

With a small investment, these contracted services efforts can remove the historical obfuscation that has 

accompanied this space and put the pension plan in a more advantageous position to improve 

transparency to their board and their constituencies.   

   

Reporting and Benchmarking 

External manager fee reporting is performed by the OP&F investment team on a regular basis.  In the 

spring, OP&F includes an annual fee report in materials provided to the Investment Committee of the 

Board, although there is not a formal presentation on the subject.  The audited Annual Comprehensive 

Financial Report contains a schedule of external management fees by asset class.  Fees are also included 

in the Popular Annual Financial Report for additional transparency.  Annual fee reports for externally 

managed public funds are produced for the Investment Committee of the Board.    Within the report, fees 

are listed by the manager and aggregated by asset class, with totals shown as basis points against AUM at 

year end. 

OP&F has engaged the benchmarking services of CEM to analyze investment performance and cost.    In 

the CEM Final Report ς Cost Effectiveness Analysis, dated 12/31/2020, CEM analyzed fee data for OP&F 

against a peer group of 19 US public pension plan funds of similar size over a five-year period.  In 

ŀƎƎǊŜƎŀǘŜΣ ǿƘƛƭŜ htϧCΩǎ ǘƻǘŀƭ ƛƴǾŜǎǘƳŜƴǘ Ŏƻǎǘǎ ŀǇǇŜŀǊŜŘ ƘƛƎƘŜǊ ǘƘŀƴ ǘƘŜ ǇŜŜǊ ƎǊƻǳǇ ōŜƴŎƘƳŀǊƪΣ /9a 

reported that OP&F external manager costs compared favorably and on an overall basis were 0.8 bps 

below median external manager costs for their peer group when examined across 19 asset classes and 

investment styles.      

  

Recommendations for Improvement   

R3.2.4.1  Strengthen the language in the OP&F Investment Manager Monitoring and Evaluation 

Policy to include specific staff monitoring responsibilities for driving fee transparency and 

validating external manager fees. 

R3.2.4.2  Add language to side letter templates encouraging General Partners to adopt ILPA 

standards for reporting fees.  Continue engaging an external consultant to perform 

quarterly oversight and validation of alternative investments fees while reviewing and 

approving capital calls.  
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R3.2.4.3  Enhance the annual manager fee report to the board by adding relative and absolute 

performance information to each row on the table, breaking out management fees from 

performance fees, and including carried interest costs, where applicable.    

R3.2.4.4  Provide public support to the recent SEC proposal to standardize and improve fee 

transparency for private equity and alternative investments.  Monitor progress and prepare 

infrastructure to adopt changes as they are codified into law. 
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3.2.5 Conflicts of Interest Investment-related conflicts are addressed in Section 1.6 
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3.2.6 Investment Manager Selection 

Analyze how investment managers are selected, including the transparency in the decision-

making process, due diligence provisions, whether specific criteria and procedures govern the 

selection process, whether they are actually observed in the selection process, and whether 

there is adequate documentation of selection process. 

Expectations  

There should be a structured, thoughtful, documented process to a) determine if a new portfolio or 

investment manager is needed, b) whether internal or external management is the best solution to the 

need, c) select the potential candidates, utilizing a process that includes quantitative due diligence, 

ǉǳŀƭƛǘŀǘƛǾŜ ŘǳŜ ŘƛƭƛƎŜƴŎŜΣ ƻǇŜǊŀǘƛƻƴŀƭ ŘǳŜ ŘƛƭƛƎŜƴŎŜΣ ŀƴŘ ǇƻǊǘŦƻƭƛƻ άŦƛǘέ ŀƴŀƭȅǎƛǎΦ  {ƛƳƛƭŀǊ ŎƻƴǎƛŘŜǊŀǘƛƻƴǎ 

should be given to new internal portfolios.  The structure review process, outlined herein, should be 

updated on a periodic basis and presented to internal review bodies.  The Board should be periodically 

updated on these internal structure reviews.   

 

Investment Manager Selection Standards of Comparison and Findings 

Investment Manager Selection Standards of Comparison Findings 

Investment sourcing processes are linked to identified investment needs. Partial 

Investment staff has a long-term perspective on investment sourcing. Yes 

Portfolio fit assessment is both qualitative and quantitative. Partial 

Policies clearly define operational due diligence requirements and 
responsibilities vis-à-vis staff and consultants. 

 Yes 

The Board is properly aware of current due diligence processes utilized for 
each portfolio. 

Yes 

An internal investment decision-making committee or group reviews and 
approves each investment opportunity and includes other key staff such as 
general counsel, compliance, and operational due diligence, with the ability of 
non-investment office staff to either veto or escalate the decision on 
investments for operational or legal reasons.  The above processes apply to 
both internal and external portfolios. 

 Partial  

Pipeline reports of contemplated investment changes are provided to the 
.ƻŀǊŘΣ ǎƻ ŀǎ ǘƻΣ ŀǎ ƳǳŎƘ ŀǎ ǇƻǎǎƛōƭŜΣ ŎǊŜŀǘŜ ŀ άƴƻ ǎǳǊǇǊƛǎŜǎέ ŜƴǾƛǊƻƴƳŜƴǘ ŦƻǊ 
the Board. 

Yes 

There are organizational checks and balances that provide effective controls 
and minimize the potential for single point of failure decision making. 

Yes 

Contract negotiations with outside managers are led by internal staff 
supplemented by outside assistance, as needed. 

Yes 

A staff investment committee is the focal point for cross-asset information 
class sharing. 

Partial 
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Investment Manager Selection Standards of Comparison Findings 

Actual due diligence procedures match the written policies in the IPS and in 
other relevant documentation.  Deviations are documented and escalation 
procedures in place for approvals or rejections. 

Yes 

  

Conclusions  

OPϧCΩǎ ƳŀƴŀƎŜǊ ǎŜŀǊŎƘ ǇǊƻŎŜǎǎ is effective and well documented in the Investment Manager Search 

Policy document.  Discussion with the staff and consultants suggest a close partnership has developed 

between these organizations and the process to source high performing investment manager candidates 

for review.  The process appears to be working well.  We observed compliance with the Ohio-Qualified 

Investment Manager Policy during our review of the search process.  The real estate and real asset 

manager search process is driven more by Townsend, the real asset and real estate consultant, than staff.  

This process with specialty areas is a prevailing practice among many OP&F peer organizations for 

specialty asset classes.  Both investment and operational due diligence are led by this organization.  

Private equity due diligence is a team effort between staff and Aksia/TorreyCove, although 

Aksia/TorreyCove appears to lead the operational due diligence effort.  Wilshire participates extensively 

in private credit and public market search investment and operational due diligence process for new 

managers and investment opportunities. 

The policies and procedures that OP&F follows when performing ongoing manager due diligence are 

thorough and well documented in the Investment Manager Monitoring and Documentation policy 

document.  Based on this document, the OP&F monitoring process is at prevailing industry practice.  Our 

discussions with two external managers suggest the quarterly monitoring process and annual deep dive 

review process follows the Manager Monitoring and Documentation policy document and is being 

executed well.  The annual reviews as delivered to the Board by OP&F staff were, we believe, appropriate.  

The manager ranking and review process undertaken by staff is leading practice among OP&F peers.  The 

personnel charged with executing this monitoring process are well qualified and have strong industry 

experience. 

htϧCΩǎ investment process uses many of their external service providers more extensively than most peer 

organizations.  Peers often treat investment service providers as investment product providers and 

maintain a higher degree of control in-house.  The OP&F governance approach hinges on the development 

of long-ǘŜǊƳ άǎǘǊŀǘŜƎƛŎ ǇŀǊǘƴŜǊǎƘƛǇǎέ ǿƛǘƘ ǎŜƭŜŎǘ ŀǎǎŜǘ ƳŀƴŀƎŜǊǎ ŀƴŘ ŎƻƴǎǳƭǘŀƴǘǎΦ  In addition to the OP&F 

plan consultants ς Wilshire, Townsend and Aksia-TorreyCove ς Russell, Grosvenor and Bridgewater are 

also playing a strategic partner role.  This can be an effective governance model for resource constrained 

organizations, assuming the right cultural fit and staff implementation.  However, there is a risk following 

this investment approach.  The Board must recognize the close partnership that exists and take a long-

term approach when reviewing staff and managers.  It is difficult to implement this approach, as OP&F 

has done, with a high level of active management and potential for performance dispersion against 

benchmarks and peers.  Performance shortfalls can lead to external pressures to change the investment 

strategy, frequently at exactly the wrong time given market momentum swings.  htϧCΩǎ investment 

approach reinforces the need for close collaboration between the staff and Board and a meaningful Board 

education and engagement effort by the strategic partner organizations.   


























































































































































































































